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HIGHLIGHTS 2017

Kommunalkredit is well on track as a strong player in the European infrastructure market.

= QOrigination — significant growth in new business: Kommunalkredit managed to close
26 projects in 13 countries with commitments worth EUR 635.2m delivering a P&L impact
significantly above plan.

= Distribution: Kommunalkredit placed EUR 373.2m of its portfolio with institutional
investors and banks. Thereof EUR 194.2m stemmed from new business origination across
9 projects. The successful distribution activity testifies to new business transactions’
market conformity in terms of structure, pricing and risk management.

= Strong client impact: Kommunalkredit expanded its network of anchor clients evidenced
by transaction award from repeat client relationships and a widely diversified group of
institutional investors, such as insurance companies, pension funds, banks, family offices
and infrastructure funds.

= First industry awards:

— Kommunalkredit was awarded its first industry accolades from leading infrastructure
journals, which included the “Europe Transport Deal of the Year” by PF/ and a “Top
10 Infrastructure Deal” by Inspiratia.

— In a ranking by the Austrian finance magazine Bérsianer, Kommunalkredit was chosen
as the country’s top “Specialist Bank” and as the third best bank in Austria, based on
strategic innovation.

= Well-balanced portfolio mix of new business: In 2017 new business was strongly
diversified in terms of product, region and asset class with attractive risk/return profiles
and a decreasing duration, thus contributing to an improved asset-liability match.

= High quality of the loan portfolio: As of 31 December 2017, the average rating of the loan
portfolio was “A”, with 89.4% of the loans being investment grade. The non-performing-
loan (NPL) ratio was maintained at 0.0% in 2017. The weighted average probability of
default was 0.23%.

= Team and processes strengthened: The front office team was strengthened by hiring
highly experienced experts with a strong international track record, whilst in parallel
Kommunalkredit enacted a cost efficiency programme which will lead to a reduction of the
cost base in 2018.

= Funding position enhanced: Kommunalkredit more than tripled its customer deposits to
EUR 644.4m driven by both wholesale and retail deposits. As a major strategic initiative,
the bank launched its new online retail platform KOMMUNALKREDIT INVEST in 2017. In
addition, Kommunalkredit successfully returned to the capital market with a “Debt
Issuance Programme”, under which it issued a social covered bond and, for the first time
since its privatisation in 2015, a senior unsecured bond.

= Solid capital position: As of 31 December 2017, Kommunalkredit’s total capital ratio
amounted to 29.9%. Its CET 1 ratio stood at 23.5%.

= Rating: Kommunalkredit’s unsecured debt issues remained stable at investment grade
level with a long-term rating of “BBB (low)” (negative trend) and a short-term rating of “R-
2 (mid)” from the DBRS rating agency. Standard & Poor’s rated Kommunalkredit’s covered
bonds for the first time on 13 June 2017, assigning them an “A” rating.
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FOREWORD

BY THE CHIEF EXECUTIVE OFFICER

Ladies and Gentlemen,

| am pleased to present the Annual Report of Kommunalkredit Austria AG (Kommunalkredit) for the
financial year 2017. The bank is well on track to meet its growth targets. We achieved or exceeded our
main objectives for 2017 and our success is being increasingly recognised in the European
infrastructure market. Kommunalkredit bridges the needs of project sponsors (developers and
operators of infrastructure) and institutional investors, such as insurance companies, pension funds or
banks, for whom infrastructure has become an increasingly attractive asset class.

In 2017, Kommunalkredit Group generated a consolidated IFRS after-tax result of EUR 18.1m (2016:
EUR 49.0m). The decrease compared to the previous year resulted from the expected decline in one-
off positive effects relating to the buyback of own issues in 2016. The result for 2017 reflects the
increasing new business volume, which made a growing contribution to both net interest income and
fee and commission income.

Last year, we completed 26 projects with commitments worth EUR 635m across 13 European
countries. We played a leading role in notable projects, acting as Mandated Lead Arranger or Co-
Arranger, and we were awarded our first industry accolades. In addition to the origination of new
business, the placement of financing with end investors is one of the bank’s strategic objectives. The
bank showed a strong performance by placing a volume of EUR 373m with a variety of leading
institutional investors.

