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THE PREFERRED CHOICE
KommuneKredit aims to be the preferred choice 
for our clients and investors. 

Clients should prefer KommuneKredit because 
they are given the best advice and financing 
opportunities at the lowest possible cost.

Investors should prefer KommuneKredit because 
we are steady and stable.
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 CEO LETTER

NEW STRATEGY STRENGTHENS 
KOMMUNEKREDIT
Core business developed satisfactorily driven by an increase 
in lending and leasing activity. Our 2022 Strategy will help 
strengthen readiness for change in our organisation.

 With our 2022 Strategy, we 
are completing KommuneKredit’s 
transition to a modern business that 
complies with the standards and 
requirements for a well-run financial 
business as well as for a public sector 
company.”

Total lending rose by DKK 5 billion in 2017 to DKK 174 
billion. The amount covers nearly the entire financing 
requirement of the Danish municipalities and regions.

For example, Sønderborg Spildevandsforsyning A/S 
raised a loan of DKK 28 million in 2017 to provide sew-
age systems for 46 households and to establish a mini 
water treatment plant for properties not connected to 
the mains sewage system. In addition, retention ponds 
were established to manage surface water.

KommuneKredit's earnings only need to cover expenses 
and meet the objective of having an adequate equity 
ratio of 3.0%. This means the profitability of our associ-
ation translates into low lending rates for our clients.

Net interest income was in line with full-year expecta-
tions, while expenses rose from DKK 106 million to DKK 
123 million due to the implementation of the IT strategy 
and higher staff costs.

Values adjustments were limited as we gradually adjust 
our lending rates to our funding terms and conditions, 
including derivatives.

KommuneKredit reported a satisfactory pre-tax profit of 
DKK 628 million and net profit for the year of DKK 489 
million.

2022 STRATEGY
For the past many years, KommuneKredit has experi-
enced growth in terms of its balance sheet, employee 
headcount and financial complexity. As a result we 
defined a five-year strategy in 2017, KommuneKredit’s 
2022 Strategy, which builds on three legs; client 
relations, steady and stable, and professionalisa-
tion. 

Our strategy will complete KommuneKredit’s 
transition to a modern business that complies 
with the standards and requirements for a well-
run financial business as well as a public sector 
company.

We have also prepared a new set of values for 
KommuneKredit that reflect the strengths and 
culture of our association while highlighting the 
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conduct required of executives and employees to sup-
port our mission, vision and strategy. 

The values are: 
Capable
Solution-driven
Responsible
Inclusive

These values underpin KommuneKredit’s readiness to 
serve its clients, to cooperate and to change. 

ISSUANCE OF GREEN BONDS TO  
FUND SUSTAINABLE LOANS
In May 2017, KommuneKredit launched its inaugural 
green bond issue for EUR 500 million. Proceeds from 
the issue have been allocated to the funding of environ-
mental and climate-related investments in local Danish 
communities in the areas of water and wastewater 
management, district heating, energy efficiency and 
clean public transport.

With this new type of green financing for municipalities, 
regions and utilities, KommuneKredit will help increase 
focus on the environmental and climate improvements 
that are enabled through investing in local communities 
across Denmark. The inaugural bond issue covered 128 
green projects, including water purification in Svend-
borg and district heating on the island of Bornholm.

In connection with the green bond issue, Kom-
muneKredit laid down specific guidelines which the 
underlying green investments must observe. The guide-
lines are in accordance with the global principles pre-

pared by the International Capital Market Association, 
which defines benchmarks for green bond principles.

KommuneKredit’s green bond guidelines contain e.g. 
the criteria to be met by the green investments. In 
general, the investments must contribute to reducing 
carbon emissions or to reducing energy consumption. 
Another general requirement is that energy use is 
based on non-fossil resources.

STAYING ABREAST OF DEVELOPMENTS
On 23 November 2017, the Danish government signed 
an agreement with the mortgage-credit institutions 
on changes to the financing of loans in the subsidised 
housing sector. As part of the agreement, Kom-
muneKredit will still finance municipal housing for the 
elderly, which amounted to DKK 25 billion at the end of 
2017, though the state may opt to buy the underlying 
bonds. 

In its “Comprehensive Plan”, the government retained 
its proposed utilities strategy with the aim of en-
hancing efficiency in the Danish utilities sector. The 
proposal included a principle of exposing the public 
utilities sector to more competition, which may affect 
Kommune Kredit’s opportunities for continued financing, 
depending on factors such as the future organisation 
and ownership structure in the utilities companies. 
KommuneKredit’s lending to the utilities sector has the 
highest impact in rural areas when taking into account 
population density.

One example is the extension of the district heating 
network on the island of Bornholm, where Kom-

muneKredit’s financing has been highlighted as a pre-
condition for the green transition.

KommuneKredit has no particular view on the future 
structure of the Danish utilities sector. We focus on 
continually adjusting our business to ever-changing 
market conditions in order to remain client-orientated, 
ready for change and cost-efficient.

ELECTION OF BOARD MEMBERS
Members of KommuneKredit’s Board of Directors are 
elected by the member municipalities and member 
regions for a term of four years. Election of members 
to the Board of Directors will be held in spring 2018 for 
the period from 1 June 2018 to 31 May 2022.

NEW MANAGING DIRECTOR
The Board of Directors of KommuneKredit has appoint-
ed Henrik Andersen as Managing Director to replace 
Johnny Munk, who decided to retire at the end of the 
year. Henrik joins us from a position as Head of Group 
Treasury at Saxo Bank and will contribute with compe-
tencies which I believe are highly relevant for Kom-
muneKredit's continued development.

Copenhagen, 2 March 2018
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 AT A GLANCE

KommuneKredit has been providing funding to Danish 
local authorities since 1899. KommuneKredit is a steady 
and stable partner.

That steadiness is founded on KommuneKredit’s structure as an associa-
tion in which all Danish local authorities are jointly and severally liable for 
KommuneKredit’s obligations.

Steadiness is also reflected in the association’s low risk appetite, prudent 
risk management and strong financial position. 

KommuneKredit’s stability is demonstrated by having provided a link 
between client financing requirements and investors for more than a 
century. 

KommuneKredit has been assigned the highest rating from both Stand-
ard & Poor’s and Moody’s, in line with the rating for the Danish govern-
ment. This enables KommuneKredit to obtain funding at low interest 
rates and lend to its clients at a modest margin. The association is not 
profit driven. 

KommuneKredit plays an important part in society by creating financial 
latitude for local communities across Denmark.

KommuneKredit operates under a special legislative Act and is subject to 
supervision by the Danish Ministry for Economic Affairs and the Interior.

KOMMUNEKREDIT IS 
STEADY AND STABLE

HIGHEST INTERNATIONAL CREDIT RATING

KommuneKredit is rated by Standard & Poor’s and 
Moody’s. The outlook is stable.

KommuneKredit’s issues are 
placed in the highest liquidity 
category in the LCR Delegated 
Act.

LO

NG-TERM DEBT:

AAA/ 
Aaa

SH
ORT-TERM DEBT

A-1+/ 
P-1

LCR:

HQLA
Level 1 assets

DKK 174 billion
In 2017, total lending amounted to DKK 174 
billion, while profit before value adjustments 
and tax totalled DKK 511 million.

70 employees
The association had 70 employees at the end of 
2017 and is based in Copenhagen.

0%
There is a risk weight of 
0% when investing in 
KommuneKredit’s issuances.

41%
KommuneKredit has a total 
capital ratio of 41 and a strong 
liquidity position.

3.3%
The equity ratio at year-end 
was consistent with the 
Board of Directors’ minimum 
target of 3%.
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JOINT AND SEVERAL LIABILITY FOR 
ALL KOMMUNEKREDIT’S LIABILITIES

FUNDING
KommuneKredit’s lending is financed by 
the issue of securities in the Danish and 
international capital markets. 

JOINT AND SEVERAL LIABILITY
KommuneKredit’s members are Denmark’s 
98 municipalities and 5 regions, and the 
association thus represents the entire Danish 
population. The members are jointly and 
severally liable for all KommuneKredit’s 
liabilities. That is the members’ musketeer 
oath where everyone is obligated – one for all 
and all for one.

KOMMUNEKREDIT IS A LINK
KommuneKredit acts as a steady and 
stable link between local lending and 
global funding.

 AT A GLANCE

KommuneKredit plays an important role in society by creating 
a financial foundation for local communities in Denmark.
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KEY FIGURES AND 
FINANCIAL RATIOS

DKKm 2017 2017 2016 2015 2014 2013

 EUR DKK DKK DKK DKK DKK

KEY FIGURES      
Net interest income  85  634 656 674 450 503
Administrative expenses  -17  -123 -106 -96 -95 -96
Profit before value adjustments of financial instruments  69  511 550 578 355 407
Value adjustment of financial instruments  16  117 89 -451 -17 -75
Tax on profit for the year  -19  -138 -141 -23 -84 -53
Comprehensive income for the year  66  489 497 103 249 279
      
Lending and leasing  23,311  173,580 168,589 157,693 152,085 142,711
Securities portfolio   5,688  42,361 34,049 33,983 32,376 31,709
Assets  29,887  222,564 223,938 213,199 201,413 184,239
Debt securities issued  27,145  202,145 202,642 193,382 182,033 167,404
Equity  985  7,333 6,844 6,347 6,244 5,995
      
ACTIVITIES DURING THE YEAR      
Lending and leasing, net additions in nominal value  
(net new lending)  674  5,022 8,998 7,273 6,835 9,627
Lending and leasing, gross additions in nominal value  3,801  29,835 31,113 30,517 28,752 31,583
Debt securities issued, gross additions in nominal value  9,585  71,379 85,963 102,462 66,190 91,299
      
CAPITAL STRUCTURE      
Total risk exposure amount (REA)*  2,356  17,544 7,393 7,766 6,829 10,388
Common Equity Tier 1 (CET1) capital  985  7,333 6,844 6,347 6,244 5,995
Capital base  956  7,121 6,324 6,195 6,153 5,995
Capital ratio*  41  41 86 80 90 58
Equity ratio (%)  3.3  3.3 31 30 31 3.3
      
SELECTED FINANCIAL RATIOS      
Losses on lending and leasing 0 0 0 0 0 0
Expenses/assets (%) 0.06 0.06 0.05 0.05 0.05 0.05
Net interest income/assets (%) 0.28 0.28 0.29 0.32 0.22 0.27
Liquidity resources (%) 20 20 16 18 17 18
      
Number of full-time employees 70 70 66 62 62 58

Key figures and financial ratios have been calculated in accordance with “Recommendations & Financial Ratios 2015” issued by the Danish Finance Society.
Exchange rate at 31.12.2017: EUR 100 = DKK 744.69. The format is unchanged from last year.
* The figures are not directly comparable over time because the format has been changed.

ASSETS AND EQUITY RATIO 
2013-2017

 Assets  Equity ratio

NET INTEREST INCOME AND 
ADMINISTRATIVE EXPENSES  
2013-2017

 Net interest income 
 Administrative expenses

› KEY FIGURES AND FINANCIAL RATIOS
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 THE DANISH ECONOMY

KOMMUNEKREDIT AND DENMARK

All Danish local authorities are jointly and severally liable for KommuneKredit’s 
liabilities. This is the main reason for KommuneKredit’s high credit rating.

