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LETTER FROM THE CEO  
 
 
Ladies and Gentlemen: 
 
KA Finanz AG (KF) continued to actively manage its portfolio throughout 2016. Apart from 
scheduled maturities and redemptions, targeted wind-down measures were taken, always 
with a view to a potential reversal of impairments and a minimum outflow of capital 
resources. 
 
As at 31 December 2016, KF’s portfolio of risk positions amounted to EUR 9.6 billion. In the 
course of the past year, it was reduced by EUR 1.1 billion through active wind-down 
measures and redemptions. The average rating remains unchanged at A, while the non-
performing-loan ratio decreased to 0.1%. 
 
As in previous years, KF’s funding structure had a predominantly short-term orientation; a 
EUR 500 million covered bond was redeemed on schedule in February 2016. The liquidity 
guarantees provided by the Republic of Austria under the Financial Markets Stability Act 
(Finanzmarktstabilitätsgesetz – FinStaG) remained unchanged at EUR 4.5 million, covering 
41% of the senior funding volume at the end of the year. 
 
KF’s operations continued to receive support from Kommunalkredit Austria AG by way of the 
service level agreement (SLA). 
 
The after-tax result for the year, pursuant to the Austrian Company Code/Austrian Banking 
Act (Unternehmensgesetzbuch/Bankwesengesetz – UGB/BWG), was negative at  
EUR -28.0 million, which was due, in particular, to guarantee fees paid by KF to the Republic 
of Austria for liquidity guarantees (EUR -40.9 million), as well as contributions to the Bank 
Resolution Fund (EUR -3.7 million). After costs incurred for early portfolio runoff and taking 
into account the result of re-valuations, KF’s risk provisions constituted a risk buffer in a total 
amount of EUR 146.3 million. 
 
KF has a solid capital base of EUR 545.0 million, including EUR 453.0 million in common 
equity tier 1 according to Basel III. This corresponds to a total capital ratio of 20.7%, which is 
a slight improvement over 2015, and a CET 1 ratio of 17.2%. Thus, KF’s capital ratios 
continue to be significantly above the regulatory minimum criteria. 
 
KF’s total assets were reduced to EUR 11.9 billion in 2016. 
 
 
Capital measures and guarantee fees 
 
As in the previous year, KF did not require any capital support from the Republic of Austria in 
2016. Through the payment of guarantee fees in the amount of EUR 40.9 million for the 
guaranteed commercial paper programme and a government-guaranteed bond in the 
reporting year, as well as the reduction of a EUR 4.2 million government surety (2015: 
EUR 4.3 million) by EUR 0.2 million, the total volume of capital support measures by the 
Republic of Austria was reduced by EUR 41.1 million to a net amount of EUR 2.09 billion in 
2016. 
 
Guarantee fees in a gross amount of EUR 747.6 million were paid by KF over the period from 
its takeover by the Republic of Austria until 31 December 2016. After deduction of the 
restructuring contributions in the amount of EUR 210.0 million made by the Republic of 
Austria up to the end of 2011, net guarantee fees paid amount to a total of 
EUR 537.6 million. 
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Portfolio structure and wind-down 
 
KF’s risk portfolio in a total volume of EUR 9.6 billion comprises EUR 4.7 billion in loans, 
EUR 3.6 billion in securities, EUR 0.5 billion in CDS/guarantees (remaining CDS exposure 
exclusively to Austria), and EUR 0.7 billion in interest-rate and currency hedging derivatives. 
 
Overall, KF’s portfolio has an average rating of A (rating scale according to Standard & 
Poor’s/Fitch), with EUR 8.8 billion or 92.0% of the total portfolio rated investment grade 
(BBB- or higher) and EUR 4.9 billion or 51.0% rated AAA/AA. The non-performing-loan (NPL) 
ratio has dropped from 1.7% to 0.1%. Hidden burdens as at 31 December 2016 amounted to 
EUR 1.15 billion. 
 
In the course of 2016, risk positions were reduced by a total amount of EUR 1.1 billion, 
including EUR 161.4 million through active wind-down measures and another 
EUR 728.7 million through scheduled and early redemptions; the rest of the reduction was 
due to the termination of derivative contracts. Altogether, KF has succeeded in winding down 
risk positions in a total amount of EUR 25.7 billion since the beginning of the restructuring 
process. 
 
 
Liquidity 
 
As at 31 December 2016, KF had a funding volume (excluding own funds) of 
EUR 10.9 billion; EUR 6.4 billion or 59% thereof was raised independently and without 
recourse to government support measures. Although conditions for Austrian banks in the 
capital market improved slightly in the second half of the year after the Republic of Austria 
came to an arrangement with the creditors of Heta Asset Resolution AG, KF refrained from 
further bond issues for the time being and decided to raise money primarily in the money 
market and through short-term commercial paper issues. 
 
 
Outlook 
 
Considering the high volatility of the financial markets, caused by the major political events of 
the past year (Brexit, presidential elections in the USA), and the expectation that the 
atmosphere of uncertainty in the euro area will persist on account of the forthcoming 
elections in Germany and France, KF has already begun to analyse the impact of these 
political developments on the risk position of its entire portfolio. Consequently, KF’s active 
wind-down measures will be focused on portfolio components outside the bank’s former core 
markets (Austria, the EU core countries and Switzerland). Debt instruments in a total volume 
of approx. EUR 912 million will fall due and/or be redeemed on schedule in 2017. As in 
previous years, the potential reversal of impairments and a minimum outflow of capital 
resources will be essential criteria to be considered in the wind-down of risk positions. 
 
KF will continue to raise short-term funding primarily in the money market and/or through 
commercial paper issues. At the same time, current and future regulatory requirements 
regarding the liquidity of banks have to be taken into account in the reorientation of KF’s 
funding structure. 
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KF again expects to close 2017 with a negative operating result. However, given its solid 
capital base, KF does not expect to require any additional capital support from the Republic 
of Austria. 
 
Speaking for myself and on behalf of the entire staff of the bank, I should like to thank the 
shareholder representatives, the Supervisory Board and our market partners for their support 
and cooperation during the past year. The Executive Board also wishes to thank all our 
employees for their outstanding commitment. KF will continue to address the challenges of 
the future with the utmost energy and dedication. 
 
 
 
 
 
 
 

Helmut Urban 
Chairman of the Executive Board 

  

 



6 

 

BOARDS OF THE COMPANY 
 
 

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 
since 16 October 2015 
 
 
_________________________________________________________________________ 

SUPERVISORY BOARD 
 
Stefan Koren 
Chairman of the Supervisory Board; Director General of Immigon Portfolioabbau AG 
since 18 May 2016 
 
Klaus Liebscher 
Chairman of the Supervisory Board; Member of the Board of the Financial Markets Holding 
Company of the Republic of Austria and former Governor of the Austrian National Bank  
until 18 May 2016 
 
Bruno Ettenauer 
Deputy Chairman; Managing Director of Etterra Real Estate GmbH 
since 18 May 2016 
 
Adolf Wala 
Deputy Chairman of the Supervisory Board; Member of the Board of the Financial Markets 
Holding Company of the Republic of Austria and former Director General of the Austrian 
National Bank 
until 18 May 2016 
 
Werner Muhm 
Former Director of the Vienna Chamber of Labour and the Federal Chamber of Labour 
since 8 January 2009 
 
Stefan Pichler 
Professor of Banking and Finance and Vice-Rector for Research at the Vienna University of 
Economics and Business 
since 28 May 2013 
 
Franz Hofer (delegated by the Staff Council) 
since 8 September 1998 
 
Brigitte Markl (delegated by the Staff Council) 
since 19 October 2013 
 
 
 
 
 



7 

 

_________________________________________________________________________

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 
 
 
__________________________________________________________________________ 

GOVERNMENT COMMISSIONER FOR THE COVER POOL  
FOR COVERED BANK 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 November 2011 
 
  



8 

 

MANAGEMENT REPORT FOR THE BUSINESS YEAR 2016 
 
__________________________________________________________________________ 

ECONOMIC FRAMEWORK 
 
In 2016, the world economy continued to develop at a similar pace as in the previous year, 
with 3.1%1 of GDP (gross domestic product) growth projected for the full year. The European 
Commission expects a growth rate of 1.5% for Austria, as compared to 1.0% in 2015, and a 
slight slowdown of growth from 2.0% in 2015 to 1.7% in 2016 in the euro area2. While some 
indications of a cyclical upswing were seen in the euro area in the second half of 2016, the 
US economy was on a downward trend during the same period. For 2016 as a whole, GDP 
in the USA is expected to grow at a rate of 1.6%, as compared to 2.6% in 20153. 
 
Economic developments in the second half of the year were affected by growing uncertainty 
in the political arena due to concern over the future policy of the US President, Great Britain’s 
decision to leave the EU (“Brexit”), and the upcoming elections in the largest economies of 
the euro area, i.e. Germany and France. In 2016, the trends in the real economy continued to 
receive support from measures taken at central bank level, especially by the European 
Central Bank (ECB) and the US Federal Reserve System (Fed), but also by the central 
banks of China and Japan. In March 2016, the ECB decided to step up its Asset Purchase 
Programme (APP) launched in March 2015 from EUR 60 billion to EUR 80 billion per month. 
In December 2016, the Governing Council of the ECB prolonged the APP until the end of 
2017, but with reduced monthly volumes of EUR 60 billion from April 2017 onwards. 
 
In addition to securities, the central banks of the euro system have extended their purchase 
programmes to include corporate bonds (Corporate Sector Purchase Programme – CSPP) 
with adequate ratings (at least BBB-). Restrictions on the purchase of bonds issued by 
supranational institutions have been relaxed. Since March 2016, the ECB’s key lending rate 
has been at a record low of 0%. At the same time, the ECB changed its negative deposit rate 
from -0.3% to -0.4%. Subsequently, between June 2016 and March 2017, banks were 
offered the possibility of borrowing money from the ECB at the current key lending rate within 
the framework of the new long-term tender programme (TLTRO II – Targeted Longer-Term 
Refinancing Operations II). 
 
These expansionary monetary-policy measures led to further significant drops in interest 
rates on the money and capital markets and a noticeable reduction in credit spreads on euro 
area government bonds. Yields on government bonds of certain euro area countries were 
negative, as were the money-market rates for inter-bank loans. In September 2016, even 
large corporations succeeded for the first time in placing bonds with negative yields in the 
market. 
 
Standing at 1.1% in 2016, the rate of inflation in the euro area exceeded the one-percent 
mark for the first time since 2013, mainly as a result of rising energy prices. With an inflation 
rate of 1.6%, Austria was again above the euro area average. Inflation in the USA reached 
2.1%. The positive change of trend in unemployment first seen in 2015 continued: In the 
American labour market, the rate of unemployment dropped from 5.0% to 4.7%, the lowest 
level since November 2007. 
  

                                                           
1
 International Monetary Fund, World Economic Outlook; January 2017. 

2
 European Commission, Winter Forecast; February 2017. 

3
 European Commission, Winter Forecast; February 2017. 
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Unemployment in the euro area decreased from 10.5% to 9.6%, reaching the lowest level 
since May 2009. At the same time, unemployment in Austria remained almost unchanged 
from the previous year’s level at 5.7% (2015: 5.8%). 
 
The expansionary money supply policy in Europe and Asia contrasted with a slight opposite 
trend in the USA. In December 2016, in response to positive employment and inflation data, 
the Fed increased its key lending rate for the second time after the worldwide financial crisis 
of 2008: Having raised the “federal funds rate” to between 0.25% and 0.5% in 
December 2015, the Fed decided on an increase by another quarter of a percentage point to 
between 0.5% and 0.75% in December 2016. Comments made by the Fed suggest that 
further interest rate hikes are likely to occur in 2017. 
 
 
Austria’s stability programme 
 
On 26 April 2016, the Council of Ministers decided to extend the Austrian stability programme 
until 2020. Budget consolidation as a prerequisite for sustainable growth continues to be the 
priority goal. As laid down in the stability programme, the federal budget deficit, defined in 
accordance with the Maastricht criteria, is to amount to 1.6% of GDP in 2016 and drop to 
1.5% of GDP in 2017. By 2020, the deficit is to be reduced to 0.4% of GDP. The government 
debt ratio will decrease from 84.3% in 2016 to 82.6% by the end of 2017 and 76.6% by the 
end of 2020. 
 
 
__________________________________________________________________________ 

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 Kommunalkredit4 and is the legal successor of the latter. As provided for in the 
restructuring plan approved by the European Commission on 31 March 2011, KF is 
responsible for the structured runoff of the non-strategic portfolio. Effective 
18 September 2010, Kommunalkredit International Bank (Cyprus) was merged with KF, the 
part of Kommunalkredit Old remaining as of 26 September 2015 after the demerger for new 
incorporation. 
 
KF’s business purpose is to pursue targeted de-risking, while minimising the input of public 
resources and utilising any potential for the reversal of impairments, with the highest possible 
own contributions by the bank being made in accordance with EU state aid rules (burden 
sharing). The bank is not engaged in any new asset-side business. Assets in the KF portfolio 
are funded primarily through secured and unsecured commercial paper issues, customer 
deposits, secured money-market transactions (repos) and covered bonds. 
 
 
  

                                                           
4  

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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Portfolio wind-down measures and risk structure 
 
In the course of 2016, KF wound down risk positions in a total amount of EUR 1.1 billion, 
including EUR 161.4 million through active runoff measures and another EUR 728.7 million 
through scheduled and early redemptions. As in 2015, KF’s efforts were primarily targeted at 
portfolio optimisation; at the same time, the bank took advantage of market opportunities for 
active runoff measures. KF succeeded in completely winding down its exposure to Heta 
(EUR 48.8 million) and the remaining RMBS exposure (EUR 11.0 million); moreover, the last 
remaining Greece-related position (asset-backed security; EUR 4.8 million) from the 
structured credit portfolio was sold. Other assets, which significantly increased in market 
value in the course of the ECB’s Corporate Sector Purchase Programme, were also disposed 
of. Further priorities concerned the reduction of sovereign risks, in particular exposures to 
Poland and Italian regions. The last tranche of a restructured Cyprus loan was redeemed on 
schedule; thus, KF has no more exposure to Cyprus. 
 
The following tables show the reduction of risk positions 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: Runoff of risk positions since November 2008, in EUR million 

Runoff of risk positions 
since November 2008  
in EUR million 

Total 
2008-2014 

2015 2016 
Total 

2008-2016 

Securities – sold  5,913.1 635.4 161.4 6,709.9 

Loans – sold  801.9 55.0 0.0 856.9 

CDS – sold 10,799.4 0.0 0.0 10,799.4 

Total sold 17,514.5 690.4 161.4 18,366.2 

Securities – redeemed  3,152.3 192.1 197.3 3,541.7 

Loans – redeemed  2,162.6 315.8 343.1 2,821.4 

CDS – maturities  786.8 0.0 188.3 975.1 

Total redeemed 6,101.7 507.9 728.7 7,338.3 

Total sold / redeemed 23,616.2 1,198.2 890.1 25,704.5 

 
Altogether, since the beginning of the restructuring process in November 2008, 
KA Finanz AG (KF) has succeeded in winding down risk positions in a total amount of 
EUR 25.7 billion, the better part thereof, i.e. EUR 17.5 billion, through the active runoff 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 

31/12/2014 
BEFORE merger with 
Kommunalkredit Old 

31/12/2015 
AFTER merger with 

Kommunalkredit Old 
31/12/2016 

Total exposure 
(end of month/year) 

30,000 / 27,299 5,701.0 10,638.0 9,550.0 

    of which securities / loans 15,200 / 13,630 4,696.0 8,994.0 8,286.0 

    of which CDS and guarantees  12,200 / 10,737 399.0 646.0 535.0 

    of which other 
    (money market / derivatives) 

2,600 / 2,932 606.0 998.0 729.0 

Total assets pursuant to  
Austrian Company Code 

- / 17,657 7,285.4 14,391.1 11,949.6 

Hidden burden* - -902.6 -1,188.1 -1,152.7 
*
 from securities, loans and CDS exposures as well as hedging derivatives 
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As at 31 December 2016, KF’s total exposure amounted to EUR 9.6 billion (total assets: 
EUR 11.9 billion), including loans in the amount of EUR 4.7 billion or 48.9% of the total 
exposure (31/12/2015: EUR 5.0 billion or 47.1%); these constitute the biggest product group 
in the KF portfolio. The securities portfolio came to EUR 3.6 billion or 37.9% of the total 
portfolio (31/12/2015: EUR 4.0 billion or 37.5%). The CDS and guarantee exposure, 
amounting to EUR 0.5 billion and representing 5.6% of the portfolio (31/12/2015: 
EUR 0.6 billion or 6.1%), primarily included a risk position from a CDS-sell exposure of 
EUR 421.2 million to the Republic of Austria. 
 
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 classes; as at 31 December 2016, EUR 8.8 billion or 92.0% (31/12/2015: 88.3%) 
of the total exposure was rated investment grade (BBB or higher) and EUR 4.9 billion or 
51.0% was rated AAA/AA (31/12/2015: 49.3%). The average rating remains unchanged at A 
(rating scale according to Standard & Poor’s / Fitch), while the non-performing-loan (NPL) 
ratio (definition of default according to Basel III) has dropped from 1.7% to 0.1%. 
 