We implemented major strategic initiatives. The launch of our online retail platform
KOMMUNALKREDIT INVEST represents Kommunalkredit’s first product offering for retail customers.
Following the appointment of Bernd Fislage as Member of the Executive Board, assuming responsibility
for Banking & Markets, our front office team was strengthened with the recruitment of experienced
senior bankers. In parallel, we enacted an efficiency programme to streamline internal processes,
which will lead to a reduction of the cost base in 2018. The bank’s funding position was enhanced
significantly. We managed to triple customer deposits to EUR 645m. Furthermore, the bank returned
to the capital market with the emission of a EUR 300m covered bond, the first of its kind in Austria.

Kommunalkredit enjoys a very solid capital position. It reports a total capital ratio of 29.9% and a CET 1
ratio of 23.5%. The bank holds a loan portfolio of high asset quality without a single default in 2017.
The average rating of the portfolio was “A”, with 89.4% of the loans being investment grade. The non-
performing-loan (NPL) ratio was maintained at 0.0%.



Based on the progress achieved in the business year 2017, Kommunalkredit is well-positioned to
benefit from the opportunities in the European infrastructure market. A dynamic project pipeline
promises a continuation of a successful year. With a rising operating result and a continued decline in
extraordinary income, Kommunalkredit expects its annual result for 2018 to be above the previous
year’s level.

We have started 2018 with a dynamic project pipeline. On behalf of the Executive Board, | would like
to take this opportunity to thank our clients and business partners most cordially for their excellent
cooperation and the trust placed in us. Our thanks also go to our shareholders for their active support
and to our employees for their great commitment, which they once again showed over the previous
year.

Yours sincerely,

s

Alois Steinbichler
Chief Executive Officer of Kommunalkredit Austria AG



MANAGEMENT REPORT

FOR THE BUSINESS YEAR 2017

ECONOMIC FRAMEWORK

Economic environment in 2017

In 2017, the economy of the euro zone experienced the strongest growth since 2007, picking up by
2.4% compared to 1.8% in 2016. Gross domestic product (GDP) rose by 2.2% in Germany (2016: 1.9%)
and by 1.8% in France (2016: 1.2%). The pace of economic growth in Austria was exceptionally fast at
3.1% (2016: 1.5%), whereas the British economy was notably depressed in the context of the looming
Brexit, with GDP climbing by only 1.8% (2016: 1.9%).*

Especially in the euro zone, the economic growth momentum observed in 2017 was robust and broad-
based, driven primarily by private consumption and business investment. Furthermore, growth was
supported by steadily rising private income and corporate profits as well as expanded lending spurred
by favorable financing conditions. Growth was more balanced and self-sustained across countries and
sectors. Household consumption in particular was backed by a solid increase in disposable income and
consumer confidence.

The unemployment rate in the euro zone dropped from 9.6% at the end of 2016 to 8.7% at the end of
2017, reaching the lowest level since January 2009. In Austria, it decreased from 5.7% to 5.3% over the
same period. From August 2017 onwards, the rate of inflation in the euro zone remained constantly
above 1.4%, with the average rate for the full year at 1.4% (after 1.1% in 2016). In Austria, the inflation
rate rose significantly to 2.2% (2016: 1.0%). The rebound in inflation had limited impact on household
purchasing power owing mainly to further acceleration in job creation. This consumer-led recovery has
stimulated the business sector, leading to increased corporate profitability.?

Economic activity in the euro zone was resilient to political risks in 2017. The economic implications of
the referendum in Catalonia in October 2017 were limited and the considerable delays in forming a
government in Germany after the September 2017 elections had no economic consequences. The
biggest risk for the euro zone continues to be related to Brexit and the possibility of the UK eventually
leaving the EU without a deal and facing a legal void.

1 European Commission's Winter 2018 Interim Economic Forecast, February 2018.
2 Eurostat.



At its October 2017 meeting, the Governing Council of the European Central Bank (ECB) decided to
extend its Asset Purchase Programme (APP) for another nine months until September 2018 at a
reduced monthly pace of EUR 30bn in purchases (previously EUR 60bn/month) without any other
changes to interest rates or to forward guidance. The ECB decided to keep its quantitative easing
programme (QE) open-ended. The Council took stock of the further improvement of the economic
situation, while stressing that the medium-term outlook for inflation, though also improving, was still
a concern.?