KommuneKredit provides lending and finance leases 
to Danish municipalities and regions. KommuneKredit 
is governed by Act No. 383 dated 3 May 2006 on the 
Credit Institution for Local and Regional Authorities in 
Denmark (lov om kreditforeningen af kommuner og 
regioner i Danmark). Section 5 of the act stipulates that 

members of KommuneKredit are jointly and severally 
liable for all of KommuneKredit’s liabilities. 

Denmark’s 98 municipalities and 5 regions are all 
members of KommuneKredit. Thus, KommuneKredit has 
close ties to the Danish municipal and regional sector.

KOMMUNEKREDIT’S RATING IS IN LINE WITH THAT  
OF THE CENTRAL GOVERNMENT
KommuneKredit has been assigned the highest possible 
rating by the international rating agencies Standard & 
Poor’s and Moody’s Investor Service: AAA and Aaa, re-
spectively. This is in line with the credit rating assigned 
to the Danish state. 

The arguments supporting the credit rating are: 
 ▪ the robustness of the Danish economy
 ▪ the municipalities’ and regions’ strong position in 

the Danish economy
 ▪ the strict regulation of the public sector
 ▪ the members’ joint and several liability for all of 

KommuneKredit’s liabilities. 

Another factor is KommuneKredit’s important role in 
the economy as main provider of funding to the Danish 
local authorities. 

DANISH ECONOMY CONTINUES TO EXPAND
The Danish economy is characterised as being strong 
and competitive. Danish society is based on high 
institutional efficiency, mature political and institution-
al frameworks that encourage fiscal discipline and a 
relatively low national debt. 
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HISTORICAL RATINGS OF THE DANISH CENTRAL GOVERNMENT AND KOMMUNEKREDIT
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 THE DANISH ECONOMY

Denmark has been a member of the EU since 1973, but 
has opted out of the single currency, the euro (EUR), 
which means that the currency in Denmark is the krone 
(DKK).

Macroeconomics 2016  DK EU

GDP real growth  2.0% 1.8%

Consumer prices  0.3% 0.2%

Unemployment  4.2% 9.3%

Government budget balance as % of GDP -0.6% -1.5%

EMU debt as % of GDP  37.7% 82.9%
Source: Eurostat

The Danish economy is currently in a phase of positive 
economic growth, low unemployment and low inflation. 
The greatest challenge lies in obtaining sufficient labour 
to maintain the economic upswing in the coming years.

MUNICIPALITIES AND REGIONS ARE KEY TO THE 
DANISH WELFARE SOCIETY
Denmark has one of the most decentralised public 
sectors in the world, with public sector tasks divided 
between the central government, municipalities and 
regions. 

Municipalities attend to most of the tasks directly relat-
ed to citizens and are responsible for most of the public 
services offered by the Danish welfare system. Mu-
nicipal responsibilities include schools, elder care, day 
care facilities for children and young people, employ-
ment-creating measures, social integration of margin-
alised people, roads, the environment, culture and the 

LOCAL GOVERNMENT SECTOR KEY TO 
THE DANISH WELFARE SOCIETY

GOVERNMENT
Foreign policy, defence, police, universities, larger roads, 

railways, supervision and equalisation.

Strong tax foundation with unlimited right to collect taxes 
on income and properties.

98 MUNICIPALITIES
Day care facilities for children and young 

people, elder care, schools, public transport, 
utilities, environment and employment.

The municipalities and regions are responsible for 
most of the services offered by the Danish welfare 

society.

5 REGIONS
Hospitals and healthcare,  

regional development and specialised  
social institutions.

Municipalities and regions are defined by law and 
their right of self-government is set out in the Danish 

constitution and other legislation.

Expenses incurred by the local government sector 
account for half of the total public expenditure and 

about 28% of GDP.
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arts and preventive healthcare services. Municipalities 
are also responsible for providing various utility services 
to citizens, such as water supplies and heating. 

The regions are responsible for tasks which are best 
undertaken decentralized but which also require a 
larger catchment population than that represented by 
the municipalities. The regions’ responsibilities include 
hospitals, regional development, participation in region-
al public transport companies, and specialised social 
institutions. Municipal and regional expenditure ac-
counted for 28% of Denmark’s gross domestic product 
(GDP) in 2016. The municipalities and regions combined 
represent more than half of total public expenditure.

CENTRAL GOVERNMENT BEARS THE RISK 
ASSOCIATED WITH ECONOMIC TRENDS
Income taxes represent the principal source of income 
for municipalities and account for more than half of 
total municipal funding. Municipalities are also funded 
through block grants and central government reim-
bursements as well as user fees and property taxes that 
are set by the individual municipalities.

As a general rule municipalities have to finance their 
own capital expenditure from their current income 
without raising loans. However, they may raise loans 
for a number of purposes permitted by the Ministry for 
Economic Affairs and the Interior. The Danish munici-
palities’ debt-to-equity ratios are low in an international 
perspective.

Regional funding consists of government grants and 
municipal contributions and charges.

Denmark has a very extensive economic equalisation 
system. Equalisation of local government resources 
comprises the tax base as well as the service expendi-
ture and aims at ensuring consistency in the ability to 
render a given service in all Danish municipalities.

The overall economy of the municipalities is not affect-
ed by economic cycle setbacks, as central government 
bears the risk associated with general economic trends. 
Municipalities receive compensation for higher expend-
iture related to transfer payments and reduced tax 
revenues caused by an economic slowdown.

It has been decided by court order that Danish munici-
palities cannot file for restructuring proceedings, as it is 
the responsibility of the supervisory authority to ensure 
that a municipality can meet its financial obligations.

Throughout KommuneKredit’s history, no munici-
pality or region has defaulted on a loan. The Danish 
municipalities and regions are characterised by high 
creditworthiness, which is expressed in a CRR/CRD IV 
risk weight of 0%. The risk weight is used to calculate 
banks’ capital requirements, and a risk weight of 0% 
means that municipalities and regions belong to the 
most secure category, in which no losses are expected.

MINISTRY SUPERVISION
The Ministry for Economic Affairs and the Interior is 
the ultimate supervisory authority in respect of local 
authorities. Supervision ensures that local authorities 
can at all times meet their obligations.

The same ministry supervises KommuneKredit.

BUDGET FOR THE MUNICIPALITIES’ INCOME BASE 2017

 Taxes
  Block grants and 
refunds

  Operating income 
and income from 
capital expenditure

63%

23%

14%

BUDGET FOR THE REGIONS’ INCOME BASE 2017

  Block grants and 
refunds

  Operating income and 
income from capital 
expenditure

   Charges from 
municipalities

74%

15%

11%

 THE DANISH ECONOMY

KOMMUNEKREDIT'S WEIGHTED MARKET SHARE  
FOR LOCAL AUTHORITIES
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 STRATEGY

2022 STRATEGY FOCUSED  
ON CLIENTS AND INVESTORS
KommuneKredit has grown during the past many years, both in terms of its balance 
sheet and employee headcount, and the institution has developed into an advanced 
financial enterprise. With its 2022 Strategy, KommuneKredit is completing its transition 
to a modern business that complies with the standards and requirements for a well-run 
financial business as well as a public sector company.

The 2022 Strategy has a five-year timeframe, allow-
ing KommuneKredit to define targets without undue 
time pressure. The strategy does not detail everything 
that should happen at KommuneKredit in the next five 
years, but rather expresses priorities and direction. The 
strategy will regularly be reviewed in order to adjust the 
priorities and direction as necessary due to changes in 
external factors, etc. 

The strategy has three focus areas:
 ▪ Client relationships 
 ▪ Steady and stable 
 ▪ Professionalisation 

KommuneKredit must always deliver tailored and rele-
vant client services. KommuneKredit must endeavour 
to achieve the optimum combination of personalised 
services and client involvement so clients and investors 

perceive KommuneKredit as flexible, trustworthy, trans-
parent and accessible. 

KommuneKredit must continue to be a steady and 
stable link between the Danish local authorities and the 
capital markets. It is also important that KommuneKred-
it consistently incorporate “steady and stable” into its 
day-to-day procedures. KommuneKredit must be able 
to stand on its own two feet – even in adversity – with-
out becoming unduly cautious. 

Professionalisation is about how employees perform 
their duties towards clients, business partners and 
colleagues in all fields of work and business areas of 
KommuneKredit. This calls for efficient processes and 
high-quality work in compliance with all requirements 
and standards.

KOMMUNEKREDIT’S STRATEGY
The 2022 Strategy expresses KommuneKredit’s priorities 
and direction for the next five years. The strategy will reg-
ularly be reviewed and adjusted to reflect the conditions 
under which our clients and investors operate.
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In each of these focus areas, specific initiatives have 
been identified for implementation. The results of these 
endeavours were already visible in 2017, especially 
with respect to professionalisation, as the fields of 
operational risk, financial controlling, public affairs, CSR 
and IT were strengthened. KommuneKredit has also 
increased its total liquidity resources, and green bonds 
were issued to fund sustainable loans.

The IT strategy is a component of the 2022 Strategy 
and must support steady and stable everyday opera-
tions for our business. Several processes were digitised 
in 2017, including the option of signing lease contracts 
digitally. The design of our website has been updated – 
a process that will continue in 2018.

VALUES
KommuneKredit has updated its core values as a foun-
dation for the 2022 Strategy. The core values should 
function as KommuneKredit’s compass in its relations 
with the outside world and for the choices we make 
going forward. 

The values reflect the strengths and culture of our as-
sociation while highlighting the conduct that executives 
and employees should display to support our mission, 
vision and strategy. 

The values of Competent, Solution-driven, Responsible 
and Inclusive underline KommuneKredit’s readiness for 
change and for doing what it takes to deliver the best 
possible solutions to our clients and investors.

 STRATEGY

MISSION
KommuneKredit must create financial 
latitude for Danish local authorities by 
providing funding and financial advice 

at the lowest possible cost. 

VISION
We want to be the best funding choice 
for our clients, regardless of the given 

conditions. 

We want to be contemporary, efficient and 
engaged, while focusing on high quality, 

steadiness and stability.

The values are defined as follows:

Competent 
“At KommuneKredit we are good at employing our 
professional skills and specialist knowledge to create 
value for our clients. We stay abreast of developments 
and continually upgrade our skills so our partners and 
clients consider us a competent and professional spar-
ring partner.”

Solution-driven 
“At KommuneKredit we are good at driving processes 
effectively and reaching our goals. We are ready to 
adapt our methods and solutions if they don’t have the 
intended effect. We take a holistic approach and strive 
to simplify where possible.” 

Responsible 
“At KommuneKredit we get the job done and think 
long-term and of our clients. We should always be able 
to defend our actions and strive to be as transparent as 
possible in our way of doing things.” 

Inclusive 
“At KommuneKredit we want the best for each other 
and to bring out the best in our colleagues – to the 
benefit of our clients and business partners. We are 
open to change, and we’re good at incorporating each 
other’s knowledge in order to form a whole. We respect 
a decision when it’s made, and once the course is set 
we follow and support it.” 
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CAPITAL MARKETSDENMARK

 STRATEGY

KOMMUNEKREDIT’S BUSINESS MODEL

KommuneKredit acts as a steady and stable link between 
the capital markets and the Danish local authorities' 
financing requirements.