Hidden burdens, i.e. the difference between book values and market values, decreased from 
the previous year’s level of EUR 1,188.1 million to EUR 1,152.7 million. Hidden burdens are 
primarily due to the increase in credit spreads since the closure of the transactions, as a 
result of which the market value of the portfolio has dropped below the book value. Due to 
the low level of interest, the negative market values of hedging transactions are also reflected 
in hidden burdens. However, hidden burdens do not represent a permanent impairment; if 
the corresponding financial instruments are held to maturity, hidden burdens can be fully 
recovered (pull-to-par effect). 
 
For further details on the portfolio and risk structure, please refer to the Risk Report, page 19. 
 
 
Capital measures taken by the Republic of Austria since nationalisation 
 
As in 2015, KA Finanz AG (KF) did not require any capital support from the Republic of 
Austria in 2016. Through the payment of guarantee fees in the amount of EUR 40.9 million 
and the reduction of a government surety by EUR 0.1 million to its current level of 
EUR 4.2 million (EUR 4.3 million as at 31/12/2015), the total volume of capital support 
measures by the Republic of Austria was reduced by EUR 41.1 million from a net amount of 
EUR 2,133.0 million as at 31 December 2015 to a net amount of EUR 2,091.9 million as at 
31 December 2016. Capitalisation support received by KF since its nationalisation 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 

31/12/2013 31/12/2014 31/12/2015 31/12/2016 

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 1,140.4 1,139.4 1,139.0 1,138.9 

Capital increase 2011 389.0 389.0 389.0 389.0 

Total gross 2,669.5 2,668.5 2,668.1 2,668.0 

Guarantee fees paid by KF 2008 – 12/2016 -662.3 -681.3 -706.7 -747.6 

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 2,178.7 2,158.7 2,133.0 2,091.9 
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As at 31 December 2016, 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 1,353.4 million, until its claim under the debtor warrant is completely satisfied. 
 
 
Guarantee fees paid to the Republic of Austria 
 
By 31 December 2016, guarantee fees paid by KA Finanz AG (KF) since its takeover by the 
Republic of Austria amounted to a gross total of EUR 747.6 million. After deduction of the 
restructuring contributions in the amount of EUR 210.0 million made by the Republic of 
Austria up to the end of 2011, net guarantee fees paid amounted to a total of 
EUR 537.6 million. In 2016, KF paid guarantee fees in a total amount of EUR 40.9 million, 
comprising EUR 26.6 million for the government-guaranteed commercial paper programme, 
EUR 13.9 million for issue guarantees and EUR 0.4 million for the surety granted by the 
Republic of Austria counting toward KF’s eligible capital. 
 
Table: Guarantee fees paid by KF 2008 to 2016, in EUR million 

Guarantee fees KF 
in EUR million 

Total 
2008 to 2015 

2016 
Total 

2008 to 2016 

Sureties (incl. original asset-side surety and debtor warrant surety) 354.6 0.4 355.0 

Issue guarantees 253.5 13.9 267.4 

Commercial paper guarantee 72.6 26.6 99.2 

Fees for clearing bank line
1)

 15.1 0.0 15.1 

ELA guarantee 10.8 0.0 10.8 

Total KF 706.7 40.9 747.6 

Restructuring contributions of the Republic of Austria 210.0 0.0 210.0 

Total net KF 496.7 40.9 537.6 

1)
 no longer utilised after 28/02/2011 

 

 
Guarantee fees in the amount of EUR 42.0 million have been budgeted for 2017. 
 
 
Liquidity guarantees of the Republic of Austria 
 
As at 31 December 2016, the liquidity guarantees of the Republic of Austria granted under 
the Financial Markets Stability Act amounted to EUR 4.5 billion (31/12/2015: EUR 4.5 billion), 
including a EUR 3.5 billion framework guarantee for the commercial paper programme; 
compared with other sources of funding (capital market, repos, etc.), the latter is an essential 
contribution to favourably priced funding for KA Finanz AG (KF). The above total also 
includes a EUR 1.0 billion government-guaranteed bond maturing in 2020 (coupon 0.375%), 
which improves the maturity structure on the liabilities side. 
 
Table: Development of liquidity guarantees, in EUR million 

Liquidity guarantees KF 
in EUR million 

31/12/2010 31/12/2011 31/12/2012 31/12/2013 31/12/2014 31/12/2015 31/12/2016 

IBSG guarantees
1)

 7,547.2 4,547.2 2,297.2 1,246.2 0.0 0.0 0.0 

Clearing bank line 1,750.0 0.0 0.0 0.0 0.0 0.0 0.0 

Guarantees under the Financial 
Markets Stability Act 

0.0 2,500.0 3,000.0 3,000.0 3,000.0 4,500.0 4,500.0 

Total 9,297.2 7,047.2 5,297.2 4,246.2 3,000.0 4,500.0 4,500.0 
1)

 based on exchange rates at time of issue 
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Depending on the term and the currency of the underlying funding instrument, the Republic 
of Austria receives an annual fee, on an arm’s length basis, of between 0.80% and 1.37% for 
outstanding liquidity guarantees. 
 
 
Rating 
 
KA Finanz AG (KF) has been awarded ratings of A-/A2 (long-term/short-term) by Standard & 
Poor’s (S&P). Fitch Ratings most recently confirmed their rating of KF at BBB+/F2 on 
17 January 2017. The rating outlooks of both agencies are stable. 
 
On 4 March 2016, S&P issued their first rating of KF’s covered bonds at AA-. Moody’s rating 
was terminated in the autumn of 2015. 
 
The ratings of the government-guaranteed commercial paper programme remain unchanged 
at A-1+ by S&P and F1+ by Fitch. 
 
 
__________________________________________________________________________ 

OTHER MATERIAL DISCLOSURES 
 
Termination of the trustee relationship between the Republic of Austria and FIMBAG 
 
In accordance with the Ministerial Council decision of 3 November 2015, the Annual 
Shareholders’ Meeting of the Financial Markets Holding Company of the Republic of Austria 
(FIMBAG), which held the shares (100%) in KA Finanz AG (KF) in trust for the Republic of 
Austria, decided on 15 April 2016 to wind up the company as of 30 June 2016. On the basis 
of this decision, the trustee relationship between the Republic of Austria and FIMBAG was 
terminated by mutual consent as of 15 April 2016 and the shares held in trust by FIMBAG on 
the basis of the transfer agreement of 17 February 2012 were retransferred to the Federal 
Ministry of Finance. 
 
 
Service Level Agreement between Kommunalkredit Austria AG and KA Finanz AG 
 
KA Finanz AG (KF) does not have a back-office structure of its own, but receives the 
required operational services from Kommunalkredit Austria AG (Kommunalkredit) on the 
basis of a service agreement (SA) and a service level agreement (SLA). As at 
31 December 2016, 18 employees of Kommunalkredit were working exclusively for KF on the 
basis of a staff leasing agreement. These employees are responsible for portfolio 
management, treasury matters, risk management and the organisation of the company. 
 
 
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. 
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Supervisory Board 
 
Four regular Supervisory Board meetings, one extraordinary Supervisory Board meeting and 
one constituent Supervisory Board meeting, as well as two regular Audit Committee 
meetings, were held in 2016. The Risk Committee and the Remuneration Committee each 
met once; the Nomination Committee held five meetings. 
 
 
Executive Board / Internal audit / Compliance 
 
The agendas of the weekly Executive Board and Credit Committee meetings comprise 
decision-making, reporting and follow-up items. Internal Audit reports to the Executive Board 
every month and directly to the Supervisory Board every three months. Compliance reports 
to the Executive Board every three months and directly to the Supervisory Board once a 
year. 
 
 
ICAAP (Internal Capital Adequacy Assessment Process) 
 
The bank’s risk and ICAAP methods are subjected to a scheduled review once a year. 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 UGB/BWG 
(Austrian Company Code/Austrian Banking Act) 
 
Table: Selected financial indicators, in EUR million 
Selected balance sheet indicators 
in EUR million 

2016 2015 

Total Assets 11,949.6 14,391.1 

Public-sector debt instruments and bonds 2,185.4 4,037.4 

Loans and advances to banks 2,307.3 2,228.2 

Loans and advances to customers 6,780.8 7,160.3 

Amounts owed to banks 3,699.5 3,883.9 

Securitised liabilities 6,245.2 8,374.2 

   

Net interest result -4.0 -20.1 

Guarantee fees for sureties and issue guarantees -40.9 -25.4 

General administrative expenses (excl. Bank Resolution Fund) -17.7 -17.2 

Contributions to Bank Resolution Fund -3.7 -4.1 

Operating result -65.3 -68.1 

Net result from revaluations and realisations 37.1 5.0 

Profit on ordinary activities -28.1 -63.1 

Extraordinary result 0.0 34.3 

Result for the year after tax -28.0 -29.3 

Key indicators  
in EUR million or % 

2016 2015 

Risk-weighted assets relative to credit risk according to Basel III 2,496.8 2,972.4 

Own funds requirement 210.5 250.8 

Own funds 545.0 620.2 

Total capital ratio 20.7% 19.8% 

Common Equity Tier 1 453.0 481.0 

Common Equity Tier 1 ratio 17.2% 15.3% 

Rating  2016 2015 

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

Short-term Fitch / S&P / Moody's F2 / A-2 / n. a. F2 / A-2 / n. a. 

Covered bonds S&P AA- - 
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Balance sheet structure 
 
As at 31 December 2016, KF reported total assets in the amount of EUR 11.9 billion, down 
by EUR 2.5 billion from the previous year (31/12/2015: EUR 14.4 billion). On the one hand, 
the reduction is due to active portfolio wind-down measures and scheduled redemptions; on 
the other hand, it results from the fact that KF’s own covered bonds collateralised by a cover 
pool, which were not placed externally but put up as collateral for liquidity raised via the ECB 
tender, were for the first time reported on a net basis (§ 51 (5) of the Austrian Banking Act) 
(as at 31/12/2015: EUR 1.6 billion). The most important asset-side items shown on the 
balance sheet are EUR 6.8 billion in loans and advances to customers (31/12/2015: 
EUR 7.2 billion), EUR 2.2 billion in public-sector debt instruments and bonds (31/12/2015: 
EUR 4.0 billion), and EUR 2.3 billion in loans and advances to banks (31/12/2015: 
EUR 2.2 billion), the latter mainly comprising collateral for negative market values from 
derivative transactions. 
 
Contingent liabilities, reported as an off-balance-sheet item, decreased by EUR 0.2 billion to 
EUR 0.5 billion (31/12/2015: EUR 0.7 billion). They include EUR 0.4 billion in CDS-sell 
positions held against the Republic of Austria (31/12/2015: EUR 0.6 billion) and other 
guarantees in the amount of EUR 0.1 billion (31/12/2015: EUR 0.1 billion). 
 
 
Risk-weighted assets and own funds 
 
As at 31 December 2016, KF had a sound capital position, reporting own funds of 
EUR 545.0 million (31/12/2015: EUR 620.2 million) and common equity tier 1 of 
EUR 453.0 million (31/12/2015: EUR 481.0 million). Based on a total risk exposure amount 
pursuant to Article 92 CRR of EUR 2.6 billion as at 31 December 2016 (31/12/2015: 
EUR 3.1 billion), this results in a total capital ratio of 20.7% (31/12/2015: 19.8%) and a CET 1 
ratio of 17.2% (31/12/2015: 15.3%). KF’s leverage ratio as at 31 December 2016 was 4.4%. 
 
KF uses the standardised approach for the calculation of its risk-weighted assets and its 
operational risk. 
 
 
Funding structure 
 
In accordance with the restructuring plan, KF has the objective of meeting its funding needs 
through a maximum of own contributions and largely independent of government support. 
Besides securing the availability of short-term funding, KF has placed an intensified focus on 
improving its maturity structure. 
 
KF’s funding structure is as follows: 
 
Table: Funding structure at book values, in EUR billion 
Funding structure 
in EUR billion 

31/12/2016 31/12/2015 

Securitised liabilities 6.2 8.4 

   of which government-guarantees 4.5 4.4 

Amounts owed to banks 3.7 3.9 

   of which money-market funding, incl. ECB tenders and repos 3.5 3.5 

Amounts owed to customers 1.0 1.0 
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Own contribution to funding 
As at 31 December 2016, KF had a total funding volume (book values, excl. own funds and 
other liabilities) of EUR 10.9 billion (31/12/2015: EUR 13.3 billion). Direct government support 
measures accounted for 41% of the total funding volume (31/12/2015: 33%). 
 
Covered bonds 
As of 22 March 2016, Standard & Poor’s (S&P) awarded KF a rating of AA- for its covered 
bonds in circulation in the amount of EUR 1,148 million and for covered bonds to be issued in 
the future. 
 
Maturity structure 
In accordance with the parameters of the restructuring plan, KF’s funding activities continued 
to be focused on short-term funding throughout 2016. At the reporting date, short-term debt 
instruments in circulation, comprising commercial paper, ECB tenders, repo funding 
transactions as well as customer and money-market deposits, came to a total of 
EUR 8.0 billion (31/12/2015: EUR 8.2 billion). 
 
Within the framework of the long-term tender of the ECB (TLTRO-II), KF fully utilised its 
borrowing allowance of EUR 171.1 million at an interest rate of 0%. 
 
As at 31 December 2016, the volume of long-term funding instruments (above all covered 
bonds, a government-guaranteed bond, senior unsecured bonds, repo funding transactions 
and loans) amounted to EUR 2.9 billion (nominal values, 31/12/2015: EUR 3.4 billion). 
 
 
Income 
 
For the business year 2016, KF reported an after-tax result pursuant to the Austrian 
Company Code/Austrian Banking Act of EUR -28.0 million (2015: EUR -29.3 million). The 
essential factors contributing to the 2016 result were as follows: 
 
Net interest result 
The 2016 net interest result amounted to EUR -4.0 million, up by EUR 16.1 million as 
compared with the 2015 net interest result of EUR -20.1 million. The improvement is primarily 
due to the lower funding volume resulting from portfolio wind-down measures. Moreover, the 
previous year’s net interest result was affected by one-off effects from the merger with 
Kommunalkredit Old. 
 
Net fee and commission result 
The net fee and commission result (before guarantee fees) was positive at EUR 0.4 million. 
The increase by EUR 2.7 million from the previous year’s value (2015: EUR -2.3 million) was 
due to lower expenses for guarantee fees from CDS-buy contracts and lower costs of raising 
money through own issues. 
 
Guarantee fees paid to the Republic of Austria 
Guarantee fees for sureties and issue guarantees of the Republic of Austria amounted to 
EUR 40.9 million in 2016 (2015: EUR 25.4 million). The total included EUR 26.6 million 
(2015: EUR 19.5 million) for the government-guaranteed commercial paper programme, 
EUR 13.9 million (2015: EUR 5.5 million) for issue guarantees, and EUR 0.4 million (2015: 
EUR 0.5 million) in guarantee fees for sureties assumed by the Republic of Austria. The 
increase over the previous year’s value resulted from the higher utilisation of the commercial 
paper programme and the government-guaranteed EUR 1 billion bond issued in 
August 2015. 
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General administrative expenses (excl. contributions to the European Bank Resolution Fund) 
KF’s general administrative expenses in 2016 amounted to EUR 17.7 million (2015: 
EUR 17.2 million); this total includes compensation paid by KF for operational services 
rendered by Kommunalkredit under the service level agreement (SLA) in the amount of 
EUR 10.9 million (2015: EUR 10.2 million). 
 
Contributions to the European Bank Resolution Fund 
Contributions to the European Bank Resolution Fund, payable since 1 January 2015 
pursuant to the Austrian Act on Bank Recovery and Resolution (Banken-Sanierungs- und 
Abwicklungsgesetz – BaSAG), amounted to EUR 3.7 million (2015: EUR 4.1 million). 
 
Net realisation and revaluation result 
The 2016 result from realisations and revaluations was positive at EUR 37.1 million (2015: 
EUR 5.0 million), comprising the following material items: 
 

 EUR +30.0 million (2015: EUR 18.8 million) release of general provision pursuant to 
§ 57 (1) BWG (Austria Banking Act) 

 EUR +3.9 million (2015: EUR -8.2 million) result from the elimination of securities and 
derivative positions 

 EUR +3.1 million (2015: EUR 0.0 million) buyback of equity instruments, including 
closure of the related hedging swaps 

 EUR +2.2 million (2015: EUR -4.7 million) result from write-downs and revaluations of 
securities 

 EUR -1.1 million (2015: EUR +0.6 million) loan impairment 
 
 
__________________________________________________________________________ 

NON-FINANCIAL PERFORMANCE INDICATORS 
 
Employees 
 
As at 31 December 2016, 18 employees (excl. the Executive Board) were working 
exclusively for KA Finanz AG (KF) on the basis of a staff leasing agreement concluded with 
Kommunalkredit, nine of them women and nine men. 
 
KF has no back-office structure of its own, but receives the necessary operational services 
from Kommunalkredit on the basis of a service agreement (SA) and a service level 
agreement (SLA). The services received are paid for according to the arm’s length principle 
and recognised in other administrative expenses. 
 
 
Communication 
 
The main target of communication measures in 2016 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 the bank. 
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__________________________________________________________________________ 

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. 
 