At its December 2017 meeting, the Governing Council of the ECB kept interest rates on main
refinancing operations and the deposit facility unchanged at 0.00% and minus 0.40%, respectively. The
low-yield environment has furthermore supported the strong demand for fixed income products even
at very low yields; the constant demand from QE buying has boosted debt capital market activities,
especially in sovereign debt and covered bond markets, and led to constantly reduced volatilities and
correlations across debt and equities markets.*

In the US, the Federal Reserve System (Fed) reacted to the positive data for employment and inflation
by continuing the step-by-step normalisation of its monetary policy. It increased the key lending rate
three times in 2017, most recently to a range of 1.25% to 1.50% in December 2017. Furthermore, the
Fed began to gradually reduce its total assets. Following the decision to start unwinding QE in October
2017, the decline in the Federal Reserve’s balance sheet will scale up until it reaches a maximum of
USD 50bn per month in 2018.°

Austrian municipalities in 2017

Kommunalkredit is traditionally deeply rooted in the Austrian municipal sector, with cities and
municipalities accounting for a major part of its historic portfolio (loans granted before the
privatisation in autumn 2015). The bank is well-positioned in the Austrian market when it comes to
infrastructure financing, financial advisory, funding and the administration of support programmes.
Therefore, Kommunalkredit is very familiar with the financial condition of local authorities. Since 2005,
it has been producing the annual “Municipal Finance Report” in cooperation with the Association of
Austrian Municipalities and the Association of Austrian Cities and Towns as well as with the support of
Statistics Austria. This publication provides a detailed overview of the revenues and expenses of all
cities (excluding Vienna) and municipalities in Austria.

According to the 2017 Municipal Finance Report (accounting year 2016), the Austrian local authorities
are in solid financial condition. The balance of revenues and expenses for 2016 was positive at
EUR 1.72bn, the second highest value since the turn of the millennium. Having generated a surplus
according to the Maastricht criteria of EUR 31.0m or 0.01% of the Austrian gross domestic product
(GDP), the local governments (excluding Vienna) again met the zero-deficit target of the Austrian
Stability Pact adopted in 2012. Municipal investments increased by 1.6% to EUR 2.19bn, remaining at
the high level reached in previous years. The downward trend of municipal debt observed since 2011
continued throughout 2016 with a reduction by 1.1% to EUR 11.14bn.

3 0eNB, Financial Stability Report 34.
4 0eNB, Financial Stability Report 34.
5 Board of Governors of the Federal Reserve System, Press Releases.
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THE BUSINESS MODEL OF KOMMUNALKREDIT AUSTRIA AG

Infrastructure matters

Infrastructure by its very nature is essential to the efficient functioning of society. Infrastructure
investments can serve as a powerful tool for answering social needs and fundamentally increasing the
general well-being of communities. They create the basis for prosperity and a high quality of life.
Modern infrastructure is an indispensable prerequisite for the sustainable use of resources and
successful approach to deal with climate change.

Demand for investment in infrastructure is enormous. The European Investment Bank (EIB) forecasts
spending required to reach the targets of the Europe 2020 strategy at EUR 150bn to EUR 200bn per
year.b Investment demand is particularly high in the sectors of energy, with a special focus on
renewable energy, transport, social infrastructure and communications technology.

The way in which these projects are financed has changed significantly in recent years. As the financial
latitude of the public sector is decreasing on account of the high level of government debt and budget
caps, a shift from classic budget finance to project finance continues to occur thanks to private funding.
In 2017, more than 60% of all infrastructure schemes in Europe were implemented through project
finance.” Commercial banks continue to be a main source of debt for infrastructure projects. However,
a host of other funders and products have appeared given the increasing acceptance of infrastructure
as an asset class in its own right. Private placements, public bonds, direct institutional debt,
multilaterals and export credit agencies are also heavily contributing to the sector. For institutional
investors seeking stable long-term cash flows from a sustainable asset class, this offers an opportunity
for real return enhancement in the current low-yield environment.