THE STRATEGY SUPPORTS 
THE BUSINESS MODEL
KommuneKredit’s business model 
is based on the idea that local 
authorities are more creditworthy 
collectively than individually. The 
joint and several liability makes it 
possible, via KommuneKredit, to 
obtain attractive funding, which 
– at a modest margin – is lent 
on to Danish local authorities. 

A simple business model and 
prudent risk management allows 
KommuneKredit to avoid expensive 
intermediary processes and to pass on 
attractive funding terms to Danish local 
communities. 

Regardless of developments in the financial 
markets, the business model has ensured attractive 
funding opportunities for local authorities, while 
KommuneKredit has year after year been able to 
report a stable profit before value adjustments and 
tax.

JOINT AND SEVERAL LIABILITY

DANISH WELFARE MODEL

Local authorities

Companies
with a municipal 

guarantee

Diversified 
funding

Liquidity resources

Low market risk 
appetite

Low credit risk
appetite

Low liquidity risk 
appetite

CLIENT 
STRATEGY

LENDING 

FUNDING 
STRATEGY

FUNDING 

 
RISK 

STRATEGY

MATCHING OF
FUNDING AND 

LENDING

STEADY AND STABLE EARNINGS

15 ›  ANNUAL REPORT 2017KOMMUNEKREDIT  ›



LOCAL  
DEVELOPMENT 
AND GROWTH 
ON SAMSØ
KommuneKredit financed the reconstruction of 
the ports of Sælvig and Hou. The project has had 
great importance for the local community on the 
island of Samsø.

 CASE: SÆLVIG AND HOU FERRY PORTS

CASE SAELVIG OG HOU



FACTS:
CLIENT: Municipality of Samsø

CONSTRUCTION PERIOD:  
Startup 2014

LOAN FINANCING:  
DKK 54.1 million

LOAN PRODUCT: The project is 
financed by way of a construction 
credit facility during the 
construction phase, of which DKK 
45.8 million has been converted 
to a fixed-rate loan with a base 
rate, which will be repaid over 25 
years.

Since 2014, Samsø Rederi, a municipal shipping line 
based on Samsø, has handled the route between 
the ports of Sælvig and Hou. The shipping line put 
a newly built and larger ferry, Prinsesse Isabella, 
into service in March 2015. The new ferry increased 
the vehicle capacity on the route from 90 to 
160 cars. The ferry, which was also financed by 
KommuneKredit, runs on liquid natural gas, which 
contributes to reducing carbon emissions.

The new ferry required the ferry ports of Sælvig and Hou to be extended. 

The reconstruction of Sælvig Færgehavn expanded the port area by 
more than 10,000 sqm providing space for 160 vehicles in the embar-
kation waiting lanes, two disembarkation lanes from the ferry and 90 
new parking spaces. At the same time, the ferry berths in both ports 
were rebuilt to accommodate the new ferry. Investments were made in 
ramps, fender systems and automated mooring systems. 

Søren Stensgaard, head of technical management at Samsø Kommune, 
says that the extension of the ferry ports of Sælvig and Hou has a 
great significance for local communities. “Good connections to the 
mainland are supportive of local development and growth,” he says. 
“Decades of population decline have completely stopped, and it looks 
like more people may come and live on Samsø – and improved trans-
port connections to and from the island are a critical factor here,” he 
continues.

 CASE: SÆLVIG AND HOU FERRY PORTS

KommuneKredit’s financing has been crucial for the 
project, according to Alexander Janz, head of finance at the 
municipality. ”We selected KommuneKredit because they 
guaranteed a very low, fixed rate of interest, and right from 
the start they were also a very good partner in terms of 
financing opportunities.” 

FOR ADDITIONAL INFORMATION: 
Jette Moldrup,  
Head of Lending 
jem@kommunekredit.dk
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KOMMUNEKREDIT IS THE BEST 
FINANCING CHOICE

 LENDING

There is still considerable interest in green investments 
in the local government sector.

KommuneKredit provides 
funding to local authorities. 
Moreover, KommuneKredit may 
provide lending to companies 
and institutions undertaking a 
municipal task if one or more 
members of KommuneKredit 
puts up a guarantee in respect 
of the principal of the loan.

LENDING AND FINANCIAL LEASING 
Loans to municipalities and regions accounted for more 
than half of KommuneKredit’s total lending and leasing 
activities at the end of 2017. Loans to municipalities 
and regions in 2017 were granted for many purposes, 
including energy-saving initiatives, climate proofing, 
hospital equipment and residential care facilities. 

The remainder of the loans were provided to companies 
or institutions which undertake municipal or region-
al tasks. Such borrowers include local associations 
serving social, sports or cultural purposes or companies 
providing services related to the municipal responsibil-
ity to provide services such as waste and waste water 
management and the production of drinking water.

› See the case story: Sortebakkehallerne

Net new lending fell from DKK 9.0 billion in 2016 to DKK 
5.0 billion in 2017. The decline in net new lending was 
due to an increase in the overall liquidity in the munici-
palities in 2017, among other factors. Many municipal-
ities opted to defer scheduled borrowings or to make 
extraordinary payments on loans and credit facilities. 
This way they avoided paying interest on bank deposits. 
The 2017 local elections are also believed to have had 
an impact on the lower net new lending, as the same 
tendency was seen in connection with the 2013 local 
elections.

In 2017, the nominal gross increase in lending and 
leasing – new loans paid out – totalled DKK 29.8 billion, 
against DKK 31.1 billion in 2016. The smaller gross 
increase was due to factors such as lower net new 
lending in 2017 than in 2016. 

›  See the case story: Sælvig and Hou ferry ports

LENDING CRITERIA
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 LENDING

CLIENT NEEDS COME FIRST

KommuneKredit provides funding for projects whose implementation 
is determined on the basis of democratic processes. Specifically, this 
means that the Danish parliament or the minister must have allowed 
the possibility of borrowing funds for the purpose and that local or 
regional support for the investment has been established.

CASE: NEW SPORTS CENTRE

City council approves 
the erection of a 

sports centre

The borrower 
contacts 

KommuneKredit with 
a loan request

Loan application is 
processed

Advice on and 
selection of loan

Establishment of loan

1 2 3 4 5

IS THE CLIENT 

QUALIFIED TO RAISE 

A LOAN?

 Municipality

 Region

  Association of local 

authorities

  Entities with a 

municipal guarantee

DOES THE PURPOSE QUALIFY FOR A LOAN?
  EU state subsidy rules 

  Rules on municipal and regional borrowing
  Relevant sector legislation

 KommuneKredit builds its activities 
on the sound Danish principle that 
local communities are stronger when 
we come together in an association in 
which members have joint and several 
liability. KommuneKredit provides loans 
to local construction projects on equal 
terms and conditions irrespective 
of location; we do not discriminate 
according to post code.”

Erik Nielsen
Chairman of the Board of Directors
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INCREASING NUMBER OF GREEN INVESTMENTS
There is still considerable interest in green investments 
in the local government sector. KommuneKredit intends 
to support client focus on environmental and climate 
improvements. Accordingly, KommuneKredit has laid 
down guidelines for when to label an investment a 
green investment. For example, investments may 
contribute to reducing carbon emissions or to reducing 
energy consumption. 

KommuneKredit’s green committee approves green 
investment projects. The approved projects are within 
the areas of water and wastewater management, ener-
gy efficiency, environmental and climate adjustments, 
non-fossil fuel district heating and public transport.

In 2017, the committee approved 165 green projects 
with an investment sum totalling DKK 11.6 billion. The 
projects concerned district heating, sustainable water 
and wastewater management and public transport.

CLIENT SATISFACTION
In a client satisfaction survey carried out in late 2017, 
Danish municipalities and regions assessed Kom-
muneKredit’s advisory quality, service and digital tools. 
More than 300 local government employees were asked 
to fill in a questionnaire, and satisfaction averaged 8 
out of 9 possible points.

 LENDING

TOTAL LENDING AND LEASING BY BORROWER

 Municipalities
 Regions
 Other

49%

39%

12%

NUMBER OF GREEN LOANS BY PURPOSE

 District heating
 Public transport
  Water and waste 
water management

1%
84% 15%

DEVELOPMENT IN NET NEW LENDING
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KOMMUNEKREDIT FUNDS 
MANY PUBLIC PURPOSES

SCHOOL

HOUSING FOR 
REFUGEES

CITY  
MUSEUM

CITY BUSREFUSE COLLECTIONLIGHT RAIL

MEDTECH  
EQUIPMENT

SPORTS 
CENTRE

IT 
EQUIPMENT

SOLAR COLLECTOR 
SYSTEMS

RESIDENTIAL 
CARE FACILITIES

ENERGY SAVINGS

COASTAL 
PROTECTION

CLIMATE 
PROOFING

LOCAL FERRYFIRE ENGINEAMBULANCE

SWIMMING 
CENTRE

WASTE WATER 
PLANTS

WATER DISTRIBUTION

DISTRICT HEATING 
SUPPLY PLANTS

DISTRICT HEATING 
DISTRIBUTION

ENERGY-SAVING  
LED STREET LIGHTS

WASTE INCINERATION 
INCLUDING HEAT UTILISATION

Lending covers many different local projects in Danish society, including many green 
investments as well as an expansion and improvement of the infrastructure.

HOUSING FOR  
THE ELDERLY

WATER SUPPLY 
PLANTS

 LENDING
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GREEN ISSUANCE AND MORE ACTIVE 
MANAGEMENT OF FUNDING

 FUNDING

The new green bond will expand KommuneKredit’s investor base, while 
active asset-liability management provides attractive opportunities for 
investors and enhanced liquidity risk management for KommuneKredit.

KommuneKredit sources funding primarily through the 
issue of bonds in international capital markets, but we 
also issue bonds on Nasdaq Copenhagen.

The bond issues are diversified across different markets, 
currencies and products. Market and product diversifi-
cation helps ensure stable financing opportunities. At 
the same time, KommuneKredit can issue bonds in the 
markets where it is relatively cheapest.

KommuneKredit mainly issues floating-rate and fixed-
rate bonds, but to some extent also structured bonds, 
for which the return depends on developments in 
factors such as interest rates, exchange rates or equity 
indices. 

KommuneKredit carries out major public bond issues, 
but also offers private placements matching the specific 
needs of individual investors. The type of bonds issued, 
and whether they are floating-rate or fixed-rate issues, 
is driven primarily by investor needs.

ACTIVE ASSET-LIABILITY MANAGEMENT  
AND BUYBACKS
KommuneKredit actively manages the composition of 
its balance sheet and the maturity profile of issued 
bonds in order to manage its liquidity risks and ensure a 
survival horizon in a stressed scenario. This is achieved 
by sourcing new funding and buying back bonds al-
ready issued.

KommuneKredit completed several public bond issues in 
2017, including six benchmark issues in USD and EUR. 
This was a continuation of the trend in 2016 with a 
growing proportion of public issues and only to a small 
extent private placements. 

In 2017, there was an increase in the issuance of bonds 
with longer maturities than previously. Also, Kom-
muneKredit opted not to issue very short bonds or 
callable bonds.