 
__________________________________________________________________________ 

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 hold weekly or – if the need arises – even more 
frequent meetings. These include, in particular, the Credit Committee, 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, interest-rate and 
capital management. 
 
In operational and administrative terms, KF’s system of risk management is supported by 
services provided by Kommunalkredit under the service level agreement (SLA), such as the 
drafting of limit and risk reports as well as portfolio analyses. 
 
Pursuant to § 39d of the Austrian Banking Act, a Risk Committee has been established by 
the Supervisory Board. Its tasks include advising the Executive Board in matters relating to 
KF’s risk strategy and monitoring the implementation of the risk strategy in connection with 
the management, monitoring and limitation of risks as well as the adequacy of KF’s own 
funds and its liquidity position.  
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Specific risks of KA Finanz 
 
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 the company’s 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. KF distinguishes the following types of credit risk: counterparty and/or default 
risk, risk of rating changes, 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 the bank’s run-down strategy. 

 The development of existing credit risks is continuously monitored. 

 The portfolio reduction measures taken include redemption upon maturity, disposals 
when positions reach or approach their true economic value, and the early elimination 
of positions to avoid foreseeable credit risks or reduce concentration risks. The bank’s 
capital position must always be taken into consideration; the corresponding steps in 
the decision-making process are documented. 

 
 
Rating procedure 
 
Ratings by external rating agencies (Moody’s, Standard & Poor’s, Fitch) are available for the 
majority of borrowers, 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) external as well as internal 
ratings are allocated to certain probabilities of default. The master scale is reviewed regularly 
for its 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 accrued interest). For credit default swaps 
(CDS), the credit exposure corresponds to the nominal value minus 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. 
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Financial and personal forms of collateral (sureties and guarantees) are considered in credit 
exposures. Financial collateral taken into consideration primarily includes netting and cash 
collateral arrangements made to reduce the counterparty risk. Financial collateral received 
reduces the existing exposure. If other personal forms of collateral are available, the 
exposure can be counted towards the collateral giver. Depending on the assessment of the 
risk, the exposure is transferred to the collateral giver and included in the portfolio model and 
the limit system. 
 
As at 31 December 2016, KF’s credit exposure from risk positions totalled EUR 9.6 billion 
(31/12/2014: EUR 10.6 billion), distributed over 430 counterparties (31/12/2015: 477). 
EUR 3.6 billion (31/12/2015: EUR 4.0 billion) was accounted for by securities (bonds), 
EUR 4.7 billion by loans (31/12/2015: EUR 5.0 billion), EUR 0.5 billion by CDS and 
guarantees (31/12/2015: EUR 0.6 billion), and EUR 0.7 billion by derivatives (31/12/2015: 
EUR 1.0 billion).  
 
In 2016, KF’s risk positions were reduced by EUR 1.1 billion or 10.2%, of which 
EUR 161.4 million through active run-off measures, EUR 728.7 million through scheduled 
and early redemptions, and the remainder through the closure of derivative positions and 
through foreign exchange effects. 
 
 
Breakdown by rating 
 
The breakdown of credit exposures by rating shows that in 2016 the portfolio continued to be 
concentrated in the top rating classes. As at 31 December 2016, 92.0% of the exposure was 
rated investment grade (BBB or higher, 31/12/2015: 88.3%), and 51.0% was rated AAA/AA 
(31/12/2015: 49.3%). The weighted average rating of the total exposure is A (according to 
Standard & Poor’s/Fitch’s scale; 31/12/2015: A-). 
 
Table: Breakdown of exposure by rating as at 31/12/2016, in EUR 1,000 

31/12/2016 
in EUR 1,000 

Total 
exposure 

Proportion 
of which 

securities 
of which CDS/ 

guarantees 
of which 

 loans 

Number of 
counter-

parties 

Total exposure 
as at 31/12/2016 

Proportion as at  
31/12/2016 

AAA 616,839 6.5% 243,201 0 366,372 31 790,375 7.4% 

AA 4,253,251 44.5% 926,402 521,167 2,706,547 151 4,456,147 41.9% 

A 2,377,290 24.9% 1,043,454 9,323 900,718 124 2,410,172 22.7% 

BBB 1,535,156 16.1% 1,096,976 0 243,227 86 1,735,416 16.3% 

BB 409,905 4.3% 183,092 4,955 221,850 25 545,706 5.1% 

B 348,502 3.6% 118,424 0 226,536 8 509,346 4.8% 

CCC 128 0.0% 0 0 128 1 10,966 0.1% 

D 9,185 0.1% 6,525 0 2,659 4 179,691 1.7% 

Non-rated 0 0.0% 0 0 0 0 0 0.0% 

Total 9,550,256 100.0% 3,618,073 535,445 4,668,037 430 10,637,818 100.0% 
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Breakdown by sector 
 
Broken down by sector, 64.8% of the exposure is accounted for by the public sector 
(31/12/2015: 63.3%), 7.2% by financial institutions (31/12/2015: 7.7%) and 27.9% by public-
sector entities (PSE), quasi-public enterprises and securitisations (31/12/2015: 29.0%). 
 
Table: Breakdown of exposure by sector as at 31/12/2016, in EUR 1,000 

31/12/2016 
in EUR 1,000 

Total 
exposure 

Proportion 
of which 

securities 
of which CDS/ 

guarantees 
of which  

loans 

Number of 
counter-

parties 

Total exposure 
as at 31/12/2015 

Proportion as 
at 31/12/2015 

Public sector 6,192,245 64.8% 1,768,807 426,122 3,954,180 215 6,733,924 63.3% 

Financial 
institutions 

690,018 7.2% 49,822 0 36,839 56 815,924 7.7% 

Other 2,667,993 27.9% 1,799,445 109,323 677,018 159 3,087,970 29.0% 

Total 9,550,256 100.0% 3,618,073 535,445 4,668,037 430 10,637,818 100.0% 

 
 
Concentration risk 
 
Risk concentrations are identified prior to the closing of transactions (excluding hedging and 
funding 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 100 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 sectorial 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 2016, the exposure pertaining to the top 20 customers or groups of 
customers accounted for EUR 5.1 billion or 53.8% of the total exposure (31/12/2015: 
EUR 5.5 billion or 51.6%). Compared with the years after the restructuring process, 
concentration risks remain low on account of the continued run-down measures. Apart from 
the exposures to the Republic of Austria (EUR 721.3 million, direct and guaranteed 
exposure) and the Province of Upper Austria (EUR 1,077.5 million, direct and guaranteed 
exposure), KF had no single-name risks in excess of EUR 500 million on its books as at 
31 December 2016. 
 
 
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 credit approval 
committee of 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 2016 was accounted for 
by the euro area (EU-18, incl. Austria, 59.2%; 31/12/2015: 60.4%), of which Austria alone 
accounted for 37.5%. 13.9% (31/12/2015: 15.0%) of the exposure was to the remaining 
EU Member States, of which 10.2% to Great Britain and 3.7% to CEE.  
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Non-EU Europe accounted for 4.4% of the exposure (31/12/2015: 4.5%), of which 
Switzerland accounted for 4.3%. The exposure to other states in the amount of 22.5% 
(31/12/2015: 20.1%) included 19.5% to the USA and Canada. 
 
Table: Breakdown of exposure by region as at 31/12/2016, in EUR 1,000 

31/12/2016 
in EUR 1,000 

Total 
exposure 

Proportion 
of which 

securities 

of which 
CDS/ 

guarantees 

of which  
loans 

Total exposure 
as at 31/12/2015 

Proportion as 
at 31/12/2015 

Austria 3,580,105 37.5% 326,758 421,167 2,746,723 3,958,323 37.2% 

EU-18 (euro area  excl. 
Austria) 

2,077,157 21.7% 818,492 10,236 1,041,945 2,462,261 23.1% 

Non-euro EU  1,328,023 13.9% 543,679 4,042 477,952 1,595,980 15.0% 

Non-EU Europe 420,320 4.4% 10,486 0 401,331 480,728 4.5% 

Other (above all USA) 2,144,650 22.5% 1,918,658 100,000 85 2,140,526 20.1% 

Total 9,550,256 100.0% 3,618,073 535,445 4,668,037 10,637,818 100.0% 

 

As at 31 December 2016, the ten biggest risks from exposure to the public sector 
(sovereigns, territorial authorities and government-guaranteed positions) amounted to 
EUR 5.8 billion or 60.3% of the total portfolio (31/12/2105: EUR 6.2 billion or 58.3%), broken 
down as follows: 
 
Table: The ten biggest risks from exposure to sovereigns, territorial authorities and government-guaranteed 
positions, in EUR 1,000 

# 
Counterparty 
in EUR 1,000 

Exposure  
as at 

31/12/2016 
Proportion 

of which 
central state 

of which 
territorial 

authorities 

of which 
government-

guaranteed 

of which 
securities 

of which 
CDS/ 

guarantees 

of which 
loans 

1 Austria 3,252,867 34.1% 476,174 2,625,823 150,871 311,928 421,167 2,476,636 

2 Germany 596,154 6.2% 0 594,541 1,613 0 0 596,154 

3 Italy 490,943 5.1% 413,064 77,878 0 490,943 0 0 

4 USA 383,448 4.0% 9,076 374,372 0 383,448 0 0 

5 Switzerland 292,744 3.1% 0 292,744 0 0 0 292,744 

6 UK 247,359 2.6% 0 247,359 0 17,013 0 230,345 

7 Poland 156,202 1.6% 154,523 1,679 0 154,523 0 1,679 

8 Croatia 136,670 1.4% 0 5,700 130,970 5,137 0 131,533 

9 Qatar 104,856 1.1% 104,856 0 0 104,856 0 0 

10 Canada 101,156 1.1% 0 101,156 0 101,156 0 0 

Total top 10 5,762,397 60.3% 1,157,693 4,321,251 283,454 1,569,003 421,167 3,729,091 

Total portfolio 9,550,256 100.0% 1,297,282 4,516,987 377,976 3,618,073 535,445 4,668,037 

 

Of the ten biggest risks from exposure to the public sector in a total amount of 
EUR 5.8 billion, EUR 4.3 billion or 45.4% (31/12/2015: EUR 4.7 billion or 44.6%) was 
accounted for by the euro area, including an exposure of EUR 3.3 billion to Austria 
(31/12/2015: EUR 3.5 billion). 
 
The exposure to Austrian territorial authorities (EUR 2.6 billion) includes an exposure of 
EUR 2.3 billion to Austrian provinces (31/12/2015: EUR 2.3 billion). The major part of this 
exposure (EUR 1.4 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. 
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Table: Exposure to Austrian provinces as at 31/12/2016, in EUR 1,000 

Counterparty 
in EUR 1,000 

Exposure  
as at 31/12/2016 

Proportion 
of which  

direct exposure 

of which guaranteed 
exposure  

excl. housing loans 

of which  
housing loans 

Upper Austria 1,052,235  11.0% 0 428,707 623,528  

Styria 445,727  4.7% 0 0 445,727  

Carinthia 268,540  2.8% 0 0 268,540  

Burgenland 218,518  2.3% 0 218,518  0 

Vienna 209,387  2.2% 778  208,608  0 

Lower Austria 81,761  0.9% 26,463  0 55,299  

Total 2,276,167  23.8% 27,241  855,833  1,393,093  

Total portfolio 9,550,256  100.0%       

 

 
CDS and guarantee exposure 
 
As at 31 December 2016, the CDS and guarantees exposure amounted to EUR 535 million 
(31/12/2014: EUR 646 million). The CDS exposure of EUR 421 million (31/12/2015: 
EUR 601 million) included in this total exclusively concerned the Republic of Austria, as all 
other CDS sell positions had already been fully wound down in 2014. As at 
31 December 2016, the CDS portfolio had a negative market value of EUR -0.3 million 
(31/12/2015: EUR -0.6 million). 
 
The CDS portfolio is being measured daily within the framework of collateral management, 
and fluctuations of market values are offset. The run-down of the CDS portfolio also entailed 
a significant reduction of the remaining collateral for CDS positions as well as of potential 
future collateral requirements due to market fluctuations. Based on current credit risk 
analyses, no provisions for impending losses had to be set up. 
 
 
Credit risk provisioning 
 
Provisions for risks in the lending business comprise impairments and provisions for all 
identifiable credit 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 the risk management unit (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, provisions 
pursuant to § 57 (1) and (3) of the Austrian Banking Act, and portfolio loan loss provisions. 
As at 31 December 2016, specific loan loss provisions amounted to EUR 18.4 million 
(31/12/2015: EUR 84.8 million) for credit risks in the amount of EUR 21.7 million (31/12/2015: 
EUR 258.1 million). In addition, the Republic of Austria stands surety in the amount of 
EUR 4.2 million for a EUR 8.4 million exposure. Altogether, provisions in the amount of 
EUR 22.6 million (31/12/2015: EUR 89.1 million) have been booked for credit risks in the 
amount of EUR 30.0 million (31/12/2015: EUR 266.8 million), which corresponds to a 
provisioning ratio of 75.3% (31/12/2015: 33.2%). In addition, portfolio loan loss provisions in 
the amount of EUR 1.2 million (31/12/2015: EUR 1.0 million) as well as provisions of 
EUR 122.5 million (31/12/2015: EUR 122.5 million) pursuant to § 57 (3) of the Austrian 
Banking Act were set up, which brings the risk buffer of credit risk provisions to a total of 
EUR 146.3 million (31/12/2015: EUR 242.6 million). 
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Compared with 31 December 2015, the volume of specific loan loss provisions decreased by 
a net amount of EUR 66.4 million. Utilisation of the surety of the Republic of Austria was 
reduced by EUR 0.2 million (reversal for the Republic of Austria without guarantee call). 
Portfolio loan loss provisions in the amount of EUR 29.8 million (31/12/2015: 
EUR 23.5 million) were released and recognised in the Income Statement. 
 
KF has no financial assets that were past due more than 90 days, but not impaired, at the 
end of the reporting period. 
 
 
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 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 exposure in the watch list classes is shown less existing 
credit risk provisions. 
 
As at 31 December 2016, KF’s total exposure came to EUR 9.6 billion (31/12/2015: 
EUR 10.6 billion). The exposure to counterparties with increased credit risk totalled 
EUR 1.1 billion or 11.1% (31/12/2015: EUR 1.4 billion or 13.1%), of which EUR 828 million or 
8.7% (31/12/2015: EUR 1.1 billion or 10.3%) were on the watch list at risk level 1. 
EUR 224 million or 2.3% (31/12/2015: EUR 116 million or 1.1%) were under intensive 
management (risk level 2); EUR 9 million or 0.1% (31/12/2015: EUR 180 million or 1.7%) had 
defaulted or were at immediate risk of default (risk level 3). This resulted in a non-performing-
loan ratio of 0.1% (31/12/2015: 1.7%). 
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Diagram: Counterparties with increased credit risk as at 31-12-2016, in EUR million or % 

 
              100.0% / 100.0%     99.9% / 98.3 %      88.9% / 86.9%          8.7% / 10.3%      2.3% / 1.1%          0.1% / 1.7 % 

 
 
Special management and workout 
 
The risk management unit of KF is responsible for the management and workout of credit 
exposures at risk levels 2 and 3. The primary goal is to prevent credit default through 
intensive management and/or to keep the loss ratio as low as possible, if the counterparty 
has already defaulted. As at 31 December 2016, nine counterparties with a credit exposure 
of EUR 233 million (31/12/2015: EUR 295 million; eleven counterparties) were classified at 
risk levels 2 (EUR 224 million) and 3 (EUR 9 million). 
 
 
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 and the RWA risk 
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 2016, the unexpected loss from credit defaults within one year, 
calculated as described above, totalled EUR 185.5 million at a confidence level of 99.9% 
(31/12/2015: EUR 185.5 million). 
 
 
Liquidity risk 
 
Liquidity risk management is one of the essential management tasks at KF. Besides securing 
solvency at any point in time, prospective management of the structural liquidity risk is of 
particular importance. 
 
 
Liquidity risk management 
 
KF defines liquidity risk in the narrow sense of the term as the risk of the bank’s 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. 
 
  

          Total     Performing                    Non on watch list                   Watch list                Intensive management         Non-performing 
                        risk level 1                          risk level 2  risk level 3 
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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 analysis 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 from new issues, money-market and repo prolongations, the termination 
of deals, and the expected liquidity demand for cash collateral, i.e. 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 2016 for the next twelve months. KF’s liquidity position corresponds to the 
funding strategy laid down in the restructuring plan for KF as a portfolio run-down facility, i.e. 
funding based mostly on the money market and benefiting from the cost and flexibility 
advantages afforded by its being owned by the Republic of Austria, all the while aiming at 
maximising own contributions by the bank. 
 
Table: Liquidity position as at 31/12/2016, in EUR million 

as at 31/12/2016 
Expected 

liquidity gap 
Additionally  

available liquidity 
Liquidity position  

after measures 

Up to one month -2,546 2,925 379 

More than one month up to three months -3,183 3,705 521 

More than three months up to one year -2,039 1,215 -824 

Total (cumulative up to one year) -7,769 7,845 76 

 
Table: Liquidity position as at 31/12/2015, in EUR million 

as at 31/12/2015 
Expected  

liquidity gap 
Additionally  

available liquidity 
Liquidity position  

after measures 

Up to one month -2,494 3,477 983 

More than one month up to three months -1,743 1,809 66 

More than three months up to one year -4,051 3,464 -588 

Total (cumulative up to one year) -8,289 8,750 462 
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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 a 
periodic and cumulative level and provide the basis for strategic liquidity management within 
the framework of the RMC. 
 