The European infrastructure

Deal value by greenfield, brownfield Sector breakdown by value
market in 2017 andrefinancing
EUR bn
200i— 6% 4%

The European infrastructure market Total

was booming in 2017, demons- wnes 1033 1270 $166 1413
trated, inter alia, by the significant i 147.3
increase by 26.3% in deal value to a
total of EUR 147.3bn.® While the
value of brownfield projects grew by
52% to EUR 72.6bn, a drop by 8% to
EUR 27.0bn was observed in green-
field projects. The refinancing vol-

Total value

40.5

00—

2016

2014 2015 2016 2017

— Project finance M Environment Total value
o,
ume rose by 36.7% to EUR 47.7bn. e oy B rsiii 116.6
Brownfield I Renewables EUR bn
M Greenfield Social

M Telecommunication
M Transport :
M other ——

Source: Inframation. Based on a EUR-USD exchange rate of 1,19930.

6 European Investment Bank, The Europe 2020 Project Bond Initiative — Innovative Infrastructure Financing, January 2017.
7 Infrastructure information platform “Inframation”.
8 All figures in the section , The European infrastructure market in 2017” according to Inframation, based on a EUR-USD exchange rate of 1,19930.
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The top 5 European infrastructure markets by deal value and number of deals

2017 experienced a strong

inflow of equity from
47.9 lZJ:Zitgsall(singdom ?nstitutional invest.ors a.nd
Ny investment funds, with equity
(including government grants)
France accounting for 38.7% of the
%’?@;9’; éﬂ;feels total finagncing volume. In
addition, the market saw a
17.9 gf;’g:l'zy rise in the share of long-term
ﬁlf;z% (+26%) private placements  and
capital market bonds. 12.6%
14.1 2'7”223,5 of total volume were financed
e (33% via capital market bonds,
9.9 'alv while loans made up 48.7%.
S 73 deals

EUR bn

(+12%) (-3%)

Energy & environment (environment, power, renewables) accounted for 55% of total deal value,
transport for 29%, social infrastructure for 6% and communications technology for 4%. As in 2016, the
markets with the strongest demand were the United Kingdom (UK) with a financing volume of
EUR 47.9bn, France (EUR 19.9bn), Germany (EUR 17.9bn), Spain (EUR 14.1bn) and Italy (EUR 9.9bn).
Except for Spain, growth was recorded in all of these markets, especially in France and Germany. The
positive development in the UK was particularly worth mentioning with an increase in volume by 27%
despite the looming Brexit deadline, which has not discouraged investors from committing capital to
UK’s infrastructure.

Kommunalkredit’s business model

Kommunalkredit contributes to the sustainable success of infrastructure
projects that improve the quality of peoples’ life. The bank provides tangible
benefit to the community in terms of economic dynamism, job creation, social
cohesion, urban development and climate change.

By combining in-depth industry expertise and structuring know-how with the financing ability of a bank
and strong relationships with international clients und investors, Kommunalkredit achieves strong
impact for its clients and generates sustainable value for its stakeholders. The bank enables the
implementation and operation of infrastructure, bridging the needs of project sponsors (developers
and operators of infrastructure) and institutional investors, such as insurance companies, pension
funds, banks, family offices and infrastructure funds. Kommunalkredit has established itself as a
reliable partner for its key clients.
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Institutional
Investors

Project
Sponsors

BUILDING BRIDGES

Insurances/
Corporates Developers Pension Funds

Infrastructure Funds/
Asset Managers

Sponsors/ Secondary Market
Advisors Opportunities

Backed by two international and long-term oriented shareholders, Kommunalkredit positions itself as
a leading market player in the European infrastructure market, concentrating on energy &
environment, social infrastructure & communications technology and transport.

As a specialised bank, Kommunalkredit advises,

AW Energy & Environment . .
% « EneraysunplyBaiistrbutian structures and funds senior debt and mezzanine
= Renewable energy structures across the entire life cycle of an

| |
= Water supply & treatment
a

. infrastructure project. Kommunalkredit’s investments
Waste management & disposal

are focused on stable, cash flow-based, project secured

- Transport. transactions.
== = Roads, bridges, tunnels
=\ = Airports, ports, waterways
= Rail/light rail, rolling stock Kommunalkredit cooperates manifold with

international institutions, such as the EBRD and the EIB.