THE YEAR’S FUNDING BY CURRENCY

 USD
 EUR
 DKK
 BRL
 NOK
 AUD
 MXN
 Other

48%

1%
3%

29%

4%

11%

1%
3%

THE YEAR’S FUNDING BY MARKET

INVESTOR DISTRIBUTION FOR  
BENCHMARK ISSUES IN 2017

 Denmark
 Europe
 Americas
 Asia
  Africa and the  
Middle East

  Banks and treasury 
departments

  Central banks  
and public institutions

 Asset managers
  Corporations and  
pension funds

  Insurance companies 
and similar

67%

44%

16%

39%

13%

4%

1%

13% 0%

3%
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In November 2017, KommuneKredit carried out its first 
combined offer of new benchmark notes in USD and a 
simultaneous offer to buy back two existing benchmark 
issues denominated in USD due to mature in Janu-
ary and March 2018, respectively. The offer was well 
received by investors, and KommuneKredit sold new 
bonds for USD 1 billion. On the same occasion, Kom-
muneKredit bought back bonds for USD 224 million.

KommuneKredit also expects to actively use this ap-
proach in the future to manage the maturity profile of 
its overall funding while offering investors the opportu-
nity to shift into new bonds with longer maturities.

INAUGURAL GREEN BOND
In May 2017, KommuneKredit launched an inaugural 
green bond, which was a EUR 500 million 10-year issue. 
The bond issue will fund environmental and climate-re-
lated investments in local Danish communities in the 
areas of water and wastewater management, district 
heating, energy efficiency and clean public transport.

The issuance of green bonds also cater to the invest-
ment need among investors with a green investment 
strategy, allowing KommuneKredit to expand its inves-
tor base.

INVESTORS
In 2017, public issues were widely sold to central banks, 
public institutions and banks. With respect to the green 
bond launch, 76% was sold to investors with a dedicat-
ed green investment profile, including banks, central 
banks, public institutions and portfolio managers.

 FUNDING

FUNDING REQUIREMENT AND STRATEGY FOR 2018
In order to cover its funding requirement for loans to 
municipalities, regions etc. and to maintain appropriate 
liquidity resources, KommuneKredit expects to raise 
long-term and medium-term funding for DKK 45-60 bil-
lion in 2018. The total funding requirement is expected 
to amount to roughly DKK 80 billion.

The funding strategy for 2018 will still be to diversify 
KommuneKredit’s bond issues across different markets, 
currencies and products to ensure stable access to 
funding. Over the course of the year, KommuneKredit 
expects to issue 5-7 benchmarks in EUR and USD, of 
which 1-2 will be green bonds. In addition to these 
issues, KommuneKredit will still seek to accommodate 
specific investor needs through private placements.

LIQUIDITY RESOURCES 
KommuneKredit is authorised by the supervisory 
authority to raise additional funding at a maximum of 
25% of total lending.

At the end of 2017, liquidity resources accounted for 
20% of lending. 

Liquidity resources provide flexibility so that bonds can 
be issued during periods of favourable funding condi-
tions in the market. Liquidity resources also ensure sta-
bility so that KommuneKredit can continue to provide 
lending during periods when funding opportunities are 
less favourable. Liquidity resources are invested in low-
risk, highly liquid bonds.

 The funding strategy for 2018 will 
still be to diversify KommuneKredit’s 
bond issues across different markets, 
currencies and products to ensure 
stable access to funding.”

Eske Hansen
Head of Funding and Treasury
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 FUNDING

BOND ISSUES IN 2017 BY MARKET AND MONTH

JANUARY JULYFEBRUARY AUGUSTMARCH SEPTEMBERAPRIL OCTOBERMAY NOVEMBERJUNE DECEMBER

USDm 1,000

EURm 1,000

BRLm 440
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2,313
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4,480
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4,849
DKKm

8,578
DKKm

2,733
DKKm

1,153
DKKm

16,399
DKKm

6,243
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-
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100
DKKm

189

BRLm 1,956

BRLm 690

DKKm 1,825
DKKm 16 DKKm 59 DKKm 82

USDm 470
USDm 270

USDm 780

EURm 100

MXNm 1,600

MXNm 1,900

MXNm 1,500
USDm 370
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DKKm 11
ZARm 100
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DKKm 45

USDm 1,000
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AUDm 50

Nasdaq Copenhagen
ECP
Private placement
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Kangaroo

The chart shows the size of 
the issues relative to each 
other (translated into DKK)
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HIGH-QUALITY 
LIQUID ASSETS
The relationship between KommuneKredit as a bond 
issuer and the Crédit Agricole Group as an investor 
spans many years. Eske Hansen, KommuneKredit’s 
Senior Vice President and Head of Funding and 
Treasury, recently interviewed Laurent Cote, Crédit 
Agricole S.A.’s Head of Treasury, to find out more 
about their interest in KommuneKredit and shed 
some light on the future investment strategy of the 
firm.

 CASE: CRÉDIT AGRICOLE

CASE - CREDIT AGRICOLE



INVESTOR FACTS:
INVESTOR: Laurent Cote, 
Managing Director, 
Head of Treasury,  
Crédit Agricole S.A.

HEADQUARTER:  
Montrouge, France

SIZE OF THE PORTFOLIO (AUM): 
EUR 119bn HQLA portfolio for 
Crédit Agricole Group

MISSION: The treasury of Crédit 
Agricole S.A. manages the liquid-
ity portfolios on behalf of the 
Crédit Agricole Group

ESKE: WHAT IS THE ROLE OF THE CRÉDIT AGRICOLE S.A. 
TREASURY?
LAURENT: The treasury of Crédit Agricole S.A., also commonly 
referred to as “CASA”, manages the main liquidity (LCR) port-
folios on behalf of the entire Crédit Agricole Group. 

In addition, we act as advisors to the 39 Regional Banks which 
in turn constitute the Crédit Agricole Group.

ESKE: HAS THE CRÉDIT AGRICOLE GROUP TREASURY 
INVESTED IN KOMMUNEKREDIT BONDS?
LAURENT: We consider KommuneKredit a strong AAA-rated 
issuer which is the closest proxy to Danish sovereign risk. The 
fact that you have had no loan defaults in more than 100 
years of operation is testament to this. As such, we perceive 
KommuneKredit as a steady and stable investment proposition.

ESKE: COULD YOU PLEASE SHARE INFORMATION ON 
YOUR INVESTMENT APPROACH, PARTICULARLY FOR 
THE SOVEREIGN, SUPRANATIONAL AND AGENCY BOND 
MARKET?
LAURENT: Our LCR liquidity portfolio has the objective of 
maintaining the required level of high quality liquid (HQLA1) 
assets held within the Group Treasury. That is the reason why 
we turn to the Sovereign, Supranational and Agency market 
for investments.

ESKE: DOES THIS STRATEGY INCLUDE INVESTMENTS IN THE 
LOCAL GOVERNMENT SECTOR, SUCH AS KOMMUNEKREDIT? 
IF SO, WHAT ATTRACTS YOU TO THESE AGENCY BONDS? 
LAURENT: Indeed, our strategy targets the top rated AAA-is-
suers who classify as HQLA1, but with a good liquidity and an 
acceptable return on investments. KommuneKredit’s excep-

tional asset quality ticks all the necessary boxes and fits this 
strategy perfectly.

ESKE: IN MAY 2017, KOMMUNEKREDIT ENTERED THE 
GREEN BOND MARKET BY ISSUING ITS INAUGURAL 
10-YEAR EUR 500MN GREEN BOND. DOES THE CREDIT 
AGRICOLE GROUP TREASURY APPLY AN ESG INVESTMENT 
STRATEGY?
LAURENT: Yes. In fact the Crédit Agricole Group Treasury was 
one of the first bank treasuries to enter the Sustainability Bond 
market. In 2015 we also made a public statement committing 
EUR2bn of investments into this market. 

ESKE: LASTLY, ARE YOU ABLE TO REVEAL ANY CHANGES 
TO THE TREASURY’S FIXED INCOME AND ESG INVESTMENT 
STRATEGY FOR 2018?
LAURENT: As with every large investor, we will be following 
the various macroeconomic developments and monetary 
policy changes very closely. The potential end to the Europe-
an Central Bank’s public sector purchase programme (PSPP) 
could, for example, be a game changer.

As for the Group’s ESG investment strategy, we believe this 
market will continue to grow significantly. We are currently 
redefining our strong support to this market.

 CASE: CRÉDIT AGRICOLE

FOR ADDITIONAL INFORMATION: 
Eske Hansen,  
Head of Funding and Treasury 
eha@kommunekredit.dk
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 RISKS

LOW RISK, HIGH LEVEL OF SECURITY

KommuneKredit must continue to be a steady and stable link between the Danish 
local authorities and investors. Accordingly, the association assumes the lowest 
possible risk. In 2017, the Board of Directors adopted a new liquidity risk framework.

KommuneKredit is exposed to a number of risks which 
are identified, controlled and mitigated on an ongoing 
basis to match KommuneKredit's low risk appetite at 
any given time.

The Board of Directors has the overall responsibility for 
KommuneKredit's financial risk management, includ-
ing the definition of risk appetite. As the supervisory 
authority for KommuneKredit, the Ministry for Econom-
ic Affairs and the Interior has laid down guidelines for 
interest rate risk and liquidity resources and is further 
authorised by law to order the Board of Directors to 
make changes to the guidelines it has adopted.

LOW RISK APPETITE
KommuneKredit must be a steady and stable link be-
tween clients and investors and does not have to gen-
erate dividends to its members. KommuneKredit there-
fore has a low risk appetite which is limited to financial 
risks deemed absolutely necessary in order to accom-
plish KommuneKredit's mission. As Danish local author-
ities are jointly and severally liable for KommuneKredit’s 

liabilities, risks assumed by KommuneKredit are also 
their risks. 

KommuneKredit sources funding denominated in 
different currencies and with different return profiles. 
Through its lending operations, KommuneKredit relends 
liquidity to Danish local authorities – predominantly in 
Danish kroner. This means that KommuneKredit's role 
as a link is to convert its funding to match the lending 
profile the clients want.

A small portion of approx. 20% of KommuneKredit's to-
tal lending is distinct from the remainder of its lending 
in that the lending profile matches the bonds issued. 

LOW MARKET RISK
All funding is converted into the required currency 
and interest profile for lending and liquidity resources 
through derivative financial instruments. 

By hedging returns, fixed interest rates and currencies, 
KommuneKredit minimises its exposure to market risks. 
The low market risk reduces the risk of loss resulting 
from changes in market prices.

LOW CREDIT RISK
KommuneKredit is exposed to credit risk in respect of 
investment counterparties and financial counterparties 
with whom KommuneKredit has entered into derivative 
financial instrument agreements. 

No credit risk attaches to clients. Danish local author-
ities are subject to strict regulation and close super-
vision by the Ministry for Economic Affairs and the 
Interior. During its 119-year lifetime, KommuneKredit 
has never written off a loan. The credit risk related 
to investment counterparties is limited by high credit 
quality requirements – both in relation to the type of 
counterparty and the rating of the counterparty. 

The credit risk in respect of financial counterparties is 
also limited by high credit quality requirements. Moreo-
ver, KommuneKredit can only trade derivative financial 
instruments with counterparties with whom a bilateral 
collateral agreement has been entered into. 
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LOW LIQUIDITY RISK
To limit liquidity risk, binding commitments on lending 
liquidity cannot be entered into unless at least corre-
sponding equity or binding funding commitments are 
in place with at least corresponding terms to maturity. 
This ensures that KommuneKredit's lending is financed 
throughout the commitment period. 

