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Overview

- Kommunalkredit Austria AG (Kommunalkredit) continues to demonstrate sound risk-adjusted
performance and strong asset quality amid very difficult market conditions.

- We anticipate that the bank's proposed new majority shareholder, Altor Funds (Altor), will fully
support the continuance of management's sound business, risk, and capital strategy.

- We expect that the bank's capitalization will remain a strength, with a risk-adjusted capital
ratio of 12%-14% over the next two years.

- As a result, we revised our outlook on Kommunalkredit to positive from stable and affirmed our
'BBB-/A-3' issuer credit ratings.

- The positive outlook reflects our expectation within the next 12-24 months that the bank will
continue to demonstrate healthy risk-adjusted earnings, sound asset quality, and robust
capitalization, thanks to full support from its expected new owner.

Rating Action

On March 10, 2023, S&P Global Ratings revised its outlook on Kommunalkredit Austria AG to
positive from stable and affirmed its 'BBB-/A-3' long- and short-term issuer credit ratings.

Rationale

The outlook revision reflects our view of Kommunalkredit's ongoing solid risk-adjusted
earnings amid very difficult market conditions. We expect under our base-case scenario that
Kommunalkredit's niche business model will continue generating relatively high earnings and
strong asset-quality indictors, despite tough operating conditions amid global uncertainties from
the Russia-Ukraine conflict. Based on its healthy margins, sound underwriting, and very high
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growth opportunities in infrastructure, energy, and sustainable finance projects, over 2023-2025
we forecast Kommunalkredit's return on average common equity at 10%-13% (after 20% in 2022
and 13% in 2021) and a cost-to-income ratio below 50%.

We expect Kommunalkredit's risk-adjusted capitalization will remain a rating strength, despite
the bank's very ambitious business plans, thanks to support from its proposed new financial
owner Altor. We forecast the bank's risk-adjusted capital ratio at 12%-14% over the next two
years, after 13.5% at year-end 2022. We understand Altor will fully support the continuance of
Kommunalkredit management's business strategy, risk appetite, and capital needs, and this is
part of our base-case scenario. Under its asset-light strategy, Kommunalkredit syndicates
30%-50% of its yearly new business. In addition to the announced proposal of a €100 million
capital increase in 2023, we expect that the new owner will also fund any further capital needs to
match Kommunalkredit's ambitious plan to increase customer loans by roughly 50% through
2025.

We anticipate Kommunalkredit will maintain solid asset-quality metrics. Supported by its
solid risk management and expected further governance improvements, we anticipate
Kommunalkredit will continue to post a very good credit-risk record, after incurring almost no
credit-risk costs and no nonperforming loans in recent years. We note, however, that its more
concentrated portfolio than we see at most other European banks and higher dependence on key
personnel could make it more sensitive to potential adverse economic scenarios or single events
than peers.

Outlook

The positive outlook reflects our expectation that within the next 12-24 months Kommunalkredit's
proposed new owner will fully support the continuance of the bank's existing business and risk
strategy. In particular, we expect that Kommunalkredit will maintain its double-digit risk-adjusted
profitability, sound risk appetite and asset quality, and robust capitalization. Similarly, we
anticipate that Kommunalkredit will continue to further improve its management and control
capabilities consistent with its growth trajectory.

We could raise our rating on Kommunalkredit over the next 24 months, if the bank shows similar or
higher-than-anticipated earnings performance and sound asset quality demonstrating
outperformance of higher rated, more diversified banking peers. In addition, we would also need
more confidence that Altor will fully fund and support Kommunalkredit's business expansion
strategies in the medium-to-long term.

Downside scenario

We would revise the outlook to stable over the next 24 months, if the bank or its owner were to
adversely change Kommunalkredit's business and risk strategies, or unexpectedly we were to see
meaningful deterioration in its earnings or asset quality, or if delayed economic recovery adversely
affected Kommunalkredit's key markets.

Similarly, we could revise the outlook to stable if Kommunalkredit failed to improve its
organizational and business settings in line with its strong growth path, or if it shifted
unexpectedly to a more aggressive growth strategy beyond its core competencies.
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Ratings Score Snapshot

To From

Issuer Credit Rating BBB-/Positive/A-3 BBB-/Stable/A-3

SACP bbb- bbb-

Anchor bbb+ bbb+

Business position Constrained (-2) Constrained (-2)

Capital and earnings Strong (+1) Strong (+1)

Risk position Adequate (0) Adequate (0)

Funding and liquidity Moderate and Adequate
(-1)

Moderate and
Adequate (-1)

Comparable ratings analysis 0 0

Support 0 0

ALAC support 0 0

GRE support 0 0

Group support 0 0

Sovereign support 0 0

Additional factors 0 0

SACP--Stand-alone credit profile. ALAC—Additional loss-absorbing
capacity. GRE--Government-related entity.

ESG credit indicators: E-2, S-2, G-3
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Ratings List

Ratings Affirmed

Kommunalkredit Austria AG

Senior Unsecured BBB-

Ratings Affirmed; Outlook Action

To From

Kommunalkredit Austria AG

Issuer Credit Rating BBB-/Positive/A-3 BBB-/Stable/A-3

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://www.standardandpoors.com/en_US/web/guest/article/-/view/sourceId/504352 Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; or Stockholm (46) 8-440-5914
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