Social Infrastructure &
Communications Technology

= Nurseries, schools, universities
Hospitals, nursing homes

Police & court buildings
Administrative buildings

Broadband / Fibre Optic / Data Center

SIGNIFICANT EVENTS OF THE BUSINESS YEAR

Business review

The bank is well on track to meet its growth targets, looking back on its best year in infrastructure
finance so far. In 2017, Kommunalkredit generated a consolidated after-tax result of EUR 18.1m (IFRS).
This result reflects the growing contribution from new business both to net interest income and fee
and commission income. The bank invested in new strategic initiatives in 2017, such as the
implementation of its new online retail platform KOMMUNALKREDIT INVEST, and strengthened its
front office team. In parallel, it enacted a cost efficiency programme to streamline processes, which
will lead to a reduction of the cost base in 2018.
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1. Strong new business development: origination, execution, distribution
Significant growth with a diversified portfolio

Kommunalkredit managed to close 26 projects in 13 countries with commitments worth EUR 635.2m
(2016: EUR 146.3m) delivering a P&L impact significantly above plan. The new business portfolio was
highly diversified in terms of product, region and asset class with attractive risk/return profiles. It was
distributed widely across various asset classes, with 13 projects and 39% of the total volume accounted
for by the energy & environment segment (waste-to-energy, on-shore wind, solar), 6 projects and 38%
of the volume by transport (roads, airports), and 6 projects and 23% of the volume by social
infrastructure & communications technology (hospitals, nursing homes, fixed line/broadband). The
total included one public-sector direct finance transaction. With 26 projects spread across 13 European
jurisdictions, Kommunalkredit reached a high degree of regional diversification. Kommunalkredit
provided finance for both brownfield projects (16 transactions) and greenfield projects (9
transactions). Thus, the steep growth in brownfield projects recorded in Europe in 2017 was reflected
in the bank’s new business.

Not only the bank’s origination

New business: EUR 635m 26 projects in 13 countries

but also its distribution
o Projects countries P . .

Locations: Vienna, Frankfurt activities were hlghly dlver—
. sified. Kommunalkredit placed
38% @ new business worth
Transport (N BREREE, EUR 194.2m for a total of 9
Environment projects with a wide range of

- institutional investors across

Europe. The successful distri-
bution activity testifies to new

‘ ' business transactions’ market

Social Infrastructure &
Communications Technology

conformity in terms of struc-
o ture, pricing and risk manage-
ment.

Flagship projects

Kommunalkredit contributed to implementing the financing of a number of notable projects, playing
aleading role in half of the transactions either as Mandated Lead Arranger (11 projects) or Co-Arranger
(2 projects). In the transport sector Kommunalkredit acted as Mandated Lead Arranger in the
EUR 182m refinancing of the A21 Shadow Toll Road in Spain and in the EUR 230m refinancing of a
section of the A2 Motorway in Poland. Furthermore, the bank was mandated as Joint Bookrunner and
Underwriter in the EUR 1.2bn senior funding of the Superstrada Pedemontana Veneta, an ltalian
greenfield motorway, via a project bond.
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A2 Section Toll Road |

Pol
(Poland) =

Kommunalkredit acted as Joint Mandated Lead
Arranger in the EUR 230m refinancing of the A2
section 1 Toll Road in Poland. The project was the
first toll motorway to be designed, built, financed
and operated under a concession-based model in
Poland.

The first phase of the A2 involves construction,
operation and maintenance of 149km of motorway
between Konin and Nowy Tomysl.

The A2 forms part of Poland’s strategic Berlin —
Warsaw corridor, providing one of the most
important transportation links between Western
and Central Europe. Traffic levels have continuously
risen with an annual average growth rate of 12%
since the opening of the motorway.

A21 Shadow Toll Road I—1
(Spain) =\

Kommunalkredit acted as Mandated Lead Arranger
in the EUR 182m refinancing of the Spanish A21
Motorway. The project covers the refinancing of the
operation and maintenance of six sections on the
motorway. The A21 Autovia del Pirineo is a shadow
toll road based on a 30-year concession-based
model. Located in Navarra, the motorway is highly
important for the region’s transport network,
running parallel to the Pyrenees at the border
between Spain and France.

The project has substantial upside potential as
adjacent motorways are expected to be constructed
in the coming years. Navarra is one of the wealthiest
regions in Spain, boasting the third highest GDP per
capita and the lowest unemployment rate.