For loans subject to renegotiation, for which the bind-
ing liquidity commitment is shorter than the term to 
maturity of the loan, the customer will in principle be 
exposed to a refinancing risk. In the management of 
KommuneKredit’s liquidity, including the survival hori-
zon in a stressed scenario, these loans are considered 
non-terminable, however.

The liquidity resources and equity make up Kom-
muneKredit’s total liquidity resources, which must also 
cover KommuneKredit’s liquidity risk relating to bilateral 
collateral agreements. 

The Board of Directors has determined that Kom-
muneKredit must have total liquidity resources to cover 
a situation of extreme stress in the financial markets. As 
a supplement to the survival horizon, KommuneKredit 
has a liquidity resource contingency plan which can be 
activated in case of pressure on liquidity.

The total liquidity resources were strengthened in 2017, 
both in terms of volume and maturity.

In addition, the Board of Directors has adopted guide-
lines for KommuneKredit corresponding to the inter-

 RISKS

EXPOSURE DUE TO TOTAL  
LIQUIDITY RESOURCES
KommuneKredit has mitigated its liquidity risk by improv-
ing its total liquidity resources through the following two 
initiatives. The volume of funding not applied for lending 
purposes has been increased, and the average term to 
maturity of the funding has been increased relative to the 
term to maturity of loans. While this limits the refinancing 
risk, it also increases the credit risk and the price risk.

The credit quality of the investments is unchanged, but 
the higher volume increases the overall credit risk. The 
primary exposure in this case is changes in the credit 
quality of the investments relative to KommuneKredit’s 
own credit quality.

Also, the price risk increases as a result of a longer term 
to maturity on the funding relative to lending and invest-
ments. In this case, the primary exposure is to Kom-
muneKredit’s own funding spread. Any change in Kom-
muneKredit’s funding spread will cause a change in the 
value of funding with a longer maturity than lending and 
investments without any offsetting change in the value of 
lending or investments. In other words, KommuneKredit is 
exposed to changes in its own funding spread.

This exposure is calculated and reported on a regular 
basis.

national standards in the liquidity area, including CRR/
CRD IV's Liquidity Coverage Ratio (LCR) and Net Stable 
Funding Ratio. 

The low liquidity risk ensures that KommuneKredit can 
at all times settle its financial obligations. 

PRICE RISK ON OWN FUNDING SPREAD.
Price risk attaches to KommuneKredit’s own funding 
spread. Price risk arises if funding is greater than and 
has a longer term to maturity than the binding lending 
commitments. See box. 

Due to longer funding maturities, the improved total 
liquidity resources resulted in increased exposure to 
KommuneKredit’s own funding spread in 2017. This 
exposure is calculated and reported on a regular basis.

OPERATIONAL RISK
Most of KommuneKredit’s activities are exposed to op-
erational risk. By registering risk events in a database, 
focus is maintained on mitigating as many risks as pos-
sible while at the same time allowing KommuneKredit 
to systematically improve its business procedures and 
processes.

The written business procedures describe allocation of 
responsibilities, segregation of duties, process man-
agement and business practices. As many processes as 
possible are automated to reduce the risk of human er-
ror. All critical processes, be they automated or manual, 
must be supported by either peer checks or objective 
controls.
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As KommuneKredit is highly dependent on its IT infra-
structure, particular focus is placed on this area via a 
disaster recovery plan and an IT security policy that 
sets guidelines for access control, assignment of roles 
and rights, system crashes and errors, etc.

Each year, KommuneKredit's auditors conduct an IT 
audit of KommuneKredit's IT security. 

RESPONSIBILITIES
Management is responsible for ensuring that the gen-
eral guidelines are reflected in specific business proce-
dures and instructions for employees. 

Management has delegated the responsibility for 
regular monitoring and control of financial risks to the 
Finance and Risk Management department, with the 
Chief Financial and Risk Officer reporting directly to the 
Management.

Management has delegated the responsibility for 
regular monitoring and control of operational risks to 
the Secretariat, whereas the responsibility for regular 
monitoring and control of the IT security policy has 
been delegated to the IT department.

 RISKS

 KommuneKredit’s total liquidity 
resources are intended to cover 
the borrowing requirements of 
local authorities even in a situation 
of extreme stress in the financial 
markets.”

Henrik Andersen
Managing Director

TOTAL RISK EXPOSURE AMOUNT (REA)
KommuneKredit’s total risk exposure amount of DKK 17.5 
billion, as calculated in the determination of the capital ratio, 
derives primarily from two main areas:

▪ portfolio of securities; and
▪ derivative financial instruments 

Portfolio of securities
KommuneKredit’s risk exposure amount on its portfolio of 
securities totalled DKK 9.1 billion at the end of 2017. The 
portfolio derives mainly from investment of the total liquidity 
resources.

The risk exposure amount derives from a fairly large portfolio 
of securities of DKK 42.4 billion, with all investments being 
classified as belonging to the trading book rather than the 
investment book. 

The investments are high quality investments since the associ-
ation may only invest in securities assigned a credit rating of at 
least AA- by the international rating agencies.

Derivative financial instruments 
KommuneKredit’s credit exposure on derivative financial instru-
ments (derivatives) entered into with financial counterparties 
totalled DKK 6.9 billion at the end of 2017. The derivatives are 
used to hedge market risk arising as a result of KommuneKred-
it’s role as link between the capital markets and the clients.

The risk exposure derives from a total derivative principal 
against financial counterparties of DKK 462 billion.

The financial counterparties are exclusively financial enterpris-
es that hold an investment grade rating, i.e. BBB- or better, 
from the international rating agencies, and all derivatives with 
financial counterparties are entered into under bilateral collat-
eral agreements.
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 FINANCIAL REVIEW

SATISFACTORY PERFORMANCE IN A 
PERIOD OF LARGE FLUCTUATIONS
Increase in underlying business activity, but exchange rate fluctuations caused 
major balance sheet movements and a decrease in total assets. However, there 
was no major profit impact because risks are hedged.

EARNINGS AND CAPITAL BASE
Net interest income amounted to DKK 634 million in 
2017, which is satisfactory as KommuneKredit thus 
kept its equity ratio slightly above 3%. Expectations for 
net interest income were around DKK 650 million. 

In 2017, KommuneKredit maintained recent years’ prac-
tice of keeping lending margins relatively constant by 

adjusting the actual lending interest on a regular basis 
to match the funding expenses. Net interest income 
was thus on a level with the past few years.

As expected, administrative expenses rose from DKK 
106 million in 2016 to DKK 123 million. The increase 
was mainly driven by higher expenses for consultants 
due to the implementation of the IT strategy and an 

GUIDANCE PROVIDED FOR 2017

 Annual report 2016 Interim report 2017 Profit for 2017

Net new lending, DKKm 7,000 7,000 5,022

Net interest income, DKKm 650 650 634

Administrative expenses, DKKm 122 120 123

Profit before value adjustments and tax, DKKm 550 550 511 

Equity ratio 3.0 3.0 3.3

increase in staff-driven costs. Combined with a fall in 
assets, expenses relative to total assets thus fell to 
0.06%.

Profit for the year before value adjustments and tax 
dropped by DKK 39 million to DKK 511 million, which 
was slightly below the expected level of DKK 550 
million. The decline was mainly attributable to slightly 
lower net interest income.

KommuneKredits low risk appetite is based on a high 
degree of symmetry between assets and liabilities, 
and lending margins are kept at a relatively constant 
level. Consequently, under normal circumstances, value 
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adjustments of financial instruments will be relatively 
moderate.

In 2017, end-of-month value adjustments of financial 
instruments amounted to between minus DKK 71 mil-
lion and DKK 139 million. The fluctuations were mainly 
driven by the price risk on the own funding spread, but 
also to a limited extent by market risk and credit risk. 
At the end of 2017, value adjustments totalled DKK 117 
million, primarily because of DKK 68 million in income 
from the total liquidity resources. In 2016, value adjust-
ments amounted to DKK 89 million. 

Comprehensive income for the year amounted to DKK 
489 million against DKK 497 million in 2016. Compre-
hensive income for the year was transferred to equity, 
which now totals DKK 7,333 million. KommuneKredit's 
equity consists entirely of retained earnings.

According to the Board of Directors' targets, Kom-
muneKredit’s comprehensive income should provide 
appropriate capitalisation, corresponding to an equity 
ratio of at least 3%. Since 2012, KommuneKredit’s eq-
uity ratio has been at least 3.0%, and at year-end 2017 
it was 3.3%.

The total risk exposure amount (REA) rose to DKK 
17,544 million at year-end 2017 from DKK 7,393 million 

at year-end 2016. The increase was primarily driven by 
a reclassification in 2017, as a result of which all invest-
ments are now held in the trading book. The reclassi-
fication was made partly to obtain more appropriate 
management of the business, partly to make a more 
prudent classification. Part of the increase was also due 
to an increase in total liquidity resources during 2017. 
The increase resulted in a larger portfolio of secure and 
liquid securities. Finally, risk weights were adjusted pur-
suant to the principles of CRR/CRD IV. As a result, the 
capital ratio was 41%, against 86% at the end of 2016.

LENDING AND LEASING
Total lending incl. leasing rose by DKK 5,022 million or 
3%. 

Net new lending was thus lower than the expected DKK 
7 billion.

The positive trend in net new lending reflected con-
sistently higher activity in lending as well as leasing. 
Lending rose especially in the areas of waste and heat 
supply and in water and waste water management. 
Leasing rose by DKK 874 million, or 16% in 2017, espe-
cially driven by medtech equipment for the regions.

KommuneKredit did not record any impairment charges 
or losses on lending or lease receivables in 2017 either.

 KommuneKredits low risk 
appetite is based on a high degree 
of symmetry between assets and 
liabilities, and lending margins are 
kept at a relatively constant level.”

Morten Søtofte
Chief Financial and Risk Officer
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FUNDING AND INVESTMENTS
Funding – due to credit institutions and debt securities 
issued – fell by DKK 1,332 million. There was an in-
crease in the nominal value of funding, but the increase 
was more than offset by a negative value adjustment. 
The nominal increase was due partly to an increase in 
lending, partly to KommuneKredit’s ambition to improve 
its total liquidity resources. The negative value adjust-
ment was driven primarily by depreciation in major 
funding currencies such as USD and GBP.

Total investments – due from credit institutions and 
portfolio of securities – rose by DKK 6,723 million. 
The increase was primarily due to a nominal increase 
in funding that exceeded the lending growth. Kom-
muneKredit thus improved its total liquidity resources 
in 2017.

 FINANCIAL REVIEW

KommuneKredit's liquidity resources, i.e. excess fund-
ing, accounted for 20% of total lending at year-end 
2017, equal to DKK 34,101 million.

The value of derivative financial instruments fell by a 
net amount of DKK 12,461 million, comprising a DKK 
13,074 million fall on the asset side and a DKK 613 mil-
lion decline on the liabilities side. Changes in the value 
of derivative financial instruments are offset by corre-
sponding changes in the fair value of lending, invest-
ments and funding. The reason is that the derivative 
financial instruments hedge currency risk and interest 
rate risk. When exchange rates fluctuate like they did 
in 2017, it causes major balance sheet changes, but 
there is no material profit impact because the currency 
exposure has been hedged.