 
Organisation and reporting 
 
The structural liquidity risk is discussed at Executive Board level 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. Moreover, an updated liquidity forecast, including an assessment of 
additionally required and available liquidity, is generated daily and reported to the Treasury 
Officer and the risk management unit of KF. 
 
Basel III – Liquidity indicators 
 
In compliance with the regulatory requirements of CRR, which entered into force in June 
2013, KF reported the liquidity coverage ratio (LCR) and the net stable funding ratio (NFSR) 
to the regulator for the first time as at 31 March 2014. As of 31 December 2016, an LCR of at 
least 70% is mandatory; KF consistently met this requirement in 2016. NSFR had to be 
reported in 2016, but minimum levels for NSFR will presumably not be mandatory before 
2020. 
 
 
Market risk 
 
Market risks arise from potential changes of risk factors, which may lead to a drop 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. As the restructuring plan, in principle, provides for portfolio wind-
down through redemptions, a major part of the portfolio is designated as non-current assets, 
given the underlying portfolio structure. Therefore, changes in market parameters will in most 
cases not impact on profit or loss. 
 
The following market risks are specifically monitored and managed at KF:  
 

 Interest rate risk 

 Credit spread risk 

 Currency risk 

 Option risk 

 Basis risk 
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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 net 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; value-at-risk (VaR) models are calculated on the basis of historical 
volatilities and correlations, 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 2016 in TEUR, assuming a parallel shift of the yield curve by 1 basis point 
(DV01). As a basis for the calculation, rating and term dependent mean default rates have 
been assumed. 
 
Table: Interest rate sensitivities as at 31/12/2016, in EUR 1,000 

in EUR 1,000 EUR USD GBP CHF Other Total 

DV01 -351 -30 +245 +19 +14 -103 

 
Table: Interest rate sensitivities as at 31/12/2015, in EUR 1,000 

in EUR 1,000 EUR USD GBP CHF Other Total 

DV01 +25 +15 +804 -17 +14 +840 

 
Equally weighted historical volatilities and correlations (observation period 150 days) are 
used to calculate the interest VaR (holding period 20 trading days, confidence interval 
99.9%). The VaR calculated considers KF’s entire portfolio of transactions, but not its equity 
(paid-in capital and reserves). As at 31 December 2016, the interest VaR (confidence level 
99.9%, holding period 20 trading days) stood at EUR 14.9 million (31/12/2015: 
EUR 45.1 million). 
 
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 2016, the credit spread sensitivity was EUR -0.1 million (31/12/2015: 
EUR -0.2 million) for the CDS and guarantee portfolio, EUR -4.6 million (31/12/2015:  
EUR -4.6 million) for the securities portfolio and EUR -5.3 million (31/12/2015:  
EUR -5.5 million) for the loan portfolio. 
 
  



30 

 

Currency risk 
 
It is KF’s fundamental risk strategy not to take any open currency positions. To this end, all 
investments in foreign currencies are hedged through currency swaps or funded in matching 
currencies.  
 
A system of operational management of 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 2016, the 
cumulative open FX position stood at TEUR 875.6 and the diversified FX VaR at TEUR 5.5 
(31/12/2015: TEUR 1.5). 
 
The following table shows the net currency swap position as at 31 December 2016: 
 
 
Table: Net currency swap position as at 31/12/2016, in EUR million  

in EUR million  USD CHF JPY GBP Other Total 

Net position -275 -402 0 -392 -16 -1,085 

 
Table: Net currency swap position as at 31/12/2015, in EUR million 

in EUR million  USD CHF JPY GBP Other Total 

Net position -761 -458 108 -477 15 -1,573 

 
 
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 2016, the option risk, measured in terms of option price changes in the 
worst-case scenario of the scenario matrix, was EUR -0.3 million (31/12/2015:  
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 sides of a short-term interest rate swap (basis swap) with different indicators, 
e.g. 3-month Libor against 6-month Libor. Basis swap spreads have an impact on the 
valuation of all financial instruments linked to interest rate indicators (e.g. variable-interest 
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 2016, the total net present value sensitivity to LIBOR basis swap spread 
changes amounted to EUR -2.3 million (31/12/2015: EUR -2.5 million). 
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Hidden burdens 
 
Hidden burdens, i.e. the difference between book values and market values, decreased from 
the previous year’s level of EUR 1,188.1 million to EUR 1,152.7 million. Hidden burdens are 
primarily due to the increase in credit spreads since the closure of the transactions, as a 
result of which the market value of the portfolio has dropped below the book value. Owing to 
the low level of interest, negative market values of hedging transactions are also reflected in 
hidden burdens. However, hidden burdens do not represent a permanent impairment; if the 
corresponding financial instruments are held to maturity, hidden burdens can be fully 
reversed (pull-to-par effect). 
 
Of the total volume of hidden burdens reported as at 31 December 2016 in the amount of 
EUR 1,152.7 million, EUR 761.3 million was accounted for by securities (incl. micro-hedges), 
EUR 209.7 million by the loan portfolio (incl. micro-hedges), EUR 169.4 million by other 
positions (incl. macro-swaps), EUR 11.9 million by long-term own issues (incl. interest rate 
derivatives), and EUR 0.3 million by CDS and guarantees. 
 
 
Operational risk & business continuity management 
 
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 also 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 
the bank through the ORM process. 
 
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. In addition, the Operational 
Risk Officer of KF receives regular reports on operational risk events in accordance with the 
provisions of the service level agreement. 
 
An operational default database and risk & control self-assessments are the instruments 
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. Operational risk & control self-assessments represent a prospective, future-oriented 
view. Risks are identified and assessed subjectively for their severity. At KF, these 
assessments are performed as coached self-assessments, i.e. individual risks are assessed 
and evaluated by the units concerned. The results from the operational default database 
serve as input and provide feedback for the re-evaluation of risks.  
 
Within the framework of the monthly RMC meetings and quarterly Executive Board meetings, 
the management is informed about operational risks. 
 
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. The annual resource assessment to establish the 
resources required in the event of a crisis was performed in the summer of 2016.  
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The annual 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, was performed 
within the framework of the resource assessment. The emergency plans were revised at the 
same time. The annual crisis simulation exercise was conducted in October. 
 
 
Regulatory minimum capital requirements 
 
Following the approval of the change of approach by the Financial Markets Supervisory 
Authority (FMA), KF has been using the standardised approach for all classes of receivables 
since 1 December 2010. 
 
The standardised approach is also applied to operational risk. 
 
 
ICAAP 
 
The ICAAP (Internal Capital Adequacy Assessment Process) is a core element of Pillar 2 of 
the Basel Accord, comprising all procedures and measures applied to identify, measure and 
manage the risks taken and to ensure an adequate level of capitalisation. 
 
KF uses the method of risk-carrying capacity analysis for the quantitative assessment of its 
capital adequacy. Depending on the goal pursued, there are three different perspectives: 
 

 Regulatory perspective (regulatory control loop) 
The goal is to ensure compliance with the regulatory minimum capital adequacy 
requirements. To this end, the regulatory capital requirements are compared with regulatory 
own funds. 
 

 Liquidation perspective (economic control loop) 
From this perspective, the economic risks of the bank are measured. Unlike the regulatory 
perspective, this perspective also considers liquidity and market risks. KF uses value-at-risk 
approaches to quantify the economic risk (confidence level 99.9%, holding period 1 year). 
The economic risk capital thus determined is compared with the economic risk-carrying 
capacity, which in KF’s case is equal to its regulatory own funds. As at 31 December 2016, 
the capital buffer from the liquidation perspective amounted to EUR 204 million or 37% of 
own funds (31/12/2015: EUR 149 million or 23% of own funds). 
 

 Going-concern perspective (operational capital monitoring) 
KF’s operational capital monitoring from the going-concern perspective is aimed at 
maintaining a CET 1 ratio of at least 7.25%. Foreseeable losses are to be covered without 
the minimum CET 1 ratio falling below 7.25% within the next twelve months. A P&L oriented 
quantification of risks (credit, market and liquidity risk as well as operational risk) is used 
under different (stress) scenarios. Based on a common equity tier 1 ratio of 17.2% as at 
31 December 2016, the common equity tier 1 ratio after twelve months is 14.5% in the base 
case and 13.0% in the moderate stress case. In both scenarios, the minimum CET 1 ratio 
does not fall below 7.25%. 
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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. The internal control system 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 level agreement (SLA), KF has 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 service 
level agreement remains with the bodies of KF. An essential additional control function is 
performed by the operating officer in charge of accepting the services rendered under the 
service level agreement, who is responsible for ensuring that these services are complete 
and meet the requirements of KF, as defined by the Executive Board. 
 
The SLA also covers the services which KF receives from Kommunalkredit’s internal audit 
unit, which independently audits compliance with the internal rules on a regular basis. The 
Head of Internal Audit and the Compliance Officer report directly to the Executive Board and 
the Supervisory Board of KF. 
 
 
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 
misrepresentation of transactions. The risk management system comprises all processes 
serving to identify, analyse and assess risks. Risks are assessed and monitored by the 
management. 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. 
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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 provides explicit 
instructions on how to deal with and/or act upon standard operating procedures or guidelines. 
This also applies to information processing, the documentation of information sent and 
received, as well as the avoidance of transaction errors. In addition to the Executive Board 
and the Supervisory Board, the general control environment at KF also comprises the 
management level (risk officer, portfolio officer and operating officer) as well as internal audit 
services obtained from Kommunalkredit 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 in financial reporting are prevented and/or 
discovered and corrected. 
 
IT security control measures are an essential component of the internal control system. For 
example, the separation of sensitive activities is supported through a restrictive policy of 
granting IT user authorisations, and the four-eyes principle is strictly enforced. 
 
 
Information and communication 
 
The Risk Officer, the Portfolio/Treasury Officer and the Operating Officer report to the 
Executive Board of KF, which, in turn, regularly reports monthly and quarterly results to the 
Supervisory Board. The Head of Internal Audit and the Compliance Officer also report 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 
and analyses relating to risk and portfolio management. 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, the Operating Officer 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 standards applicable throughout the bank 
are to be ensured. If risks and weaknesses in the control system are detected, remedial and 
defensive measures are immediately established and implementation of the follow-up 
structures is monitored. 
 
To ensure compliance with the rules and guidelines of the bank, regular audits are performed 
in accordance with the annual audit plan drawn up by Internal Audit. 
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__________________________________________________________________________ 

COMPLIANCE AND MONEY LAUNDERING 
 
The Standard Compliance Code of the Austrian banking sector (SCC) signed by 
KA Finanz AG (KF) specifies requirements of fairness and mutual confidence in the relations 
of banks with their customers that go beyond the provisions of the law. 
 
On the basis of the statutory provisions and the SCC, KF adopted an internal compliance 
code and introduced a compliance organisation headed by a compliance officer. In line with 
SCC and the relevant legal provisions, KF’s compliance code is primarily aimed at ensuring 
compliance with the code of conduct laid down in the Securities Supervision Act and the legal 
provisions against market abuse, e.g. through measures to prevent the abuse of inside 
information or market manipulation. Moreover, the compliance unit is responsible for taking 
the necessary measures to prevent any violation of legal provisions or internal policies that 
might jeopardise the reputation of the company. It also ensures that the compliance code is 
kept up to date and observed throughout the company. The Compliance Officer acts as a 
point of contact for all staff members, informing them regularly about the rules and 
regulations in effect. 
 
In his capacity as anti-money-laundering officer, the Compliance Officer is also responsible 
for ensuring compliance with the special duty of diligence in the fight against money 
laundering and the financing of terrorism. 
 
 
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). 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 its application by resolution of the Annual 
Shareholders’ Meeting of 28 May 2013. A governance report meeting the requirements of the 
Code has to be published by the management once a year. The report is available on the KF 
website under “Investor Relations”. 
 
 
__________________________________________________________________________ 

OUTLOOK 
 
Against the background of the first political steps taken by the new US President, the yet 
unforeseeable consequences of Great Britain’s leaving the European Union, and concern 
over the outcome of the elections to be held in several countries of the euro area, i.e. 
Germany, France and Italy, it is difficult to predict whether the positive trends seen in the real 
economy towards the end of 2016 will continue. This is also being reflected in increasing 
market volatility. 
 
Given this atmosphere of uncertainty, expectations regarding a further economic recovery in 
the euro area tend to be marked by caution. According to the winter forecast (as of 
February 2017) of the European Commission (EC), 1.6% growth is expected for the euro 
area; forecasts for the USA are more optimistic, projecting a growth rate of 2.3%. 
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The positive development in the USA is also reflected in an unemployment rate of 4.7% 
(February 2017), the lowest level since November 2007, and an inflation rate of over 2%. 
Reacting to this development, the Federal Reserve System (Fed) increased its key interest 
rate in December 2016 for the second time after the global financial crisis of 2008 (to 0.5%-
0.75%) and signalled the possibility of further interest hikes in the course of 2017. Positive 
trends in employment and inflation have also been seen in the euro area. The rate of 
unemployment, at 9.6% in January 2017, is the lowest ever since May 2009; inflation is 
approaching the 2.0% target aimed at by the European Central Bank (ECB). 
 
No significant changes in interest rates are to be expected from the ECB (the ECB key 
interest rate has been at a record low of 0% p.a. since March 2016), even though the inflow 
of funds resulting from the ECB’s extreme monetary policy will subside progressively. The 
Asset Purchase Programme (APP) of the ECB, recently prolonged until the end of 2017, is 
expected to expire in 2018, which should lead to a further increase in long-term interest 
rates. An increase in the yields on 10-year government bonds of the euro countries has been 
observable since mid-2016. 
 
In 2017, the portfolio of KA Finanz AG (KF) will be further reduced by approx. 
EUR 912 million through scheduled maturities and redemptions. Moreover, as in previous 
years, individual securities positions or credit exposures, as well as sub-portfolios, will be 
actively wound down, with due consideration being given to risk and funding costs; at the 
same time, every effort will be made to realise potential reversals of impairments and to 
minimise the input of capital resources. Through active runoff management, KF will attempt, 
above all, to reduce portfolio components outside its core markets (Austria, the core 
EU countries and Switzerland). 
 
Hidden burdens in the KF portfolio, resulting primarily from the negative valuation of hedging 
derivatives, should decrease in an environment of rising long-term interest rates beyond the 
extent to be achieved through portfolio runoff. 
 
For the time being, KF will continue to raise short-term funding mainly in the money market 
and/or through commercial paper issues, but the funding structure will have to be adjusted 
with a view to the announced changes in regulatory requirements (net stable funding ratio – 
NSFR). 
 
KF again expects to close 2017 with a negative operating result. However, given its solid 
capitalisation, KF should not require any additional capital support from the Republic of 
Austria. 
 
The Executive Board and the staff of KF will remain committed to performing their demanding 
tasks with great energy and dedication. 
 
 
Vienna, 30 March 2017 
 

The Executive Board of  
KA Finanz AG 

 
 
 
 
 
 Helmut Urban  Bernhard Achberger 
        Chairman of the Executive Board   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’s business activity continues to be focused on the targeted reduction of risks, while 
minimising the input of public resources and utilising any potential for the reversal of 
impairments, with the best possible own contributions by the bank being made in accordance 
with EU state aid rules. In the course of 2016, the risk portfolio was reduced by a total of 
EUR 890.1 million through proactive runoff measures as well as scheduled and early 
redemptions. Assets were funded primarily through secured and unsecured commercial 
paper issues, a government-guaranteed bond, customer deposits, collateralised money 
market transactions and covered bonds. 
 
Following the termination of the trustee relationship between the Republic of Austria and the 
Financial Markets Holding Company of the Republic of Austria (FIMBAG) as of 15 April 2016 
and the retransfer of the shares in KF held in trust by FIMBAG to the Federal Ministry of 
Finance, KF is again wholly owned by the Republic of Austria. 
 
The Supervisory Board of KF consists of four capital representatives and two employee 
representatives. At the annual shareholders’ meeting on 18 May 2016, Stephan Koren (CEO 
of Immigon Portfolioabbau AG) and Bruno Ettenauer (Managing Director of ETTERRA Real 
Estate GmbH) were elected as new members of the Supervisory Board. They succeeded 
Klaus Liebscher and Adolf Wala, who had held the positions of Chairman and Deputy 
Chairman of the Supervisory Board since 2009 and did not stand for re-election after the end 
of their terms of office. At the constituent meeting on 18 May 2016, Stefan Koren was elected 
Chairman and Bruno Ettenauer Deputy Chairman of the Supervisory Board. The other 
members of the Supervisory Board, i.e. Werner Muhm (Director of the Vienna Chamber of 
Labour and the Federal Chamber of Labour until 30 June 2016) and Stefan Pichler (Vice-
Rector and Professor of Banking and Finance at the Vienna University of Economics and 
Business), remained in office. Brigitte Markl and Franz Hofer were delegated to the 
Supervisory Board by the Staff Council. The Supervisory Board wishes to thank its former 
Chairman and its former Deputy Chairman, who resigned from office in 2016, for their trust 
and good cooperation. 
 