In the energy & environment segment, the bank contributed to various waste-to-energy deals, inter
alia, acting as Mandated Lead Arranger in the EUR 240m financing of the Gipuzkoa plant in Spain and
as Senior Lender in the primary syndication of the GBP 505m debt refinancing of the Cory Riverside
facility in England, as well as in the GBP 179m financing of Parc Adfer in North Wales. Furthermore,
the bank took part as Arranger and Senior Lender in the financing of solar and wind parks in France,
Germany, Italy, Spain and the United Kingdom. Eventually, Kommunalkredit acted as Mandated Lead
Arranger in the financing of the acquisition of a leading national fixed line telecoms operator in
Southeastern Europe and took part in the financing of a nursing home in Germany.

N\

Gipuzkoa
Waste-to-Energy (Spain)

Kommunalkredit acted as Mandated Lead Arranger in
the EUR 240m financing of the waste-to-energy plant in
Spain. The project, implemented under a 35-year
availability-based scheme, covers the design,
construction, financing, operation and maintenance of
the Gipuzkoa Environmental Complex in the Basque
Region. The facility includes a mechanical-biological
treatment plant, a waste-to-energy plant and auxiliary
systems, utilities and ancillary equipment.

The project is of strategic importance to the region as
waste is currently transported to be processed else-
where, leading to costs and environmental inefficiency.
The project is a viable alternative to improve the waste
management system and reduce costs.

Bité Telecom
(Baltics)

Kommunalkredit acted as Senior Lender in the EUR 105m
refinancing of Bité, a leading telecoms operator in the
Baltic region. Bité was acquired in 2016 by Providence
Equity Partners to act as a consolidator in the Baltic
telecoms and media markets.

The new facility is used to partially refinance Bité’s own
acquisition debt as well as to provide additional funds for
the acquisition of MTG Baltics, a leading Baltic TV &
Media infrastructure group. The latter deal enables Bité
to grow revenues and profit per existing customer as well
as to gain market share. This project puts Kommunal-
kredit on the map both in the CEE region as well as in the
communications technology/broadband sector, as
evidenced by a number of follow-on transactions in
2017.
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First industry awards

The bank’s success is being recognised in the market. Kommunalkredit was awarded its first industry
accolades in 2017. This included the Superstrada Pedemontana Veneta project, which was elected the
“Europe Transport Deal of the Year” by the leading infrastructure journal PFl, and the Riverside
transaction, which was ranked as one of the “Top 10 Infrastructure Deals” in 2017 by Inspiratia,
another highly regarded infrastructure journal. In the league table of leading “bond arrangers” in
Europe in 2017 published by Inframation, a renowned infrastructure platform, Kommunalkredit held
18th position.

PFI Europe Transport Deal of the Year [—
Superstrada Pedemontana Veneta (ltaly) —

Kommunalkredit acted as Joint Bookrunner and Underwriter in the EUR 1,2bn project bond financing of the Superstrada
Pedemontana Veneta, an ltalian greenfield motorway. The project covers the financing of the construction, the operation and
maintenance of the motorway with a total length of 162km.

The Superstrada is of significant importance for the region’s connection. Its main axis is 94km long and connects 34 municipalities as
well as the main industrial areas of Vicenza and Treviso. It also includes the construction of 68km of secondary/access roads. The
deal was chosen as the “Europe Transport Deal of the Year 2017” by the leading infrastructure journal PFI.

Inspiratia Top 10 Infrastructure Deals
Cory Riverside Waste-to-Energy (UK)

Kommunalkredit acted as Senior Lender in the GBP 505m debt refinancing of the Cory Riverside waste-to-energy plant in England.
The facility has been operating at full capacity since its launch in 2012. In 2016 it processed 753,000 tonnes, with 60% of its waste
derived from long-term supply contracts with municipal customers.

The plant is unique as it is river-based and London’s waste is transported mainly on a fleet of barges, avoiding road transport. The
waste is then turned into sustainable energy. This Riverside transaction was ranked as one of the “Top 10 Infrastructure Deals in
2017” by the highly regarded infrastructure magazine Inspiratia.