FUNDING BY CURRENCY

ADMINISTRATIVE EXPENSES

 Salaries and remuneration, etc.
 Pension contributions, etc.
 Other staff costs
 Consulting fees
 IT licences
 Charges
 Property management
  Depreciation and amortisation 
of property plant and equip-
ment and intangible assets

  Other administrative expenses

41%

10%

15%

5%

8%

6%

6%

7%2%

 AUD
 CHF
 EUR
 GBP
 JPY
  NOK
  SEK
  USD
  DKK
  Other

4%
5%

27%

2%

3%
30% 2%

2%

20%

5%

DISTRIBUTION OF NET NEW LENDING 

 Waste and heat distribution
 Other purposes
  Public transport and 
harbours

 Municipalities and regions
 Water and waste water

9%

34%

38%

16%

3%

33 ›  ANNUAL REPORT 2017KOMMUNEKREDIT  ›



34 ›  ANNUAL REPORT 2017KOMMUNEKREDIT  ›



 OUTLOOK FOR 2018

STABLE DEVELOPMENTS  
SET TO CONTINUE
Owing to KommuneKredit’s strong market position and low risk appetite, the 
association expects stable developments in 2018 and to maintain an equity ratio 
of around 3%. Net new lending is expected to be in the order of DKK 5 billion, 
and profit before value adjustments and tax is forecast at DKK 370 million.

The limits for local authorities’ borrowing are deter-
mined politically and set out in framework agreement 
with the Danish government. The municipal capital ex-
penditure framework for 2018 is DKK 16.3 billion, which 
is DKK 0.3 billion lower than in 2017. The regional cap-
ital expenditure framework for 2018 is DKK 7.2 billion, 
or on a level with the framework for 2017.

Liquidity in the municipalities is expected to remain 
unchanged relative to 2017. Against this background, 

the forecast is for net new lending to remain at approx-
imately DKK 5 billion. The gross funding requirement is 
expected to amount to roughly DKK 80 billion.

KommuneKredit’s net interest income is not expected 
to be impacted by changed market conditions in 2018 
as lending margins are kept relatively constant. Irre-
spective of sentiment in the financial market, steady 
and stable investments will always be in demand. This 
allows for low funding expenses for KommuneKredit 
and, hence, low lending rates for our clients.

Owing to KommuneKredit’s strong market position 
and relatively constant lending margins, net interest 
income of about DKK 500 million is expected. Given 
the expected level of net new lending, this is expected 
to be an appropriate level of net interest income to 
consistently ensure adequate capitalisation in the long 
term. The roll-out of KommuneKredit’s IT strategy will 
continue in 2018, and KommuneKredit’s offices is to be 
refurbished, resulting in an increase in administrative 

FORWARD-LOOKING STATEMENTS

The expectations stated in this annual report are inher-
ently subject to uncertainties and may be affected by 
external factors. This may have the effect that actual 
developments and actual results may differ significantly 
from the expectations expressed in the annual report.

expenses to a level of just under DKK 130 million. As a 
result, the profit before value adjustments and tax is 
expected to be around DKK 370 million.

KommuneKredit generally hedges its financial risks, 
with the exception of price risk on its own funding 
spread. Under normal circumstances, value adjustments 
of financial instruments are expected to amount to a 
maximum of +/- DKK 450 million.

In line with KommuneKredit's long-term strategy, the 
equity ratio will be maintained at approx. 3% of total 
assets. In the short term, interest rate or exchange rate 
developments may lead to greater value adjustments 
of assets and liabilities that could temporarily make the 
equity ratio deviate from 3% without any impact on the 
long-term equity ratio target. If the equity ratio devi-
ates significantly from the target over a longer period 
of time, the lending margins will be adjusted in order to 
re-establish an equity ratio of about 3%.GUIDANCE FOR 2018, DKKM

 Profit Guidance 
 for 2017 for 2018

Net new lending 5,022m   5bn

Net interest income 634m 500m

Administrative expenses 123m 130m

Profit before value adjustments and tax 511m 370m

Equity ratio 3.3% 3.0%
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 CASE: SORTEBAKKEHALLERNE

WHEN ECONOMIC 
SAVINGS AND 
ENVIRONMENTAL 
GAINS GO HAND  
IN HAND
The board of directors of the sports centre 
Sortebakkehallerne wanted to carry out an energy 
retrofit of the sports centre to reduce energy 
consumption. The Municipality of Rebild backed the 
plan, and KommuneKredit provided financing for the 
project. Over a three-year period, energy consumption 
will be more than halved, leading to annual financial 
savings of approximately DKK 65,000.

CASE - SORTEBAKKEHALLERNE



FACTS:
CLIENT: Sortebakkehallerne, 
self-governing institution

CONSTRUCTION PERIOD: 2016

LOAN FINANCING: DKK 521,280

LOAN PRODUCT: The project is 
financed on the basis of an inter-
est-reset loan.

Tina Sund Johannesen is very pleased with the results: 
”We would strongly recommend others to look into 
their power consumption and consider switching to LED 
lighting. The best thing is that the power consumption 
savings were visible from day one.”

Sortebakkehallerne is a self-governing institution located 
in Nørager in the sourthern part of the Municipality of 
Rebild. The sports centre is used during daytime by 
Sortebakkeskolen, which has approximately 500 pupils. 
In addition, the sports centre is the venue for many local 
associations such as handball, gymnastics and football 
clubs. 

As the sports centre is used so intensively and consumes a lot of energy, 
the board of the centre resolved in 2016 to carry out energy retrofits, 
including a replacement of lighting fixtures with LED lighting and improved 
insulation in certain parts of the centre. The total cost of the investment 
was DKK 521,280, of which expenses for LED lighting accounted for DKK 
450,000.

The Municipality of Rebild approved the project proposal and provided the 
required guarantee for the loans taken out by the centre. This opened up 
for procuring financing from KommuneKredit.

”The municipality was very positive towards our idea and even helped us 
apply for a loan with KommuneKredit. This meant we achieved more ef-
fective financing with a lower rate of interest and lower borrowing costs”, 
says Tina Sund Johannesen, project manager and board member.

The sports centre will cut its energy bill by about DKK 65,000 annually. 
That is a large amount for a self-governing institution like Sortebakke-
hallerne. The project also provides positive environmental benefits as the 
transition to LED lighting is estimated to reduce annual energy consump-
tion by more than 50% over a three-year period. At the beginning of De-
cember 2017, energy consumption stood at 52,700 kWh, against 111,200 
kWh in 2015 prior to the board decision to make energy retrofits.

 CASE: SORTEBAKKEHALLERNE

FOR ADDITIONAL INFORMATION: 
Jette Moldrup,  
Head of Lending 
jem@kommunekredit.dk

The new lighting has been well received by the sports 
associations that use the centre: ”The solution allows us to 
manage the lights at different levels, both manually and digitally, 
and it only took a couple of weeks for our users to get used to 
the new lights,” says the centre supervisor Jan Myrup.
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 CORPORATE SOCIAL RESPONSIBILITY

FOCUS ON CORPORATE  
SOCIAL RESPONSIBILITY
In KommuneKredit’s new 2022 Strategy, corporate social responsibility has been 
selected as a separate focus area in order to incorporate social, environmental and 
ethical considerations into our activities to the best possible extent.

POLICY ON CORPORATE SOCIAL RESPONSIBILITY
In 2017, KommuneKredit set up a cross-organisation-
al entity, which in 2018 is to identify relevant social 
responsibility initiatives. 

The objective is an actual policy for KommuneKredit’s 
social responsibility and associated actions plans that 
support the green and social ambitions of our clients 
and investors.

FINANCING OF SUSTAINABLE PROJECTS 
KommuneKredit provides financing for a large number 
of green, social and cultural projects such as solar col-
lector systems, coastal protection and climate proofing 
projects and energy retrofitting of buildings and facili-
ties for local associations.

By providing financing for these types of investments, 
KommuneKredit plays an important role in terms of the 
green and social agenda of Danish local communities.

KommuneKredit finances public-private collaboration, 
including ESCO projects and Public-Private Partnerships 
(PPP).

GREEN BONDS
In 2017, KommuneKredit issued a green bond with 
proceeds of EUR 500 million. 

The funds were earmarked for projects in the following 
areas: 
 ▪ Water and wastewater
 ▪ District heating
 ▪ Energy efficiency 
 ▪ Clean public transport 

The positive effects realised from the projects will be 
communicated in an annual impact report. The bond is-
sues are thus a good example of KommuneKredit’s aim 
of facilitating the mounting interest not only in green 
investments but also the knowledge of the effects such 
investments have on society.

GREEN PARTNERSHIPS
KommuneKredit finances municipal and regional ESCO 
projects. ESCO, or Energy Services Companies, is a type 
of energy retrofit partnership between public authorities 
and private suppliers. The projects help to reduce carbon 
emissions from municipal and regional buildings, among 
other things.

PUBLIC-PRIVATE PARTNERSHIPS (PPP)
KommuneKredit finances capex expenditure in pub-
lic-private partnerships (PPP), including schools, nursing 
homes and swimming and sports centres. The PPP model 
inherently focuses on optimising the overall cost of con-
struction, resulting in a downward pressure on expenses 
for operation and maintenance, including a reduction of 
energy and materials consumption.

PARTNERSHIPS
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 CORPORATE SOCIAL RESPONSIBILITY

KOMMUNEKREDIT’S CORE VALUES SUPPORT 
RESPONSIBILITY
Our core values were revised in late summer 2017. The 
new core values support KommuneKredit’s focus on 
corporate social responsibility. 

Employees are expected to demonstrate responsible 
environmental, social and ethical behaviour. 

› Read more about KommuneKredit’s core values on page 14.

ENERGY OPTIMISATION
Energy optimisation and sustainability are recurrent 
themes in KommuneKredit’s internal service and oper-
ations. For many years, KommuneKredit has focused 
on optimising energy and resource consumption. These 
efforts have included energy-saving projects, LED light-
ing, zonal energy management, new cooling systems 
and the replacement of heating station pumps. 

KommuneKredit’s electricity supply mainly derives from 
renewable energy sources.

INCLUSIVENESS IS PARAMOUNT
KommuneKredit considers it important to create a 
responsible and inclusive culture where employees have 
equal career opportunities – regardless of gender or age. 

This also applies with respect to diversity in relation to 
nationality, ethnicity and educational background. 

EMPLOYEE COMPOSITION
While not formally subject to the rules on management 
gender composition in major Danish companies and the 

related reporting, KommuneKredit has decided to follow 
these rules. 

The Board of Directors has defined a goal of 40/60, 
corresponding to nearly a doubling of the number of 
the underrepresented gender at board level. Kom-
muneKredit also aims to have a more equal gender 
distribution in its upper management tiers. Kommune-
Kredit will seek to realise this ambition by stating in 
job advertisements that we would like for the field of 
candidates to include the underrepresented gender. 
When filling vacant positions, focus will especially be on 
including candidates of the underrepresented gender 
in the final selection field. It is considered important 
to have a culture in which employees, regardless of 
gender, have equal opportunity to create a career at 
KommuneKredit. 

In the management team, 75% are men and 25% are 
women. KommuneKredit also aims to have a diverse 
gender composition among the other employees. Of the 
other employees, 52% are men and 48% are women. 

KOMMUNEKREDIT’S EDUCATION FUND
KommuneKredit established its education fund in 1986. 
The purpose of the education fund is to further the de-
velopment of training and education in public organisa-
tions and associations. In particular, the education fund 
offers grants for projects dedicated to innovation and 
collaboration across municipal boundaries.