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 Supervisory 
Board meetings, one constituent meeting and one extraordinary meeting. The statutory 
committees (Nomination Committee, Audit Committee, Risk Committee, Remuneration 
Committee) and the Approvals Committee were established and held their meetings in 
accordance with the Articles of Association. The rules of procedure of the Supervisory Board 
were adapted to the new legal provisions regarding the powers of the Audit Committee 
pursuant to § 63a (4) of the Austrian Banking Act. As regards the division of responsibilities 
among the members of the Executive Board, one member was assigned the additional 
responsibility of ensuring compliance with the provisions on money laundering and the 
financing of terrorism pursuant to the Financial Market Money Laundering Act. 
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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 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 fourth time, the Executive Board and the Supervisory Board prepared a Corporate 
Governance Report describing the corporate governance structure of the bank. In the 
autumn of 2016, the members of the Boards of the bank underwent the required fit-and-
proper training relating to changes and innovations in the regulatory sphere in accordance 
with the fit-and-proper guideline (based on EBA Guideline 06/2012 and the corresponding 
FMA circular of November 2014). 
 
These Financial Statements and the Management Report were audited by PwC 
Wirtschaftsprüfung GmbH Wirtschaftsprüfungs- und Steuerberatungsgesellschaft, 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 the assets and the financial 
position of the bank as at 31 December 2016, the auditors issued an unqualified audit 
opinion. At its meeting on 31 March 2017, the Supervisory Board endorsed the result of the 
audit and approved the 2016 Financial Statements, which have thus been formally adopted. 
 
 

The Supervisory Board 
 

 
 
 
 
 

 
Dr. Stephan Koren 

Chairman 
 
 
Vienna, 31 March 2017 
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SEPARATE FINANCIAL STATEMENTS OF KA FINANZ AG, 
VIENNA, FOR THE BUSINESS YEAR 2016 
 
__________________________________________________________________________ 

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

Assets 
in EUR 

Notes 31/12/2016 31/12/2015 

1. Cash and balances with central banks     417,723,204.87 647,634,690.25 

2. Public-sector debt instruments eligible       

  collateral for central bank funding 4.1.   453,492,707.47 470,661,762.74 

  Public-sector debt instruments and similar securities 
 

453,492,707.47   470,661,762.74 

3. Loans and advances to banks 4.2.   2,307,268,481.41 2,228,169,082.54 

  a) repayable on demand 
 

2,191,570,894.76  2,128,657,491.01 

  b) other receivables 
 

115,697,586.65   99,511,591.53 

4. Loans and advances to customers 4.3.   6,780,769,723.14 7,160,349,731.47 

5. Bonds and other fixed-income securities 4.4.   1,731,937,905.10 3,566,750,294.17 

  a) of public issuers 
 

777,174,428.74   858,848,018.43 

  b) of other issuers 
 

954,763,476.36   2,707,902,275.74 

       of which: 
 

     

      own bonds 
 

0.00   1,560,690,836.07 

6. Participations 4.5.   70.00 70.00 

       of which: 
 

  
 

 

       in banks 
 

0.00 
 

0.00 

7. Property, plant and equipment 4.6.   70,801.44 70,801.44 

8. Other assets 4.7.   203,270,564.60 241,245,633.08 

9. Accruals/deferrals 4.8.   55,026,358.55 76,191,901.18 

  Total assets     11,949,559,816.58 14,391,073,966.87 

  
 

  
 

  Off-balance-sheet items        

1. Foreign assets     8,651,714,718.17 8,971,481,397.02 
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Liabilities 
in EUR 

Notes 31/12/2016 31/12/2015 

1. Amounts owed to banks 4.9.   3,699,453,514.52 3,883,911,686.26 

  a) repayable on demand 
 

229,946,298.28  244,046,814.51 

  b) with agreed maturity or period of call 
 

3,469,507,216.24 
 

3,639,864,871.75 

2. Amounts owed to customers 4.10.   1,036,976,979.09 1,050,101,076.61 

  Other liabilities 
 

     

       of which: 
 

     

       aa) repayable on demand 
 

11,638,528.57   18,347,051.60 

       bb) with agreed maturity or period of call 
 

1,025,338,450.52   1,031,754,025.01 

3. Securitised liabilities 4.11.   6,245,222,434.72 8,374,165,106.28 

  a) bonds issued 
 

2,197,746,109.92   4,484,131,106.04 

  b) other securitised liabilities 
 

4,047,476,324.80   3,890,034,000.24 

4. Other liabilities 4.12.   228,684,112.13 277,754,647.00 

5. Accruals/deferrals 4.13.   50,388,446.22 51,377,678.70 

6. Provisions 4.14.   99,768,185.37 136,657,457.06 

 a) Provisions for pensions  4,287,042.00  4,679,182.91 

 b) Other  95,481,143.37  131,978,274.15 

6.A Fund for general banking risks 4.15.   122,500,000.00 122,500,000.00 

7. Supplementary capital 4.16.   136,058,580.26 136,064,397.19 

8. Subscribed capital 4.17.   389,000,000.00 389,000,000.00 

9. Capital reserve 4.18.  74,819,429.23 74,819,429.23 

 a) additional paid-in capital  65,845,802.70  65,845,802.70 

 b) unappropriated reserve  8,973,626.53  8,973,626.53 

10. 
Statutory reserve pursuant to § 57 (5) BWG  
(Austrian Banking Act) 

4.19.   93,388,106.42 93,388,106.42 

11. Net loss 
 

  -226,699,971.38 -198,665,617.88 

  Total liabilities 
 

  11,949,559,816.58 14,391,073,966.87 

     
 

  Off-balance-sheet items 
 

     

1. Contingent liabilities 5.1.   544,513,813.74 725,892,437.22 

       of which: 
 

     

  
     a) Liabilities from sureties and guarantees and 
         liabilities from the assignment of collateral  

544,513,813.74   725,892,437.22 

2. Credit risks 5.2.   17,089,312.48 25,431,641.46 

       of which: 
 

     

       Liabilities from repo transactions 
 

0.00   0.00 

 
3. 

Eligible own funds pursuant to Part 2 of Regulation (EU) 
No 575/2013 

6.1.   544,984,002.63 620,175,342.43 

       of which: 
 

     

  
     Tier 2 capital pursuant to Part 2 Title I Chapter 4 of       
     Regulation (EU) No 575/2013  

91,976,438.36   139,133,424.66 

 
4. 

Own funds requirements pursuant to Art. 92 of Regulation (EU) 
No 575/2013 

6.1.   2,630,985,700.06 3,052,092,063.03 

       of which:  
 

     

  
     Own funds requirements pursuant to Art. 92.1.a of   
     Regulation (EU) N 575/2013 CET 1 ratio  

17.22%  15.35% 

 
     Own funds requirements pursuant to Art. 92.1.b of   
     Regulation (EU) No 575/2013 Tier 1 capital ratio  

17.22%  15.35% 

 
     Own funds requirements pursuant to Art.92.1.c of   
     Regulation (EU) No 575/2013 Total capital ratio  

20.71%  19.78% 

5. Foreign liabilities     7,466,499,286.46 8,657,745,710.95 
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__________________________________________________________________________ 

INCOME STATEMENT OF KA FINANZ AG  
(pursuant to the Austrian Banking Act) 
 
in EUR Notes 2016 2015 

1. Interest and similar income     510,365,967.58 621,940,309.91 

       of which:        

       from fixed-income securities   70,662,367.20  84,026,287.71  

2. Interest and similar expenses     -514,316,957.24 -642,000,377.44 

I. Net interest result 7.1.1.   -3,950,989.66 -20,060,067.53 

3. Fee and commission income 7.1.2.   1,253,953.65 1,345,852.70 

4. Fee and commission expenses 7.1.2.   -41,810,047.44 -29,022,865.36 

5. Income/expenses from financial transactions 7.1.3.   34,721.68 193,318.68 

6. Other operating income 
 

  1,677,686.16 943,914.37 

II. Operating income 
 

  -42,794,675.61 -46,599,847.14 

7. General administrative expenses 7.1.4.   -21,433,879.31 -21,358,217.95 

 a) Personnel expenses  -1,120,017.29  -380,118.82 

 of which:     

 aa) Salaries  -703,003.04  -160,564.19 

 
bb) Expenses for statutory social-security contributions  
      and salary-dependent charges 

 -77,829.08  -14,357.67 

 cc) Other social expenses  -2,713.67  -1,014.64 

  dd) Expenses for pensions 
 

-717,905.68  -642,561.35 

 ee) Appropriation to / release of pension provisions  392,140.91  440,354.83 

 
ff) Expenses for severance pay and contributions  
    pension funds 

 -10,706.73  -1,975.80 

 b) Other administrative expenses (non-personnel)  -20,313,862.02  -20,978,099.13 

8.  Impairment of assets recognised under asset item 7 
  

0.00 0.00 

9. Other operating expenses .   -1,052,083.56 -114,905.69 

III. Operating expenses 
 

  -22,485,962.87 -21,473,123.64 

IV. Operating result 
 

  -65,280,638.48 -68,072,970.78 

10. Expenses from the impairment of receivables     
 and appropriations to provisions for      
 contingent liabilities and credit risk 7.1.5.  -11,118,063.07 0.00 
11. Income from the impairment of receivables and 

 
    

  and appropriations to provisions for  
 

    
  contingent liabilities and credit risk 7.1.5.   0.00 17,302,819.30 
12. Expenses from valuation adjustments of investment 

securities and from participations and investments in 
    

 affiliated companies 7.1.5.  0.00 -12,289,186.07 
13. Income from valuation adjustments of investment 

securities and from participations and investments 
    

 affiliated companies 7.1.5.  48,256,664.14 0.00 

V. Profit on ordinary activities 
 

  -28,142,037.41 -63,059,337.55 

14. Extraordinary income 7.1.6.   0.00 34,345,218.31 

 
of which:  
Drawings on the fund for general banking risks 

  
0.00 4,500,000.00 

15. Extraordinary result 
 

  0.00 34,345,218.31 

16. Taxes on income 7.1.7.   110,939.85 -463,720.76 

17. Other taxes not to be reported in item 16     -3,255.94 -86,307.88 

VI. Net loss for the year 7.1.8.   -28,034,353.50 -29,264,147.88 

18. Loss carryforward 
 

  -198,665,617.88 -169,401,470.00 

VII. Net loss     -226,699,971.38 -198,665,617.88 
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NOTES TO THE ANNUAL FINANCIAL STATEMENTS OF  
KA FINANZ AG, VIENNA, FOR THE BUSINESS YEAR 2016 
 
 

1. General information 
 
KA Finanz AG (hereinafter called KF), with its registered office in 1090 Vienna, 
Tuerkenstrasse 9, is a specialist bank mandated to wind down the non-strategic business of 
the former Kommunalkredit Austria AG (hereinafter called the former Kommunalkredit)5. 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 runoff of the non-strategic portfolio. Effective 18 September 2010, 
Kommunalkredit International Bank (Cyprus) was merged with KF, the part of 
Kommunalkredit Old remaining as of 26 September 2015 after the demerger for new 
incorporation. 
 
KF’s business purpose is to pursue targeted de-risking, while minimising the input of public 
resources and utilising any potential for the reversal of impairments, with the highest possible 
own contributions by the bank being made in accordance with EU state aid rules (burden 
sharing). The bank does not engage in any new asset-side business. Assets in the KF 
portfolio are funded primarily through secured and unsecured commercial paper issues, 
customer deposits, secured money-market transactions (repos) and covered bonds. 
 
The Republic of Austria holds 100% of the shares in KF. In accordance with the Ministerial 
Council decision of 3 November 2015, the General Shareholders’ Meeting of the Financial 
Markets Holding Company of the Republic of Austria (FIMBAG), which held its shares 
(100%) in KF in trust for the Republic of Austria, decided on 15 April 2016 to wind up the 
company as of 30 June 2016. On the basis of this decision, the trustee relationship between 
the Republic of Austria and FIMBAG was terminated by mutual consent as of 15 April 2016 
and the shares held in trust by FIMBAG were retransferred to the Federal Ministry of 
Finance. 
 

2. Accounting rules applied 

These financial statements were prepared on the basis of the relevant provisions of the 
Austrian Banking Act (Bankwesengesetz – BWG) and the provisions of the Austrian 
Company Code (Unternehmensgesetzbuch – UGB) as applicable to credit institutions. 
 
  

                                                           
5  

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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The 2014 Accounting Reform Act (Rechnungslegungs-Änderungsgesetz 2014 – RÄG 2014) 
introduced fundamental changes applicable to financial years beginning after 
31 December 2015. The relevant changes to be applied in the 2016 reporting period were 
fully taken into account by KF in its financial statements as at 31 December 2016. These 
concern, in particular: 
 

 the treatment of deferred taxes, 

 the discounting of non-current provisions, and 

 the elimination of the right to elect for continued measurement at the lower value 
pursuant to § 208  (2) of the Austrian Company Code, old version. 

 

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 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 purchased from third parties are recognised at cost. All other loans and 
advances to banks and loans and advances to customers are recognised at their nominal 
value. 
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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, 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. KF has no trading book. 
 
Securities are recognised at cost, based on the mitigated lower-of-cost-or-market principle for 
non-current assets and the strict lower-of-cost-or-market principle for current assets. If 
investment securities 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 and acquired in or after the business year 
2001, the company elects for writing down pro-rata temporis the acquisition cost exceeding 
the amounts repayable. The option of writing up the amount exceeding the amount repayable 
on a pro-rata temporis basis is used as well. Investment securities 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 were lower 
than the amount repayable, the difference is distributed over the residual term, starting on 
1 January 2001. 
 
The book values of the securities portfolio developed as follows: 

 
in EUR 31/12/2016 31/12/2015 Change 

Securities classified as non-current assets 3,570,887,854.07 5,531,612,402.76 -1,960,724,548.69 

Securities classified as current assets 132,711,943.46 96,116,589.36 36,595,354.10 

Total 3,703,599,797.53 5,627,728,992.12 -1,924,129,194.59 

 
The lower book values of the securities portfolio, as compared with the previous year, mainly 
results from the fact that KF’s own collateralised covered bonds, which were not placed 
externally but put up as collateral for liquidity raised via the ECB tender, were for the first time 
reported on a net basis (for details see Note 3.9). As at 31 December 2016, the book value 
(excl. interest accruals) of these own bonds was EUR 1,760,000,000.00 (31/12/2015: 
EUR 1,560,000,000.00). 
 
The differences pursuant to § 56 (2) and § 56  3) of the Austrian Banking Act are as follows: 
 
in EUR 31/12/2016 31/12/2015 

Difference pursuant to § 56 (2) of the Austrian Banking Act 

31,238,842.37 32,800,687.03 (Difference between the higher acquisition cost of the securities  
and the amount repayable) 

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

13,933,471.78 14,533,265.05 
(Difference between the lower acquisition cost of the securities  
and the amount repayable) 
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For securities classified as non-current assets, the following hidden reserves and/or hidden 
burdens (without taking into account the corresponding interest rate swaps) are recognised: 
 
Determination of hidden burdens 
in EUR 

31/12/2016 31/12/2015 

Book value 914,248,836.26 1,048,580,854.18 

Fair value 813,429,225.61 928,479,430.94 

Hidden burdens -100,819,610.65 -120,101,423.24 

Determination of hidden reserves 
in EUR 

31/12/2016 31/12/2015 

Book value 2,648,283,602.31 2,914,366,976.19 

Fair value 3,530,485,776.98 3,670,489,485.19 

Hidden reserves 882,202,174.67 756,122,509.00 

 
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 are distributed over the following balance sheet items: 
 
Determination of hidden burdens 
in EUR 

31/12/2016 31/12/2015 

Public-sector debt instruments   

  Book value 36,964,482.84 45,812,806.28 

  Fair value 30,123,078.32 38,800,514.94 

  -6,841,404.52 -7,012,291.34 

Loans and advances to banks   

  Book value 0.00 19,664,000.00 

  Fair value 0.00 19,097,676.80 

  0.00 -566,323.20 

Loans and advances to customers    

  Book value 264,281,072.03 292,556,760.51 

  Fair value 234,669,407.16 257,572,339.64 

  -29,611,664.87 -34,984,420.87 

Bonds of public issuers    

  Book value 154,538,620.96 221,167,480.20 

  Fair value 123,146,551.29 197,477,158.19 

  -31,392,069.67 -23,690,322.01 

Bonds of other issuers    

  Book value 458,464,660.43 469,379,807.19 

  Fair value 425,490,188.84 415,531,741.46 

  -32,974,471.59 -53,848,065.73 

 
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 special write-offs pursuant to § 204 (1.2) 
of the Austrian Company Code, over and above the impairments already booked, were 
required, as the impairments are expected to be of short duration. 
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For securities classified as non-current assets, the following hidden reserves (without taking 
into account the corresponding interest rate swaps) are recognised: 
 
Determination of hidden reserves 
in EUR 

31/12/2016 31/12/2015 

Book value 12,152,126.94 34,626,003.18 

Fair value 14,119,701.58 40,432,567.54 

  1,967,574.64 5,806,564.36 

 
3.4.1. Fair value measurement 
 
In general, the methods used to measure the fair value of securities can be classified in three 
categories: 
 
Level 1: Prices are available in an active market for identical financial instruments. In this 

category, KF refers to asset bid quotes from Bloomberg and Reuters. 
 