Collaboration between public entities and private partners as an efficient form of procurement

Against the background of the limited financial latitude allowed to public budgets, the collaboration
between public entities and private partners offers an efficient and transparent form of procurement
for the public sector. In such a cooperation the private partner (usually a special purpose company
with significant private-investor participation) agrees to deliver a public infrastructure project and
service under a long-term contract. The private partner assumes various project risks, notably with
regard to designing, building, operating and financing the project. In practice, two models are widely
used: The public authority either pays an availability fee to the private partner as soon as the
infrastructure is available (availability-based model) or gives the private partner the right to generate
revenues from the provision of the infrastructure (concession-based model).
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In 2017, 68 greenfield projects with a value of EUR 13.8bn were implemented in Europe based on this
type of partnerships compared to 48 projects with a value of EUR 10.3bn in 2016.° Kommunalkredit
engaged in several projects, including the financing of both the Gipuzkoa waste-to-energy plant in
Spain and the Parc Adfer facility in North Wales and, as Financial Advisor, in the implementation of the
Berresgasse school project in Vienna (all availability-based). Furthermore, it took part in the
refinancing of the A21 motorway in Spain and the A2 motorway in Poland as well as the financing of
the Superstrada Pedemontana Veneta project (all concession-based).

Campus+ Berresgasse
School (Austria)

Kommunalkredit acted as Advisor to an Austrian
construction group in a bid for a City of Vienna
availability-based model for the construction of the
Campus+ Berresgasse school project. Kommunal-
kredit’s mandate was to structure the senior debt
financing, including an element of the EIB (EFSI)
funding, and to tailor a financing model.

The City of Vienna is building a number of schools
under its 2013-2023 programme for the construction
of new educational facilities (BIENE), Campus+
Berresgasse being the third project implemented
under the programme and the first relying on project
finance — after Attemsgasse (on-balance) and
Stammersdorf (leasing). The BIENE programme has
an overall funding volume of about EUR 700m.

2. High quality of the loan portfolio

N\

Parc Adfer North Wales
Waste-to-Energy (UK)

Kommunalkredit acted as Senior Lender in the
EUR 179m financing of the Parc Adfer waste-to-
energy plant. The facility, partly implemented under
an availability-based scheme, is part of a project to
manage waste in a more sustainable way in North
Wales.

The construction of the plant with a 25-year
operational life will be finished in 2019. The facility
will have the capacity to deal with 200,000 tonnes of
waste annually, with municipal waste accounting for
60% to 70% and merchant waste for 30% to 40%. The
plant will supply 16MW of energy to the grid, while
steam from the facility will be used to heat
commercial and industrial businesses and residential
areas in the region. Adfer, the name of the plant,
means “to recover” in Welsh.

The bank holds a loan portfolio of

Loan portfolio by borrower type
in EUR m, as at 31/12/2017

2%2%

3] Municipalities (Austria) 50%
| Project financing 21%
Public sector entities 15%
M utilities 6%

high asset quality without a single
default in the reporting year. As of
31 December 2017, the average

i H 15% Total value M infrastructure companies 5%
rating was “A”, with 89.4% of the 2.5 B Credit institutions 2%
loans being investment grade. i B Municipalities (EU) 2%
The non-performing-loan (NPL) b = —
ratio was maintained at 0.0% in P | H12017
2017. The weighted average = | ] W 2017
probability of default was 0.23%.

547531
P [ 1 45039,0370
| i 267
80 10611188 | 5 39 64 o
= — =0  enl
Municipalities Municipalities Public sector Utilities Credit Project Infrastructure
(Austria) (EV) entities institutions financing companies

9 Source: Inframation based on a EUR-USD exchange rate of 1,19930.
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Loan portfolio by region
in EUR m, as at 31/12/2017

Total value

2,138 17%

‘ 2.5
- 1,802 o EUR bn
1,744

423
208356 288316
ol i -

0 3031
Austria Eurozone * EU/Rest Non-EU Other?
Europe ?

3. Funding position strengthened

M Austria 69%

M Eurozone 17%
EU/Rest 13%

M other 1%
Non-EU Europe <1%

2016
M H12017
M 2017
1 Eurozone without Austria

2 Switzerland
3 Turkey

The loan portfolio is well-
balanced with increasing
project finance transactions
and a prevalence of muni-
cipalities. As of 31 Decem-
ber 2017, municipalities ac-
counted for 52% of the
portfolio, with  Austrian
municipalities making up 50
percentage points. Project
financing already accounted
for 21%, while public sector
enterprises had a share of
15%. Regionally, Austria
contributed 69% to the loan
portfolio, followed by the
rest of the euro zone with
17% and other EU countries
with 13%.