In 2017, KommuneKredit’s education fund made grants 
totalling DKK 950,000 to seven different projects. 

GENDER COMPOSITION

› AVERAGE AGE FOR EMPLOYEES, YEAR-END

49 years
Men

45 years
Women

› OTHER EMPLOYEES

62
Total

32
Men

30
Women

›  OTHER MANAGEMENT TEAM  
(MANAGEMENT AND HEADS OF DEPARTMENT)

8
Total

6
Men

2
Women

› BOARD OF DIRECTORS

9
Total

7
Men

2
Women

AGE COMPOSITION

  Employees aged 30 years 
or less

  Employees aged between 
31 and 50 years

  Employees aged 51 years 
or more

60% – 42 employees

36% – 25 
employees

4% – 3 employees
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 CORPORATE GOVERNANCE

RESPONSIBLE 
AND EFFICIENT 
CORPORATE 
GOVERNANCE
KommuneKredit is organised as an 
association and has defined corporate 
governance as responsible and 
efficient management that benefits 
KommuneKredit's members and  
society at large.

MANAGEMENT STRUCTURE
KommuneKredit's management structure is based on 
close cooperation with the association's members.

More than a hundred years ago, KommuneKredit was 
founded under the name "Kreditforeningen af Kom-
muner i Danmark", and the long-standing cooperation 
with local authorities in Denmark is today the associa-
tion's primary strength – also at managerial level 

The decision-making power lies with the Board of 
Directors and Management. The Board of Directors 
is responsible for the overall management of Kom-

KOMMUNEKREDIT'S MANAGEMENT STRUCTURE

Members
(municipalities and regions that have loans or 
guarantee loans issued by KommuneKredit)

Board of Directors/Audit Committee

Grants Committee
Credit Committee

Liquidity Committee
Price Committee

Compliance
IT Board

External auditors

Management

Management team

The supervisory 
authority

(The danish ministry  
of economic affairs and  

the interior)

Rating agencies

Conducts supervision
Elects
Recruits
Reports
Makes credit assessment

Auditor appointed 
by the supervisory 

authority

KOMMUNEKREDIT
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LEGAL BASIS AND ARTICLES OF ASSOCIATION

KommuneKredit was established by way of Act no. 35 dated 
19 March 1898, as repealed and replaced by Act no. 383 dated 
3 May 2006 on the Credit Institution for Local and Regional 
Authorities in Denmark (lov om kreditforeningen af kommuner 
og regioner i Danmark).

› Read more on KommuneKredit’s legal basis and  
articles of association

KommuneKredit is supervised by the Ministry for Economic 
Affairs and the Interior.

KommuneKredit issues bonds listed on a regulated market 
and is therefore subject to the EU market abuse regulation 
(596/2014/EU) on inside information, insider lists and duty of 
disclosure for senior employees. The Secretariat is responsible 
for maintaining the insider list.

 CORPORATE GOVERNANCE

muneKredit and lays down guidelines for the associ-
ation's most important activities. The Management is 
responsible for the day-to-day management of Kom-
muneKredit and for executing the strategy.

BOARD OF DIRECTORS
The Board of Directors is responsible for the long-term 
strategy and, hence, the association's corporate social 
responsibility. The Board of Directors is furthermore 
responsible for risk management, generally accepted 
accounting policies and the appointment of members of 
the Management. 

The Board of Directors is especially attentive to 
Kommune Kredit's overall risk profile and financial risk 
mitigation resources.

ANNUAL CYCLE OF WORK FOR THE BOARD  
OF DIRECTORS AND THE AUDIT COMMITTEE

Audit Committee
Annual report, long-
form audit report and 
compliance report

Audit Committee
Assessment of 
the auditors’ 
independence, audit 
strategy, interim 
report

Audit Committee
Notification of the financial reporting process, 
forecasts and capitalisation, review of control 
systems and risk management

Review
of lending and 
leasing activities 
as well as funding

Goals
Goal achievement 
last year and next 
year's goals

Review
of lending and leasing ac-
tivities as well as funding

Discussion
of developments in funding and 
investment strategy

Discussion
of developments  
in leasing activities

IT
Security policy, 
etc.

Discussion
of developments in lend-
ing and client relations

Review
of lending and 
leasing activities
as well as funding

Review
of lending and leasing activities 
as well as funding
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The Board of Directors consists of nine members, six 
of whom are elected by the municipalities, two by the 
regions and one by the Board of Directors. The member 
elected by the Board of Directors must possess ac-
counting or auditing qualifications. Eight of the seats on 
the Board of Directors are distributed between political 
parties and electoral alliances in accordance with the 
method of proportional representation on the basis of 
the number of votes cast for a party or a candidate in 
the latest elections for municipal and regional councils.

› Read more about the composition of the Board  
of Directors and members’ fiduciary positions

The Board of Directors is elected by KommuneKredit’s 
members – all municipalities and regions that have 
outstanding loans or guarantee loans issued by Kom-
muneKredit. Board members are elected for a term of 
four years. Relative to the election terms applicable to 
municipalities and regions, the election terms applicable 
to the Board of Directors are staggered by five months. 
Election of members to KommuneKredit’s Board of 
Directors will be held in spring 2018 for the period from 
1 June 2018 to 31 May 2022.

The Board of Directors holds at least four ordinary 
board meetings a year and its duties follow an annual 
calendar covering every important business area. In 
2017, the Board of Directors met in March, June, Au-
gust and December. A quorum shall exist when at least 
half of the members of the Board of Directors are pres-
ent and participate in a vote. Resolutions are passed by 
a simple majority of votes.

The Board of Directors evaluates its work on an ongo-
ing basis, and the latest self-evaluation took place in 
2017. KommuneKredit has also established an Audit 
Committee, whose functions are undertaken by all 
members of the Board of Directors. The Audit Commit-
tee's terms of reference were most recently revised in 
2016 in continuation of section 31 of the new auditors 
act, cf. Consolidation Act no. 1167 of 9 September 
2016 on Approved Auditors and Audit Firms. The Audit 
Committee held three meetings in 2017.

The Management participates in board meetings but is 
not a part of the Board of Directors and has no voting 
rights.

MANAGEMENT
Management is responsible for the day-to-day opera-
tion of KommuneKredit in accordance with the policies 
adopted and the guidelines laid down by the Board 
of Directors. Management, which consists of a Chief 
Executive Officer and a managing director, must ensure 
that the strategy defined by the Board of Directors is 
accomplished and must also follow up on the goals set 
for the year.

During the period from 1 January 2017 to 31 December 
2017, the Management of KommuneKredit consisted of 
Jens Lundager, Chief Executive Officer and Managing 
Director, and Managing Director Johnny Munk, who 
retired from his position at 31 December 2017. Henrik 
Andersen, Managing Director, was appointed as a mem-
ber of Management from 1 January 2018.

DAY-TO-DAY MANAGEMENT IN KOMMUNEKREDIT

SECRETARIAT 
Helene Møllmann

Head of the Secretariat and Chief Legal Counsel

LEASING 
Christian Jeppesen 
Head of Leasing

FUNDING AND TREASURY 
Eske Hansen

Head of Funding and Treasury

LENDING 
Jette Moldrup

Head of Lending

FINANCE AND RISK MANAGEMENT 
Morten Søtofte

Chief Financial and Risk Officer

IT 
Nadeem Zafar

Chief Information Officer

 CORPORATE GOVERNANCE

MANAGEMENT 
Jens Lundager, Chief Executive Officer and 

Managing Director
Henrik Andersen, Managing Director

42 ›  ANNUAL REPORT 2017KOMMUNEKREDIT  ›



Management is responsible for presenting to the Board 
of Directors all significant changes in KommuneKred-
it's affairs and for reporting on all important events 
of consequence for KommuneKredit's business. Man-
agement is also responsible for updating the Board of 
Directors on the association’s financial situation and the 
aggregate current risk exposure, allowing the Board of 
Directors to attend to its management duties. 

At every meeting of the Board of Directors, Manage-
ment reports on compliance with the Board of Di-
rectors’ financial risk management guidelines. Man-
agement is authorised, within the framework of the 
guidelines laid down by the Board of Directors, to make 
all necessary decisions. Decisions regarding lending, 
funding and derivative financial instruments require 
Management consensus.

Management is, moreover, responsible for ensuring 
that KommuneKredit complies with applicable laws and 
regulations. In cooperation with the management team 
and the compliance function, Management monitors 
compliance and implements any necessary measures. 

The Head of the Secretariat oversees the compliance 
function and reports directly to the Chief Executive 
Officer. Every year, the Head of the Secretariat prepares 
a report to the Board of Directors.

MANAGEMENT TEAM AND EMPLOYEES
Focus is on extensive delegation of decision-making 
authority to heads of departments and individual em-
ployees. The management team consists of the Man-
agement and the six heads of department for lending, 
leasing, treasury, finance and risk management, IT and 
the Secretariat. 

On 1 September 2017, Frank Hammer, Head of Leas-
ing, decided to work with other assignments. Christian 
Jeppesen, Deputy Head of Department, was appointed 
as the new Head of Leasing.

At the end of 2017, KommuneKredit had a total of 70 
employees. KommuneKredit gives high priority to devel-
oping its employees' professional and personal qualifi-
cations to enable them to meet the external demands 
placed on product development and work processes. 
High priority is also given to knowledge sharing and 
overlapping of work functions to maintain stability in 
operations. 

› Read more about gender and age composition under 
Corporate social responsibility

REMUNERATION
KommuneKredit’s remuneration policy is defined by the 
Board of Directors. The association’s employees are not 
covered by collective agreement.

A bonus plan allows employees to receive a bonus of up 
to one month’s salary. The Management is not covered 
by the bonus plan. 

› See remuneration of Management, page 73.