Level 2: The inputs for the valuation are observable in the market. This category includes 

the following pricing methods: 

 Pricing on the basis of benchmark bonds (similar instruments) 

 Pricing on the basis of market-derived spreads (benchmark spreads) 
 
Level 3: The inputs cannot be observed in the market. In accordance with KF’s guidelines 

and based on a conservative approach, financial instruments for which indicative 
prices are quoted by third parties whose measurement principles are not 
disclosed, and which are not tradable, are classified as level 3. This applies to all 
level 3 instruments except one, for which an internal expert estimate is used.  

 
The differences between the fair values and the book values of level 2 and level 3 securities 
developed as follows: 
 
in EUR 31/12/2016 31/12/2015 

Level 2     

Fair value 1,093,900,148.83 1,451,909,703.77 

Book value 872,240,769.16 1,242,326,919.26 

Difference 221,659,379.67 209,582,784.51 

Level 3     

Fair value 453,359,393.15 175,423,780.85 

Book value 440,694,180.20 191,857,386.83 

Difference 12,665,212.95 -16,433,605.98 

 
 

3.5.    Participations 

 
Participations are measured at cost, unless persistent losses or a reduction in equity require 
their value to be written down to the pro-rata equity held or the value of the income 
generated.  
 
 

3.6.    Property, plant and equipment 

 
Office furniture and equipment as well as works of art are shown in the Schedule of Non-
current Asset Transactions. Office furniture and equipment are measured at acquisition cost 
less straight-line depreciation. Works of art are not subject to straight-line depreciation. 
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3.7.    Deferred taxes 
 
The 2014 Audit Reform Act introduced the temporary concept for the determination of 
deferred taxes, instead of the previously applied timing concept. Moreover, the 2014 Audit 
Reform Act provides for obligatory capitalisation of deferred tax assets. Based on the 
calculations performed by KF within the framework of its tax budgeting, setting up an asset 
item and/or a provision for deferred taxes is not required. 
 

 

3.8.    Liabilities 

 
Liabilities are recognised at the amount repayable. 

 

 

3.9.    Securitised liabilities 

 
Securitised liabilities are booked as liabilities at the amounts repayable. Issuing costs that are 
directly related to the raising of funds are booked as expenses. The remaining difference 
between the proceeds of the issuance 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 liability. Issuing costs 
and commissions payable upon payout of a loan capitalised up to the business year 2002 are 
distributed over the term of the debt on a linear basis. Zero bonds are recognised according 
to the equity method. 
 
KF’s own covered bonds collateralised by a cover pool, which are not placed externally but 
put up as collateral for liquidity raised via the ECB tender, are reported on a net basis 
(§ 51 (5) of the Austrian Banking Act) for the first time in the 2016 financial statements. In 
previous financial statements up to and including 2015 they were shown on the asset and 
liability sides of the balance sheet. 
 
 

3.10. Provisions 
 

3.10.1. 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. 
 
Provisions for pensions are calculated annually by an independent actuary according to the 
projected-unit-credit method pursuant to § 211 (1) of the Austrian Company Code in 
accordance with IAS 19 and recognised in personnel expenses. The “AVÖ 2008-P 
calculation bases for pension insurance – Pagler & Pagler”, in their version for salaried 
employees, are used as a 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. 
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The most important parameters underlying the calculation are: 

 an actuarial discount rate of 1.0% (31/12/2015: 1.5%), 

 an incremental rate of pension payments of 2%, unchanged from the previous year, 

 a career trend of 1.5%, unchanged from the previous year, and 

 assumed pensionable ages of 60 for women and 65 for men, unchanged from the 
previous year, 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. 

 
The full actuarial pension obligation as at 31 December 2016 amounted to 
EUR 4,899,512.00 (31/12/2015: EUR 5,311,843.82), of which pension entitlements of 
EUR 612,470.00 (31/12/2015: EUR 632,660.90) have been transferred to the pension fund. 
Thus, provisions amount to EUR 4,287,042.00 (31/12/2015: EUR 4,679,182.91). All actuarial 
gains and losses are immediately recognised in profit or loss. The change in pension 
provisions in the reporting year includes actuarial losses of EUR 315,696.46 (2015: 
EUR 68,600.67) and actuarial gains on plan assets of EUR 19,694.78 (2015: EUR 22,281.73). 
 
3.10.2. 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 for the first time in the 
2016 financial statements 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 2016 amounts to 
EUR 2,752,589.16. 
 
 

3.11. 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. 

 Triggerless CDS: 
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 triggerless CDS contracts. 
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3.12. Derivatives 

 
Swap transactions of the banking book are made by KF primarily to hedge interest-rate 
and/or currency risks, with the hedges accounted for either as micro-hedges (recognition as 
units of account) or as macro-hedges. For derivatives that are neither micro-hedges nor 
macro-hedges, the principle of single 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. 
 

 Units of account 
 

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 2015) 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 units of account 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. 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. 
 

 Macro-hedge 
 

Interest rate derivatives serving to manage the interest rate risk of the banking book 
and/or a clearly defined sub-portfolio 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 considered 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 net-present-value sensitivities of all interest-bearing 
positions of the bank 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. 
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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 a parallel shift and for 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 (net-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 net-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 in the 
income statement in accordance with the FMA Circular. Gains from the closure are 
appropriated to provisions for impending losses and recognised in the income statement 
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 and/or because the 
corresponding, interest-induced counter-effect on expenses has already been realised. 
 
The interest claims related to the 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, considering all current yield and basis spread curves. 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, 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, 
counterparty and own risks (credit value adjustment (CVA) and debt value adjustment (DVA)) 
are also taken into consideration. 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. Given a conservative 
approach, 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. 
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4. Notes to the balance sheet 

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

Public-sector debt instruments eligible for refinancing with the ECB are reported under this 
item. 
 
On the balance sheet date, securities in a nominal value of EUR 439,299,723.56 
(31/12/2015: EUR 455,125,808.69) were classified as non-current assets; a volume of 
EUR 7,500,000.00 (31/12/2015: EUR 8,225,617.98) was classified as current assets. 
 
This item does not contain any subordinated liabilities. 
 
In 2017, no public-sector debt instruments will fall due (2016: EUR 725,617.98). 
 
 

4.2.    Loans and advances to banks 

 
Loans and advances to banks include the following: 
 
in EUR 31/12/2016 31/12/2015 

Collateral for negative market values from derivative and CDS transactions
*)
 2,163,851,698.12 2,103,775,457.77 

Non-listed securities 80,537,773.82 94,005,449.01 

Loans 35,159,812.77 35,506,142.49 

Credit balances with banks 25,505,823.18 23,105,109.12 

Provision pursuant to § 57 (1) BWG (Austrian Banking Act) 0.00 -30,000,000.00 

Other 2,213,373.52 1,776,924.15 

Total 2,307,268,481.41 2,228,169,082.54 

     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 19,811,872.18 19,825,185.81 

*)
 Values including open positions and interest accrual 

 
On the balance sheet date, securities in a nominal value of EUR 72,605,276.92 (31/12/2015: 
EUR 86,165,137.99) were classified as non-current assets; a volume of EUR 7,293,354.93 
(31/12/2015: EUR 6,866,559.81) was classified as current assets. 
 
The provision pursuant to § 57 (1) of the Austrian Banking Act was used up in its entirety in 
the reporting year (as at 31/12/2015: EUR 30,000,000.00). Broken down by (residual) 
maturity, loans and advances to banks include the following: 
 

in EUR 31/12/2016 31/12/2015 

Repayable on demand 2,191,570,894.76 2,128,657,491.01 

Other receivables   

a) Up to 3 months  20,875,291.27 15,024,057.93 

b) More than 3 months up to 1 year 387,180.95 374,031.15 

c) More than 1 year up to 5 years 82,073,324.09 94,781,453.26 

d) More than 5 years 12,361,790.34 19,332,049.19 

  115,697,586.65 129,511,591.53 

Provision pursuant to § 57 (1) BWG (Austrian Banking Act) 0.00 -30,000,000.00 

Total 2,307,268,481.41 2,228,169,082.54 
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4.3.    Loans and advances to customers 

 
Loans and advances to customers include the following: 
 

*)
 Values including open positions and interest accruals  

 

The decrease in loans, as compared with the previous year, is primarily due to redemptions 
and maturities. 
 
On the balance sheet date, securities in a nominal value of EUR 1,466,702,819.46 
(31/12/2015: EUR 1,507,200,803.46) were classified as non-current assets; a volume of 
EUR 20,000,000.00 (31/12/2015: EUR 49,185,266.83) was classified as current assets. 
 
Broken down by (residual) maturity, loans and advances to customers are as follows: 
 
in EUR 31/12/2016 31/12/2015 

Repayable on demand 842,243,014.77 815,916,333.38 

Other receivables   

a) Up to 3 months 122,664,475.43 110,457,561.95 

b) More than 3 months up to 1 year 279,623,411.20 232,783,476.43 

c) More than 1 year up to 5 years 1,179,694,363.41 1,258,306,047.38 

d) More than 5 years 4,357,719,151.21 4,743,847,300.99 

  5,939,701,401.25 6,345,394,386.75 

Portfolio loan loss provision -1,174,692.88 -960,988.66 

Total 6,780,769,723.14 7,160,349,731.47 

 
 

4.4.    Bonds and other fixed-income securities 

 
Bonds and other fixed-income securities comprise the following exchange-listed securities: 
 
in EUR 31/12/2016 31/12/2015 

Securities of public issuers 777,181,077.42 858,855,890.85 

Portfolio loan loss provision -6,648.68 -7,872.42 

  777,174,428.74 858,848,018.43 

Securities of other issuers 954,765,218.33 2,707,904,184.97 

Portfolio loan loss provision -1,741.97 -1,909.23 

  954,763,476.36 2,707,902,275.74 

Total 1,731,937,905.10 3,566,750,294.17 

     of which:    

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

     Subordinated receivables 0.00 4,599,539.25 

     Own issues 0.00 1,560,690,836.07 

 

in EUR 31/12/2016 31/12/2015 

Loans 4,485,094,574.10 4,807,125,936.44 

Non-listed securities 1,477,537,404.10 1,540,942,388.47 

Collateral for negative market values from derivative and CDS transactions*
)
 822,032,682.65 815,026,926.96 

Specific loan loss provisions -2,720,244.83 -1,784,531.74 

Portfolio loan loss provisions -1,174,692.88 -960,988.66 

Total 6,780,769,723.14 7,160,349,731.47 
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The decrease, as compared with the previous year, is primarily due to the fact that KF’s own 
collateralised bonds, which are not placed externally but put up as collateral for liquidity 
obtained through the ECB tender, are recognised on a net basis for the first time in 2016. As 
at 31 December 2016, the book value of these own bonds amounted to 
EUR 1,760,397,951.59 (31/12/2015: EUR 1,560,690,836.07). 
 
On the balance sheet date, securities in a nominal value of EUR 1,602,979,787.53 
(31/12/2015: EUR 3,558,458,206.13) were classified as non-current assets; a volume of 
EUR 152,602,502.95 (31/12/2015: EUR 39,413,016.79) was classified as current assets. 
 
In 2017, bonds and other fixed-income securities in the amount of EUR 10,820,204.30 (2016: 
EUR 167,262,737.22 will fall due. 
 
 

4.5.    Participations 

 
As at 31 December 2016, KF held a participating interest in Einlagensicherung der Banken 
und Bankiers Gesellschaft m.b.H., Vienna, in a book value of EUR 70.00, unchanged from 
the previous year, and a participating interest of 1.1%, completely written off (acquisition cost 
EUR 8,895.00), in a European infrastructure company, unchanged from the previous year. 
 
As KF does not hold any equity investment of at least 20% in any company, the obligation to 
present a schedule of participating interests pursuant to § 238 (2) of the Austrian Company 
Code does not apply. 
 
 

4.6.    Property, plant and equipment 

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

4.7.    Other assets 

 
Other assets comprise the following items: 
 
in EUR 31/12/2016 31/12/2015 

Foreign currency valuation of derivatives in the banking book 134,775,369.89 117,686,766.85 

Interest accruals from derivatives in the banking book 67,235,876.31 122,656,292.67 

Other 1,259,318.40 902,573.56 

Total 203,270,564.60 241,245,633.08 

    of which recognised as cash items after the balance sheet date 68,187,609.46 123,136,511.79 

 
The foreign currency valuation 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. As 
KF’s open foreign currency position is being continuously monitored and strictly limited, there 
are no material currency risks. 
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4.8.    Accrued income 

 
Accrued income comprises the following items: 

 
in EUR 31/12/2016 31/12/2015 

Accrued fees from derivative transactions 8,168,908.64 66,871,483.07 

Capitalised offering discounts of securitised liabilities 6,246,039.64 8,929,983.50 

Other 611,410.27 390,434.61 

Total 55,026,358.55 76,191,901.18 

 

 

4.9.    Amounts owed to banks 

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

 
As in the previous year, amounts owed to banks do not include any amounts owed to 
companies in which an equity investment is held. 
 
 

4.10. Amounts owed to customers 

 
Amounts owed to customer comprise other liabilities and are broken down by (residual) 
maturity as follows: 

 
in EUR 31/12/2016 31/12/2015 

Repayable on demand 11,638,528.57 18,347,051.60 

Other liabilities    

a) Up to 3 months 247,135,191.76 339,791,470.16 

b) More than 3 months up to 1 year 740,450,309.49 595,756,712.03 

c) More than 1 year up to 5 years 2,493,375.40 57,056,030.21 

d) More than 5 years 35,259,573.87 39,149,812.61 

  1,025,338,450.52 1,031,754,025.01 

Total 1,036,976,979.09 1,050,101,076.61 

 
As in the previous year, amounts owed to customers do not include any amounts owed to 
companies in which an equity investment is held. 
 
 
  

in EUR 31/12/2016 31/12/2015 

Repayable on demand 229,946,298.28 244,046,814.51 

Other liabilities    

a) Up to 3 months 2,436,860,310.97 2,167,703,517.75 

b) More than 3 months up to 1 year 412,371,832.94 1,238,518,455.17 

c) More than 1 year up to 5 years 618,275,072.33 231,642,898.83 

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

  3,469,507,216.24 3,639,864,871.75 

Total 3,699,453,514.52 3,883,911,686.26 
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4.11. Securitised liabilities 

 
Securitised liabilities comprise the following: 
 
in EUR 31/12/2016 31/12/2015 

Bonds issued 2,197,746,109.92 4,484,131,106.04 

Other securitised liabilities 4,047,476,324.80 3,890,034,000.24 

Total 6,245,222,434.72 8,374,165,106.28 

 
The decrease in securitised liabilities, as compared with the previous year, is primarily due to 
the fact that KF’s own collateralised bonds, which are not placed externally but put up as 
collateral for liquidity raised through the ECB tender, are recognised on a net basis for the 
first time in 2016. As at 31 December 2016, the book value of these own issues amounted to 
EUR 1,760,397,951.59 (31/12/2015: EUR 1,560,690,836.07). 
 
Bonds issued comprise a government-guaranteed own issue in a nominal value of 
EUR 1,000,000,000.00 (31/12/2015: 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 2016 
amounted to EUR 13,936,942.62 (2015: EUR 5,468,035.96). 
 
Other securitised liabilities include government-guaranteed commercial paper instruments in 
the amount of EUR 3,512,371,425.81 (31/12/2015: EUR 3,376,082,134.66) issued under the 
Financial Markets Stability Act, for which guarantee fees in the amount of 
EUR 26,567,559.41 (2015: EUR 19,458,441.02) were paid in 2016. 
 
Bonds issued in a total nominal value of EUR 87,534,566.83 (2016: EUR 695,000,000.00) 
will mature in 2017, as well as other securitised liabilities in a total nominal value of 
EUR 4,038,473,261.63 (2016: EUR 3,889,595,970.76). 
 
As in the previous year, there are no amounts owed to companies in which an equity 
investment is held. 
 
Securitised liabilities include subordinated liabilities in the amount of EUR 15,127,081.97 
(31/12/2015: EUR 19,958,849.32). 
 
 

4.12.  Other liabilities 

 
Other liabilities comprise the following items: 

 
in EUR 31/12/2016 31/12/2015 

Accrued interest on derivatives 151,269,566.45 201,681,032.87 

Foreign currency valuations of derivatives in the banking book 63,236,650.90 69,624,825.51 

Accrued guarantee fees payable to the Republic of Austria 2,412,324.21 2,351,206.17 

Liabilities for services provided by Kommunalkredit 10,504,074.49 1,735,515.13 

Other 1,261,496.08 2,362,067.32 

Total 228,684,112.13 277,754,647.00 

     of which recognised as cash items after the balance sheet date 164,774,506.02 207,322,923.51 
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The foreign-currency valuation 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 positive foreign currency valuations of derivatives recognised under other assets. As KF’s 
open foreign currency position is being continuously monitored and strictly limited, there are 
no material exchange rate risks. 
 