As of 31 December 2017, Kommunalkredit continued to report a very strong liquidity position with a
free liquidity reserve of EUR 283.1m (31/12/2016: EUR 390.4m). This included high-quality liquid
assets (HQLA) in the amount of EUR 133.1m (31/12/2016: EUR 54.3m). Furthermore, EUR 150.0m
(31/12/ 2016: EUR 336.1m) were eligible for funding via the ECB-tender or the General Collateral

Pooling (GC Pooling).

Funding structure
as at 31/12/2017

Total value

2.8

EURm
74%

capital market
instruments

M covered bonds

¥ senior unsecured
Loans

M TiTRO NI

M customer deposits

M interbank deposits

Weighted average
term in years

0

Assets Liabilities

In 2017, the bank succeeded
in further strengthening its
funding  structure and
broadening its investor
base. Amounts owed to
customers increased to a
total of EUR1,038.0m
(31/12/2016: EUR 552.1m).
This positive development
was primarily driven by the
tripling of customer deposits
to EURG644.4m (31/12/
2016: EUR 210.8m).

Amounts owed to customers also included long-term private placements to customers of EUR 329.9m
(31/12/2016: EUR 341.3m) and liabilities from collateral received in connection with derivatives of

EUR 63.7m (31/12/2016: EUR 0.0m).
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Kommunalkredit issued a EUR 300m social covered bond with a term of 4 years in 2017. This was the
first emission of this asset class in Austria. Other capital market instruments, especially covered (34%)
and senior unsecured bonds (15%), accounted for 74% of the bank’s funding. The weighted average
term of liabilities stood at 7.5 years, thus slightly exceeding the weighted average term of assets
standing at 7.3 years.

Rising volume of customer deposits

= Retail deposits (KOMMUNALKREDIT INVEST): At the end of September 2017, Kommunalkredit
launched its online retail platform KOMMUNALKREDIT INVEST in Austria as the bank’s first move
into retail business. KOMMUNALKREDIT INVEST takes sight deposits as well as term deposits for
terms of up to ten years. By the end of 2017, the bank had attracted 1,900 retail customers with a
deposit volume of EUR 115.7m (31/12/2016: EUR 0.0m). Since the beginning of January 2018,
KOMMUNALKREDIT INVEST has also been operational in the retail market in Germany.

= Wholesale deposits (KOMMUNALKREDIT DIREKT and direct business with corporate customers):
With its online platform KOMMUNALKREDIT DIREKT, the bank offers an efficient investment and
cash management tool to municipalities and corporates. The strong growth seen throughout the
year testifies to Kommunalkredit’s close connection with its traditional municipal customer base in
Austria. In addition, deposits by corporates rose significantly. In total, wholesale deposits more than
doubled to EUR 528.8m as of 31 December 2017 (31/12/2016: EUR 210.8m). With an average
volume of about EUR 2m, these deposits are highly granular, with a growing trend towards longer
maturities.

Return to the capital market

In the second quarter of 2017, Kommunalkredit launched a Debt Issuance Programme (DIP) for
medium-term notes (MTN), under which it placed a social covered bond with a volume of EUR 300m
and a term of four years on 12 July 2017. This successful transaction marked Kommunalkredit’s return
to the capital market with its first public bond issue since its privatisation in 2015. The substantial
investor interest was reflected in the order book, which was closed at EUR 530m, the issue being 1.8
times oversubscribed. In accordance with the general market environment, secondary market
performance of the bond showed a spread tightening from mid swap +38bps at the time of issuance
to approximately mid swap +30bps at year-end 2017.

Kommunalkredit was the first issuer of a publicly placed social covered bond in Austria, addressing the
growing national and international demand for this investment category. About 50% of the investors
are dedicated ESG™ investors. In line with the green bond principles of the ICMA (International Capital
Market Association), the net proceeds from the social covered bond issue are used to finance projects
in the field of social infrastructure, i.e. education, health care and social housing, both for the fundin