 

4.13. Accrued expenses 

 
Accrued expenses comprise the following: 
 
in EUR 31/12/2016 31/12/2015 

Accrued fees from derivative transactions 37,465,426.39 46,409,059.12 

Accrued guarantee fees payable to the Republic of Austria 3,482,978.15 0.00 

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

2,752,589.16 0.00 

Other 6,687,452.52 4,968,619.58 

Total 50,388,446.22 51,377,678.70 

 

 

4.14. Provisions 

 
For details on personnel provisions, see Note 3.10.1. 
 
As at 31 December 2016, other provisions amounted to EUR 95,481,143.37 (31/12/2015: 
EUR 131,978,274.15). These include provisions in the amount of EUR 36,705,692.02 
(31/12/2015: EUR 70,038,170.80) in connection with derivatives used for interest rate risk 
management (in particular for macro-swaps and interest hedging swaps that are no longer 
effective. 
 
 

4.15. Fund for general banking risks 

 
As at 31 December 2016, the fund for general banking risks pursuant to § 57 (3) of the 
Austrian Banking Act, which was set up for reasons of prudence to cover the special risks of 
the banking business, amounted to EUR 122,500,000.00, unchanged from the previous year. 
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4.16. Tier 2 capital pursuant to Part 2 Title I Chapter 4 of Regulation (EU)  
  No 575/2013 

 
As at 31 December 2016, 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 20,000,000.00 no no 

XS0257275098 4.9 23/06/2031 EUR 10,000,000.00 no no 

XS0279423775 4.44 20/12/2030 EUR 35,000,000.00 
Issuer in case 
of tax event 

no 

XS0255270380 7.477 07/06/2021 EUR 5,000,000.00 no no 

XS0286975973 0.0001 28/02/2017 EUR 40,000,000.00 
Issuer in case 
of tax event 

no 

    

134,500,000.00 

  
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.  
 
Expenses for all subordinated liabilities (including tier 2 capital) in 2016 amounted to 
EUR 5,052,298.77 (2015: EUR 5,096,713.55). 
 
As in the previous year, no amounts were owed to companies in which an equity investment 
is held as at the balance sheet date. 
 
 

4.17. Subscribed capital 

 
As at 31 December 2016, 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. Following the termination of the 
trustee relationship between the Republic of Austria and FIMBAG as of 15 April 2016, the 
shares held in trust by FIMBAG were retransferred to the Federal Ministry of Finance. 
 
There are no shares that have been issued and not fully paid in, and there are no authorised 
shares. As at 31 December 2016 and during the business year, KF had no treasury shares in 
its portfolio. 
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4.18. Capital reserve 

 
a) Additional paid-in capital 

As at 31 December 2016, additional paid-in capital amounted to EUR 65,845,802.70, 
unchanged from the previous year. 

 
b) Unappropriated reserves 

As at 31 December 2016, unappropriated reserves amounted to EUR 8,973,626.53, 
unchanged from the previous year. 

 
 

4.19. Statutory reserve pursuant to § 57 (5) of the Austrian Banking Act 

 
As at 31 December 2016, 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 544,513,813.74 (31/12/2015: EUR 725,892,437.22), 
including CDS-sell positions in a nominal amount of EUR 430,066,872.20 (31/12/2015: 
EUR 609,572,361.53) and guarantees in the amount of EUR 114,446,941.54 (31/12/2015: 
EUR 116,320,075.69). 
 
The CDS-sell positions comprise an exposure to the Republic of Austria in the amount of 
EUR 421,166,872.20 (31/12/2015: EUR 600,672,361.53) and a hedging position for own 
issues in the amount of EUR 8,900,000.00 (31/12/2015: EUR 8,900,000.00). The decrease 
of the exposure to the Republic of Austria is primarily due to the scheduled expiry in 2016. 
 
The CDS portfolio developed as follows: 
 

in EUR CDS-Sell CDS-Buy Total 

Nominal amounts 31/12/2015 609,572,361.53 -5,930,008.27 603,642,353.26 

Wind-down/expiry CDS 2016 -192,890,603.48 5,930,008.27 -186,960,595.21 

FX fluctuations 13,385,114.15 0.00 13,385,114.15 

Nominal amounts 31/12/2016 430,066,872.20 0.00 430,066,872.20 

 
The market values of the CDS portfolio are as follows: 
 

in EUR  CDS-Sell CDS-Buy Total 

Market values 31/12/2016 -321,655.32 0.00 -321,655.32 

Market values 31/12/2015 -539,732.97 -29,735.02 -569,467.99 

 

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 means of collateral payments. 
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As KF exclusively holds triggerless CDS contracts; therefore, 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 14,881,776.77 (31/12/2015: EUR 23,660,555.12). There are no unused lines granted to 
companies in which an equity investment is held. Moreover, irrevocable payment 
commitments to the Bank Resolution Fund amount to EUR 2,207,535.71 (31/12/2015: 
EUR 1,771,086.34). 
 
 

6. Supplementary disclosures 

6.1.      Own funds and own funds requirements 
 
KF is subject to the own funds requirements pursuant to Article 92 of CRR. On the basis of 
these provisions, and taking into account a capital conservation buffer of 0.625% for 2016, a 
common equity tier 1 ratio of at least 5.125%, a core capital ratio of at least 6.625%, and a 
total capital ratio of at least 8.625% are required as of 31 December 2016. The composition 
and development of KF’s own funds and own funds requirements are as follows: 
 

in EUR  31/12/2016 31/12/2015 

Total risk exposure amount pursuant to Art.92 CRR 2,630,985,700.06 3,052,092,063.03 

Own funds requirements   

     for credit risk
1)

 199,743,536.34 237,788,626.87 

     for operational risk
1)

 0.00 0.00 

     for the risk of credit value adjustment
2)

 10,735,319.67 12,978,241.00 

Total (own funds target) before capital conservation buffer 210,478,856.00 250,766,867.87 

Capital conservation buffer 16,443,660.63 0.00 

Own funds target 226,922,516.63 250,766,867.87 
1)

 Own funds requirements for credit risk and operational risk are determined in accordance with the standardised approach. 
2)

 Pursuant to CRR Art. 381; market value of the credit risk of the counterparty related to business activities for OTC derivatives. 
. 
 

 

Own funds – actual 
in EUR 

31/12/2016 31/12/2015 

Common equity tier 1 after deductible items 453,007,564.27 481,041,917.77 

Additional own funds after deductible items 91,976,438.36 139,133,424.66 

Eligible own funds (tier 1 and tier 1) 544,984,002.63 620,175,342.43 

Free equity 318,061,486.00 369,408,474.55 

Total capital ratio 20.7% 19.8% 

CET 1 ratio 17.2% 15.3% 
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6.2.      Total amount of assets and liabilities denominated in foreign currencies  

 
Assets denominated in foreign currencies in the amount of EUR 3,636,689,848.89 
(31/12/2015: EUR 3,912,470,118.94) are shown on the balance sheet. Liabilities 
denominated in foreign currencies amounted to EUR 2,311,821,846.92 (31/12/2015: 
EUR 2,137,622,519.35). Open foreign currency positions are closed through corresponding 
swap contracts. As KF’s open foreign currency position is being continuously monitored and 
strictly limited, there are no material exchange rate risks. 
 
 

6.3.      Derivative transactions not yet settled on the balance sheet date 

 
To hedge currency and interest rate risks, the following derivative transactions, not yet 
settled on the balance sheet date, were carried on the banking book (fair values including 
interest accruals): 
 

31/12/2016 
in EUR 

Nominal Positive fair value Negative fair value 

Interest rate swaps 15,078,451,736 728,655,150 -2,978,509,580 

of which in macro-hedge 6,488,747.991 510,255,577 -1,107,377,963 

of which in unit of account 6,464,668,608 205,674,340 -1,867,503,355 

Interest rate/currency swaps 538,984,340 4,216,341 -479,828,539 

of which in macro-hedge 0 0 0 

of which in unit of account 538,984,340 4,216,341 -479,828,539 

Currency swaps 1,086,922,224 1,077,575,274 -1,084,920,920 

Options bought 1,000,000,000 214,563,883 0 

Options sold -1,000,000,000 0 -209,700,178 

CDS 0 0 0 

Total 16,704,358,300 2,025,010,648 -4,752,959,219 

 

31/12/2015 
in EUR 

Nominal Positive fair value Negative fair value 

Interest rate swaps 17,989,655,892 900,949,945 -3,133,991,995 

of which in macro-hedge 8,470,302,489 675,297,819 -1,278,583,515 

of which in unit of account 7,223,028,053 213,125,596 -1,829,872,405 

Interest rate/currency swaps 665,523,447 15,867,399 -487,064,792 

of which in macro-hedge 0 0 0 

of which in unit of account 665,523,447 15,867,399 -487,064,792 

Currency swaps 1,747,468,151 1,765,144,242 -1,747,439,666 

Options bought 1,000,000,000 223,435,441 0 

Options sold -1,000,000,000 0 -223,435,441 

CDS 0 0 0 

Total 20,402,647,490 2,905,397,026 -5,591,931,893 

 
As compared with 31 December 2015, the nominal value of open derivative financial 
transactions decreased by EUR 3,698,289,190.00 to EUR 16,704,358,300.00, in particular 
through risk management measures and maturities. 
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Interest accruals, foreign currency valuations and accrued fees from derivative transactions 
in the amount of EUR 250,484,778.72 (31/12/2015: EUR 307,636,897.03) are booked on the 
assets side of the balance sheet under other assets and accruals/deferrals, against 
EUR 252,644,598.95 (31/12/2015: EUR 318,521,815.48) booked on the liabilities side under 
other liabilities and accruals/deferrals. Moreover, provisions in the amount of 
EUR 36,705,692.02 (31/12/2015: EUR 70,038,170.80) are recognised for derivatives, of 
which EUR 4,348,846.26 (31/12/2015: EUR 1,975,285.88) are provisions for impending 
losses for macro-swaps: 
 
31/12/2016 
in EUR 

Fair value  
Macro-swaps 

Interest NPV of 
 underlying transactions 

Provision 

USD -7,851,312.01 3,516,571.16 -4,334,740.85 

JPY -14,105.41 0.00 -14,105.41 

 
 

  -4,348,846.26 

 
As at 31 December 2015, the provision for impending losses for macro-swaps was as 
follows: 
 
31/12/2015 
in EUR 

Fair value  
macro-swaps 

Interest NPV of  
underlying transactions 

Provision 

USD -8,538,510.42 6,572,500.87 -1,966,009.55 

JPY -9,276.33 0.00 -9,276.33 

 
 

  -1,975,285.88 

 
 

6.4.      Total return swaps (TRS) 

 
The balance sheet includes securities which were sold to third parties against receipt of 
liquidity under civil law. However, as the underlying risk remains with KF via a CDS structure, 
these securities have not been derecognised. The securities and/or the corresponding 
liquidity received are contained in the following balance sheet items: 
 
Book values  
in EUR 

31/12/2016 31/12/2015 

Public-sector debt instruments 23,359,573.92 27,249,812.66 

Total assets 23,359,573.92 27,249,812.66 

     

Amounts owed to customers 23,359,573.92 27,249,812.66 

Total liabilities 23,359,573.92 27,249,812.66 

 
 

6.5.      Expenses for subordinated liabilities 

 
Expenses for subordinated liabilities in the year under review amounted to a total of 
EUR 5,052,298.77 (2015: EUR 5,096,713.55). 
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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. 
 

An investor in subordinated capital of Kommunalkredit International Bank (KIB), which was 
loss-bearing and written off in its entirety on account of losses, sued against the amount of 
income compensation for his subordinated capital within the framework of the 2010 merger of 
KIB into KF. The investor claims repayment of the nominal value of the subordinated capital 
in the amount of EUR 10 million, plus interest. 
 
Another investor in profit-participation rights of KIB, which were completely 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. The nominal amount at issue is EUR 20 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. 
The Higher Criminal Court of Vienna, in its judgement in the case brought against former 
Executive Board members and former employees, acquitted the accused of all charges. KF, 
as a private party to the proceedings, was referred to the civil-law courts. 
 
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 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 31/12/2016: EUR 1,353,427,309.73). 
 
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 

 
As at 31 December 2016, the surety granted by the Republic of Austria for impaired loans 
and advances of KF amounted to a total of EUR 4,180,684.24 (31/12/2015: 
EUR 4,339,025.64). As consideration for the guarantee, KF has to pay a guarantee fee in the 
amount of 10% p.a. to the Republic of Austria. 
 
Moreover, 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 

 
Pursuant to § 93 of the Austrian Banking Act, KF is obliged to undertake proportional 
safeguarding of depositors’ accounts within the framework of the deposit guarantee regime of 
Banken und Bankiers Gesellschaft mbH, Vienna. 
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Obligations in the amount of EUR 144,000.00 will arise from rental contracts in 2017. The 
corresponding obligations for the period from 2018 to 2022 are expected to total 
EUR 792,000.00. 
 
 

6.8.      Assets assigned as collateral 
 
Credit balances with banks in a nominal value of EUR 2,163,436,457.60 (31/12/2015: 
EUR 2,103,312,225.20) 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 822,123,207.42 (31/12/2015: EUR 815,020,000.00). Amounts 
owed to banks include cash collateral received for positive market values in a nominal 
amount of EUR 23,000,000.00 (31/12/2015: EUR 74,054,656.94). Amounts owed to 
customers include cash collateral received for positive market values in a nominal amount of 
EUR 5,900,000.00 (31/12/2015: EUR 4,200,000.00). 
 
Within the framework of KF’s participation in the ECB tender and in connection with repo and 
securities lending transactions, securities and loans in a blocked collateral value and/or book 
value of EUR 3,365,663,595.14 (31/12/2015: EUR 3,420,582,268.74) were deposited as 
collateral as at 31 December 2016. 
 
For covered bonds issued by KF as at 31 December 2016 in a nominal value of 
EUR 1,148,000,000.00 (31/12/2015: EUR 1,648,000,000.00), loans in a nominal amount of 
EUR 1,425,698,437.97 (31/12/2015: EUR 1,803,147,003.82) and securities in a nominal 
amount of EUR 330,965,348.94 (31/12/2015: EUR 339,799,458.51) 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 137,798,268.09 
(31/12/2015: EUR 182,084,000.00) 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.  
 
Moreover, as at 31 December 2016, cash collateral was deposited in the amount of 
EUR 2,207,535.71 (31/12/2015: EUR 1,771,086.34) for irrevocable payment commitments to 
the Bank Resolution Fund and in the amount of EUR 10,058,853.05 (31/12/2015: 
EUR 9,821,368.62 for other funding. 
 
No loans and advances to banks or other creditors were pledged as collateral for third-party 
liabilities as at the balance sheet date of the reporting year or that of the previous year. 
 
 

6.9.      Tax loss carryforward 

  
As at the balance sheet date, the tax loss carryforeward amounted to EUR 2,528,621,229.96 
(31/12/2015: EUR 2,506,417,207.26). 
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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 

2016 2015 

Lending business 224,431,941.23 241,084,909.58 

Investments in banks 15,590,268.61 43,667,065.24 

Fixed-income securities 70,662,367.20 84,026,287.71 

Swap income 199,681,390.54 253,162,047.38 

Total interest income 510,365,967.58 621,940,309.91 

Interest and similar expenses 
in EUR 

2016 2015 

With banks -29,841,314.18 -41,442,888.34 

With non-banks -7,340,006.01 -11,086,224.45 

Own issues -38,149,986.82 -66,727,015.11 

Swap expenses -438,985,650.23 -522,744,249.54 

Total interest expenses -514,316,957.24 -642,000,377.44 

   

Net interest result -3,950,989.66 -20,060,067.53 

 
The 2016 net interest result came to EUR -3,950,989.66, up by EUR 16,109,077.87 from the 
2015 net interest result of EUR -20,060,067.53. The improvement is primarily due to the 
reduced funding volume as a consequence of portfolio runoff. Moreover, the previous year’s 
net interest result was depressed by one-off effects from the merger with Kommunalkredit 
Old. 
 

In 2016, KF paid EUR 1,831,818.58 (2015: EUR 593,580.93) in negative interest for credit 
balances with the Austrian National Bank and EUR 1,478.65 (2015: EUR 61,309.68) in 
interest for other amounts borrowed from banks; 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 

2016 2015 

Guarantee commissions 1,126,853.61 1,157,062.00 

Other service business 127,100.04 188.790.70 

Total fee and commission income 1,253,953.65 1,345.852.70 

Fee and commission expenses 
in EUR 

2016 2015 

Guarantee commissions -115,756.84 -1,192,860.77 

Securities business -41,383,938.09 -27,462,855.54 

     of which:    
 Guarantee fee for surety of the Republic of Austria -424,690.06 -450,562.59 

 Guarantee fee for issue guarantees -13,936,942.62 -5,468,035.96 

 Guarantee fees for government guaranteed commercial paper issues -26,567,559.41 -19,458,441.02 

Money and FX trading -310,352.51 -367,149.05 

Total fee and commission expenses -41,810,047.44 -29,022,865.36 

   

Net fee and commission result -40,556,093.79 -27,677,012.66 



66 

 

Guarantee commissions include, in particular, accrued income and expenses from CDS 
contracts. Guarantee fees shown under expenses for the securities business in the amount 
of EUR 40,929,192.09 (2015: EUR 25,377,039.57) were paid to the Republic of Austria. 
 
7.1.3. Income from/expenses for financial transactions 

 
in EUR 2016 2015 

Income from/expenses for financial transactions 34,721.68 193,318.68 

 
The result from financial transactions results from KF’s open foreign currency positions and 
was largely balanced in 2016. As KF’s open foreign currency position is being continuously 
monitored and strictly limited, there are no material exchange rate risks. 
 
7.1.4. General administrative expenses 

 
in EUR 2016 2015 

General administrative expenses -21,433,879.31 -21,358,217.95 

     Personnel expenses -1,120,017.29 -380,118.82 

     Other administrative expenses -20,313,862.02 -20,978,099.13 

 
Personnel expenses comprise expenses for the Executive Board members of KF and for 
pension obligations to former Executive Board members and former senior employees of the 
former Kommunalkredit. Prior to the sale of Kommunalkredit Old, the active Executive Board 
members of Kommunalkredit Old also served as Executive Board members of KF; the 
expenses invoiced to KF for the period from 1 January 2015 to 26 September 2015 in the 
amount of EUR 339,728.35 were reported under other administrative expenses. 
 
Personnel expenses include expenses for contributions to pension funds in the amount of 
EUR 10,706.73 (2015: EUR 1,975.80). 
 
As in previous years, KF has no staff of its own; 18 employees of Kommunalkredit 
(31/12/2015: 15) work directly and exclusively for KF on the basis of a staff leasing 
agreement. Moreover, KF obtains services from Kommunalkredit under a service level 
agreement (SLA). On the basis of detailed working time records kept by the Kommunalkredit 
employees concerned, pro-rata personnel expenses and other administrative expenses in 
the amount of EUR 10,872,892.62 (2015: EUR 10,188,097.81) were invoiced to KF in 2016 
for services rendered and recognised in other administrative expenses as third-party 
services. 
 
Other administrative expenses comprise the following: 
 
in EUR 2016 2015 

Third-party services -12,649,887.49 -12,301,576.77 

Bank Resolution Fund -3,713,919.63 -4,132,634.80 

Consulting and auditing costs -2,085,323.94 -3,113,522.68 

Communication -904,430.18 -928,436.64 

Data processing -154,039.97 -211,260.45 

Occupancy costs -124,627.17 -98,292.50 

Other non-personnel expenses -681,633.64 -192,375.29 

Total of other administrative expenses -20,313,862.02 -20,978,099.13 
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Expenses for the external auditor for the year under review are broken down as follows: 
 
in EUR 2016 2015 

Audit of the annual financial statements 150,000.00 102,000.00 

Non-audit services 42,000.00 20,000.00 

  192,000.00 122,000.00 

 
7.1.5. Net result from realisations and revaluations 

 
The net result from realisations and revaluations (items 10 to 13 of the Income Statement) 
included the following: 
 
in EUR 2016 2015 

Change in statutory provision pursuant to § 57 (1) BWG (Austrian Banking Act) 30,000,000.00 18,835,085.91 

Result from wind-down of securities and derivative positions 3,869,000.38 -8,150,032.24 

Buyback of equity instruments 3,106,572.74 0.00 

Result from impairments and revaluations of securities 2,201,687.20 -4,695,243.98 

Loan impairment charges -1,146,421.27 635,703.74 

Other -892,237.98 -1,611,880.20 

Net result from realisations and revaluations 37,138,601.07 5,013,633.23 

 
7.1.6. Extraordinary income 

 
in EUR 2016 2015 

Extraordinary income 0.00 34,345,218.31 

of which: 
   Drawings from the fund for general banking risks 

0.00 4,500.000.00 

 
The previous year’s extraordinary income primarily resulted from the compensation of the 
rights of holders of special rights in KF pursuant to § 226 (3) of the Stock Corporation Act as 
at 26 September 2015 as the effective date of the merger. 
 
7.1.7. Taxes on income 

 
Tax expenses for 2016 in the amount of EUR -5,452.00 primarily concerned the ordinary 
business activity of KF, booked against tax assets from previous years in the amount of 
EUR 116,391.85.  
 
7.1.8. Result for the year and return on assets 

 
KF closed the year 2016 with a result of EUR -28,034,353.50 (31/12/2015:  
EUR -29,264,147.88). On account of the negative result for the year, the return on assets 
(calculation: profit for the year after tax divided by total assets as at balance-sheet date) is 
negative, as in the previous year. 
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7.2.      Breakdown of revenues by geographic market  
     (§ 237 UGB/Austrian Company Code) 

 

Interest and similar income 
in EUR 

2016 2015 

Austria 206,642,095.49 262,736,121.64 

Western Europe 134,125,589.81 183,568,210.68 

Central and Eastern Europe 18,642,647.03 28,633,907.15 

Rest of the world 150,955,635.24 147,002,070.45 

  510,365,967.58 621,940,309.91 

 
Fee and commission income 
in EUR 

2016 2015 

Austria 439,577.90 457,342.82 

Western Europe 303,235.77 396,962.85 

Central and Eastern Europe 81,139.94 62,380.33 

Rest of the world 430,000.04 429,166.70 

  1,253,953.65 1,345,852.70 

 
  Other operating income 

in EUR 
2016 2015 

Austria 1,415,865.00 297,461.71 

Western Europe 6,036.11 95,868.34 

Central and Eastern Europe 1,813.21 27,833.92 

Rest of the world 253,971.84 522,750.40 

  1,677,686.16 943,914.37 

 

8. Appropriation of the net result 

The net loss shown on the balance sheet as at 31 December 2016 in the amount of 
EUR 226,699,971.38 (31/12/2015: EUR 198,665,617.88) is carried forward to new account. 

 

 

9. Disclosure pursuant to Part 8 of CRR 

In accordance with the requirements of Part 8 of CRR, material qualitative and quantitative 
information relating to the institution is published in a separate Disclosure Report, which can 
be accessed on the website of KA Finanz AG (www.kafinanz.at) under “Financial Reports”. 
 
 

10. Significant events after the balance sheet date 

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

11.1. Average number of employees during the business year 

 
KF has had no employees of its own. 18 employees (31/12/2015: 15) work directly and 
exclusively for KF on the basis of a staff leasing agreement. 
 
 

11.2. Total remuneration of the Executive Board and the Supervisory Board 

 
Total remuneration of the Executive Board and the Supervisory Board comprised the 
following: 
 
in EUR 2016 2015 

Active Executive Board members 
*)
 678,482.86 125,002.98 

Supervisory Board members 55,000.00 55,000.00 

Pension payments to former Executive Board members  
(for the period from 1966 to 2004) 

327,650.36 318,117.93 

  1,061,133.22 498,120.91 

 
*) Prior to the sale of Kommunalkredit Old on 26 September 2015, the active Executive Board 
members of Kommunalkredit Old also served as Executive Board members of KF. 
Remuneration in the amount of EUR 339,728.35 was invoiced by Kommunalkredit Old to KF 
on the basis of the service level agreement and recognised in KF’s other administrative 
expenses. Since the sale of KA Old, KF has had its own Executive Board. The total 
remuneration of active Executive Board members shown in the above table for 2015 
therefore only covers the period from 26 September 2015 to 31 December 2015 and is not 
fully comparative with the value shown for 2016. 
 
As at 31 December 2016 and unchanged from 31 December 2015, no loans to members of 
the Executive Board and members of the Supervisory Board were outstanding. No 
guarantees were issued by KF for Board members. 
 
 

11.3. 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 
since 16 October 2015 
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11.4. Members of the Supervisory Board 
 
Elected for the first time by the Shareholders’ Meeting on 8 January 2009, re-elected 
by the General Shareholders’ Meeting on 18 May 2016: 
 
Stefan Koren 
Chairman of the Supervisory Board; Director General of Immigon Portfolioabbau AG 
since 18 May 2016 
 
Klaus Liebscher 
Chairman of the Supervisory Board; Member of the Board of the Financial Markets 
Holding Company of the Republic of Austria and former Governor of the Austrian 
National Bank 
until 18 May 2016 
 
Bruno Ettenauer 
Deputy Chairman; Managing Director of Ettera Real Estate GmbH 
since 18 May 2016 
 
Adolf Wala 
Deputy Chairman; Member of the Board of the Financial Markets Holding Company of 
the Republic of Austria and former Director General of the Austrian National Bank 
until 18 May 2016 
 
Werner Muhm 
Former Director of the Vienna Chamber of Labour and the Federal Chamber of 
Labour 
since 8 January 2009 

 
Stefan Pichler 
Professor of Banking and Finance and Vice-Rector for Research at the Vienna 
University of Economics and Business 
since 28 May 2013 
 
Franz Hofer (delegated by the Staff Council) 
since 8 September 1998 
 
Brigitte Markl (delegated by the Staff Council) 
since 19 October 2013 
 
 

11.5. 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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11.6. Government Commissioner for the cover pool for covered bank 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, 30 March 2017 
 

The Executive Board of  
KA Finanz AG 

 
 
 
 
 
 Helmut Urban  Bernhard Achberger 
        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 2016 (Annex 1) 
 

Non-current assets 
in EUR 

Acquisition cost Book values 

as at 
01/01/2016 

Currency 
translation 

Additions Disposals
*)
 Reclassification 

as at 
31/12/2016 

Cumulative 
amortisation 

depreciation and 
revaluation 2016 

**)
 

Book value 
31/12/2016 

Book value 
01/01/2016 

Write-downs 
2016 

Write-ups  
2016 

Public-sector debt instruments 457,361,706.94 -4,510,730.69 0.00 11,342,321.58 0.00 441,508,654.67 902,243.56 440,606,411.11 456,546,082.53 226,506.20 119,680.56 

Loans and advances to banks 86,165,137.98 407,919.93 0.00 13,967,780.99 0.00 72,605,276.92 0.00 72,605,276.92 86,165,137.99 0.00 0.01 

Loans and advances to 
customers 

1,499,375,467.35 43,502,836.78 0.00 83,983,646.02 0.00 1,458,894,658.10 16,695,960.39 1,422,198,697.71 1,476,057,844.87 90,558.99 1,088.91 

Bonds and other fixed-income 
securities 

3,582,315,066.01 -37,757,911.99 0.00 1,918,672,765.65 0.00 1,625,884,388.37 10,406,920.04 1,615,477,468.33 3,512,843,337.37 1,117,947.30 15,410,705.60 

Participations 8,895.00 0.00 0.00 0.00 0.00 8,895.00 8,825.00 70.00 70.00 0.00 0.00 

Property, plant and equipment                  

  Office furniture and     
  equipment 

252,843.05 0.00 0.00 0.00 0.00 252,843.05 182,041.61 70,801.44 70,801.44 0.00 0.00 

5,625,479,116.33 1,642,114.03 0.00 2,077,966,514.24 0.00 3,599,154,716.11 28,195,990.60 3,570,958,725.51 5,531,683,274.20 1,435,012.50 15,531,475.08 

*) Since 30 June 2016, own covered bonds collateralised by a cover pool, which are not placed externally but assigned as collateral for liquidity raised through the ECB tender, have been reported on a   
   net basis (§ 51 (5) BWG/Austrian Banking Act). This resulted in a reduction by EUR 1.56 billion. 
**)

 This column comprises the addition of the difference pursuant to § 56 (3) BWG/Austrian Banking Act to investment securities. 
 
 

Development of write-downs 
 

Non-current assets 
in EUR 

as at 
01/01/2016 

Currency 
translation 

Write-downs for 
the year 

Write-ups for the 
year 

Disposals Reclassification 
as at 

31/12/2016 

Public-sector debt instruments 815,624.41 0.00 226,506.20 119,680.56 -20,206.37 0.00 902,243.56 

Loans and advances to banks -0.01 0.00 0.00 0.01 0.00 0.00 0.00 

Loans and advances to 
customers 

23,317,622.48 518,728.37 90,558.99 1,088.91 -7,229,860.52 0.00 16,695,960.39 

Bonds and other fixed-income 
securities 

69,471,728.64 -456,632.73 1,117,947.30 15,410,705.60 -44,315,417.31 0.00 10,406,920.04 

Participations 8,825.00 0.00 0.00 0.00 0.00 0.00 8,825.00 

Property, plant and equipment          

    Office furniture and 
equipment   
      

182,041.61 0.00 0.00 0.00 0.00 0.00 182,041.61 

93,795,842.13 62,095.64 1,435,012.50 15,531,475.08 -51,565,484.19 0.00 28,195,990.60 
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AUDITOR’S REPORT 
 

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, 2016, 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, 2016, 
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 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 uses interest and currency swaps at a nominal value of EUR 13,492m as 
at December 31, 2016 to hedge its interest rate and currency risks. 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 and findings 
 
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, 
- we tested key controls in place with regard to hedge relationships, 
- we determined how the measurement of prospective effectiveness was performed 

by way of re-performance on a sample basis,  
- 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, and 
- we assessed the measurement of individual transactions by taking into account the 

hedging arrangements in place for a sample of such arrangements 
 

 Reference to related disclosures 
 
With regard to related disclosures, please refer to the notes, items 3.12, 4.14 and 6.3. 
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2. Impending risks due to legal disputes 
 

 Descriptions of the individual key audit matter 
 

Several legal disputes are pending in which KA Finanz AG is involved. The outcome of 
these legal disputes may only be taken into account in these financial statements by way 
of assumptions and estimates made by the Company and are included in the calculation 
of the required accruals and provisions. As some of the legal disputes have already 
been pending for several years, a possible due date of a payment has to be estimated in 
addition to the probability of occurrence and the potential amount of the damage. 

 

 Audit approach and findings 
 

We performed the following procedures: 
 
- We analysed the surveillance process of the Company in place to identify pending 

and potential legal disputes, 
- we critically assessed the summary of all pending legal disputes, 
- we interviewed some of the lawyers engaged by the Company and had them explain 

to us the status of the matter with regard to specific proceedings, 
- we obtained confirmation letters from the lawyers with regard to all legal disputes, 
- we analyzed the measures and risk assessments of the Company, 
- we evaluated the presentation of the accruals and provisions in accordance with the 

accounting requirements, 
- we re-performed the calculation of the accruals and provisions by taking into 

account the assumptions and estimates as well as the subsequent discounts, 
- we reconciled the amount recognized in the balance sheet for the accruals and 

provisions with the underlying documents, 
- we re-performed the spread of the difference in accordance with the option provided 

in Section 906 (34) UGB. 
 

 Reference to related disclosures 
 
With regard to related disclosures, please refer to the notes, items 3.10.2, 4.14 and 6.6. 
 
 

3. Temporary diminution in value of securities 
 
In its balance sheet as at December 31, 2016, KA Finanz AG reports securities at a book 
value of EUR 3,571m. They are allocated to fixed assets, with part of the securities 
having 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 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. 
Management has to decide if the diminution in value of the securities is temporary or 
permanent. 
 
Hidden charges and/or reserves are based on fair values and calculated using 
observable market prices as well as measurement models. Compared to market prices 
that can be directly derived from the market, measurement models bear a higher 
uncertainty with regard to the estimates made. 
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 Audit approach and findings 
 
We performed the following procedures: 
 
- We interviewed the employees responsible for the measurement,  
- we evaluated the guidelines used for the measurement of financial instruments, 
- we evaluated the guideline used for the maintenance and quality management of 

market data, 
- we evaluated the documents concerning the annual assessment of the measurement 

models, 
- we re-performed the process used to import the values that were calculated using 

Numerix into SAP, 
- we evaluated the process in place for the calculation of fair values, 
- we evaluated the assumptions and the parameters that had been updated in 2016 in 

the course of the annual audits and validations of the bank, 
- we tested key controls in regard to the stated processes, 
- we evaluated, based on samples, the measurement of structured products in the 

Numerix measurement model, 
- we evaluated, based on samples, the measurement of individual transactions, and 
- we evaluated the appropriateness and consistent application of the chosen 

measurement methods. 
 
In addition to the audit of the market values, we performed the following procedures: 
 
- We analyzed the surveillance process of the Company that is used to determine any 

need for impairment of the securities,  
- we evaluated, based on samples, the economic situation of the issuing parties and/or 

guarantors of the securities with regard to their creditworthiness, 
- we particularly 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. 

 

 Reference to related disclosures 
 

With regard to related disclosures, please refer to the notes, items 3.4, 3.12 and 6.3, 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. 
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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, whether 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 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 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, 
whether 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 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. 
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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. 
 
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. 
 
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. 
 
Our opinion on the financial statements does not cover the other information and we do 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 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. If, based on the work we have performed, we conclude that there is 
a material misstatement of this other information, we are required to report that fact. We have 
nothing to report in this regard. 
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Responsible Engagement Partner 
 
Responsible for the proper performance of the engagement is Ms. Liane Hirner, Austrian 
Certified Public Accountant. 
 
 
Vienna, March 30, 2017 
 
 

PwC Wirtschaftsprüfung GmbH 
 
 

signed: 
 

Liane Hirner 
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. 
 

  



80 

 

STATEMENT BY THE LEGAL REPRESENTATIVES  
 
 
KA Finanz AG  
Financial Statements 2016  
 
 
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, 30 March 2017 
 
 

The Executive Board of  
KA Finanz AG 

 
 
 
 
 
 Helmut Urban  Bernhard Achberger 
        Chairman of the Executive Board   Member of the Executive Board 
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