 CORPORATE GOVERNANCE
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BOARD OF DIRECTORS
 CORPORATE GOVERNANCE

ANKER  
BOYE

KAJ V.  
HOLM

HENRIK  
ZIMINO

SOPHIE HÆSTORP 
ANDERSEN

ERIK 
NIELSEN

LARS 
KRARUP

ANNE V. 
PORSE

HANS  
TOFT

MIKAEL 
KLITGAARD
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ERIK NIELSEN (CHAIRMAN), MAYOR, 
MUNICIPALITY OF RØDOVRE
Year of birth: 1953
Joined the Board of Directors: 1 June 2014
Up for election: 2018

Directorships:
Local Government Denmark
KOMBIT A/S (chairman)
Boligselskabet DAB (Dansk Almennyttigt 
Boligselskab)
I/S Vestforbrænding
Realdania (board of representatives)
Realdania, Fagkomité for Byudviklings-
forum 

LARS KRARUP (VICE CHAIRMAN), 
MAYOR, MUNICIPALITY OF HERNING
Year of birth: 1972
Joined the Board of Directors:  
1 January 2007
Up for election: 2018

Directorships:
Sport Event Danmark (chairman)
Local Government Denmark
KOMBIT A/S (vice chairman)
Realdania

 CORPORATE GOVERNANCE

SOPHIE HÆSTORP ANDERSEN, 
REGIONAL COUNCIL CHAIRMAN, 
CAPITAL REGION OF DENMARK
Year of birth: 1974
Joined the Board of Directors: 1 June 2014
Up for election: 2018

Directorships:
Danish Regions
Vækstforum Hovedstaden (chairman)
Amgros I/S (chairman)
Plejecenter Langgadehus
Den almene boligorganisation KAB-Bolig
Wonderful Copenhagen
Greater Copenhagen & Skåne Committee

ANKER BOYE, FORMER MAYOR,  
MUNICIPALITY OF ODENSE
Year of birth: 1950
Joined the Board of Directors: 25 August 
2015 (also served 1 January 2004–31 
May 2014)
Up for election: 2018

Directorships:
Gartnerbyen i Odense (chairman)
Local Government Denmark
Nature Energy (vice chairman)
Nexus Tænketank
Odense Teater
Sampension (chairman)

KAJ V. HOLM, DEPUTY CEO, 
ØRESUNDSBRO KONSORTIET
Director of Finance at Sund & Bælt 
 Holding A/S
Year of birth: 1955
Joined the Board of Directors: 1 June 2014
Up for election: 2018 

Directorships:
Rønne Havn A/S

MIKAEL KLITGAARD, MAYOR, 
MUNICIPALITY OF BRØNDERSLEV 
Year of birth: 1954
Joined the Board of Directors: 1 June 2014
Up for election: 2018

Directorships:
Dronninglund Castle
Business Region North Denmark 
North Denmark EU Office (chairman)

ANNE V. PORSE, REGIONAL  
COUNCIL DEPUTY CHAIRMAN, 
CENTRAL DENMARK REGION
Year of birth: 1969
Joined the Board of Directors: 1 June 2014
Up for election: 2018

Directorships:
Danish Regions
Horsens Havn
Konsulentfirmaet PORSE&CO (owner)

HANS TOFT, MAYOR,  
MUNICIPALITY OF GENTOFTE
Year of birth: 1947
Joined the Board of Directors:  
1 January 1995
Up for election: 2018

Directorships:
I/S Vestforbrænding (vice chairman)
HMN I/S (vice chairman)
Copenhagen Capacity
Wonderful Copenhagen
Gentofte idrætsfond (chairman)
Svenske Villa Fonden (chairman)

HENRIK ZIMINO, MAYOR, 
MUNICIPALITY OF TÅRNBY 
Year of birth: 1950
Joined the Board of Directors:  
1 January 1995
Up for election: 2018

Directorships:
I/S Amager Ressourcecenter  
(vice chairman)
CTR – Centralkommunernes 
 transmissionsselskab I/S
Den Blå Planet – Danmarks Akvarium
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 CORPORATE GOVERNANCE

MANAGEMENT

JENS LUNDAGER
Year of birth: 1962
Joined Management: 1 September 2015

Former positions:
2011-2015  Assistant Governor, Danmarks 

 Nationalbank
2009-2011  Deputy Permanent Secretary, the Danish 

Ministry of Economic and Business Affairs 
2000-2009  Head of Department, Danmarks 

 Nationalbank
1997-2000  Counsellor (Financial), Royal Danish 

 Embassy, Washington DC
1991-1997  Economist, Danmarks Nationalbank
1987-1991  Economist, Danish Ministry of Finance 

Other fiduciary positions
2016-   Chairman, Committee on Auditors 

 (Revisorrådet)

HENRIK ANDERSEN
Year of birth: 1963
Joined Management: 1 January 2018

Former positions:
2015-2017  Head of Group Treasury, Saxo Bank A/S 
2014-2015  Senior Vice President, Nykredit  

Realkredit A/S 
2007-2014  Senior Vice President/Head of Treasury,  

Nykredit Bank A/S
1998-2007  Head of Department,  

Nykredit Realkredit A/S
1990-1998  Trainee, Economist, Head of Department, 

Nykredit A/S

JENS LUNDAGERHENRIK ANDERSEN
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STATEMENT OF  
COMPREHENSIVE INCOME

DKKm    Note 2017 2016

      

Interest income    1.1 1,837 1,876

Interest expense    1.2 -1,203 -1,220

Net interest income     634 656

      

Administrative expenses    2.1-2.3 -123 -106

Profit before value adjustments    511 550

      

Value adjustments of financial instruments  1.3,1.4 117 89

Profit before tax     628 639

      

Tax on profit for the year    3.1 -138 -141

Profit for the year     490 498

      

Other comprehensive income     

Actuarial gains and losses     -1 -1

Comprehensive income for the year    489 497

      

Allocated as follows:      

Transferred to equity     489 497

Total     489 497

STATEMENT OF  
FINANCIAL POSITION

DKKm    Note 2017 2016

      

ASSETS      

Due from credit institutions    1.4 3 1,592

Lending    1.4, 1.5 167,107 162,990

Leasing    1.6 6,473 5,599

Portfolio of securities    1.4, 1.7 42,361 34,049

Derivative financial instruments   1.4 6,483 19,557

Other assets     105 112

Current tax assets    3.2 32 39

Total assets     222,564 223,938

      

      

LIABILITIES AND EQUITY

Liabilities      

Due to credit institutions    1.4 1,640 2,475

Issued securities    1.4, 1.8 202,145 202,642

Derivative financial instruments   1.4 10,379 10,992

Other liabilities     616 571

Pension obligations    2.3 61 57

Deferred tax liabilities    3.3 390 357

Total liabilities     215,231 217,094

      

Equity     7,333 6,844

      

Total liabilities and equity     222,564 223,938

 FINANCIAL STATEMENTS 2017
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STATEMENT OF  
CHANGES IN EQUITY

DKKm    Note 2017 2016

      

Equity      

Equity at 1 January     6,844 6,347

      

Transferred to equity     

Profit for the year     490 498

Other comprehensive income     

Actuarial gains and losses     -1 -1

Tax on other comprehensive income    0 0

Other comprehensive income after tax    -1 -1

      

Transferred to equity in total    489 497

      

Equity at 31 December     7,333 6,844

The comprehensive income for the year is transferred to equity in accordance with the arti-
cles of association of KommuneKredit. 

Equity rose to DKK 7,333 million at year-end 2017 from DKK 6,844 million at year-end 2016. 
At year-end 2017, equity amounted to 3.3% of total assets, representing a small increase 
relative to year-end 2016. Equity consists in its entirety of transferred comprehensive 
income.

Under the legal framework applying to KommuneKredit, equity must equal at least 1.0% 
of total liabilities, equal to DKK 2,152 million. The Board of Directors' target is for equity to 
amount to at least 3.0% of assets, which is considered adequate to support KommuneKred-
it’s activities.

STATEMENT OF  
CASH FLOWS

DKKm    Note 2017 2016

      

Operating profit from continuing operations    -8   -16 
Operating profit from discontinued operations   0 0
Depreciation, amortisation and impairment    3   4 
Cash flows from operating profit     -5   -12       
Financial income received      1,837   1,876 
Financial expenses paid      -1,203   -1,220 
Taxes paid      -7   20 
Increase in lending      -4,990   -10,897 
Other assets      4   21 
Other liabilities     -44 -203 
Cash flows from operating activities     -4,403   -10,403       
Acquisition, etc. of assets      -1   -2 
Sale of property, plant and equipment     2  0 
Change in securities      -8,312   -66 
Cash flows from investing activities     -8,311   -68       
Change in issued securities      -1,371   9,121 
Derivative financial liabilities      -614   25 
Derivative financial assets      13,075   900 
Cash flows from financing activities     11,090   10,046       
Change in cash and cash equivalents     -1,629   -437       
Deposits in credit institutions      1,592   818 
Short-term payables to credit institutions     -1,211  0 
Cash and cash equivalents at 1 January    381   818       
Cash and cash equivalents at 31 December    
Deposits in credit Institutions      3   1,592 
Short-term payables to credit institutions   1.11.1  -1,251  -1,211 
Cash and cash equivalents at 31 December    -1,248   381 

 FINANCIAL STATEMENTS 2017
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GENERAL

ACCOUNTING POLICIES

GENERAL
The financial statements of KommuneKredit 
for 2017 have been prepared in accordance 
with International Financial Reporting Stand-
ards (IFRS) as adopted by the EU. In addition, 
the financial statements comply with IFRS as 
issued by the International Accounting Stand-
ards Board (IASB).

The financial year follows the calendar year. 
The functional currency is Danish kroner 
(DKK), and the annual report is presented in 
millions of Danish kroner (DKKm).

The accounting policies are consistent with 
those applied in the annual report for 2016. 

The concept of materiality has been applied 
in preparing the annual report. Certain items 
have been aggregated, and certain disclo-
sures have been omitted because they are 
immaterial, individually and in the aggregate, 
to the annual report.

CHANGE IN PRESENTATION
Relative to last year minor reclassifications of 
certain items in notes 1.1, 1.2, 1.4.1, 1.4.2, 
1.8 and 1.11.1 have been made. This has not 
affected recognition or measurement in the 
financial statements.

NEW AND AMENDED STANDARDS
In 2017, KommuneKredit implemented and 
followed the new or amended standards as 
adopted by the EU, effective for financial years 
commencing on or after 1 January 2017.

IFRS 9
The IASB has issued IFRS 9, “Financial 
Instruments”, which is effective for 2018. 
KommuneKredit uses the fair value option for 
a significant part of its statement of financial 
position, while leasing is recognised at amor-
tised cost, as a result of which IFRS 9 will only 
affect the measurement of leasing.

The implementation of IFRS 9 is not believed 
to have any significant impact on Kommune-
Kredit’s equity.

IFRS 16
The IASB has issued IFRS 16, “Leases”, which 
will be effective from 1 January 2019. As les-
sor, KommuneKredit will only be affected by 
the additional disclosure requirements. 

Standards and interpretations adopted with 
a different effective date in the EU than the 
corresponding effective dates set by the IASB 
will generally be implemented prospectively 
so that implementation follows the IASB’s 
effective dates. 

SIGNIFICANT ACCOUNTING ESTIMATES  
AND JUDGMENTS
In the preparation of the financial statements, 
management makes a number of accounting 
estimates and judgments. 

The estimates and judgments are made in ac-
cordance with the accounting policies based 
on assumptions that management finds rea-
sonable and realistic but which are inherently 
uncertain and unpredictable. 

The accounting estimates and judgments are 
tested and assessed in an ongoing process to 
ensure that they reflect the historical experi-
ence and assessments of future conditions.

The accounting estimates and judgments that 
are deemed critical to the financial state-
ments are where the calculation of fair value 
is based on input not directly observable in 
the market. In particular, estimates and judg-
ments with respect to the valuation of issued 
securities may affect the financial statements.

Note 1.4 describes the accounting estimates 
and judgments relating to the fair value 
measurement of financial instruments.

Relative to 2016, no changes were made to 
the accounting estimates.

CURRENCY TRANSLATION
The presentation currency used in the finan-
cial statements is Danish kroner (DKK). Items 
denominated in foreign currencies are trans-
lated at closing rates on the balance sheet 
date. Realised and unrealised exchange rate 
adjustments are recognised in the statement 
of comprehensive income.

RECOGNITION AND MEASUREMENT
Assets are recognised in the statement of fi-
nancial position when it is probable that future 
economic benefits will flow to KommuneKredit.

Liabilities are recognised in the statement 
of financial position when it is probable that 
future economic benefits will flow from Kom-

muneKredit and the value of the liability can 
be reliably measured.

Income is recognised in comprehensive 
income as earned. Costs are recognised when 
incurred by KommuneKredit.

Financial assets and financial liabilities are 
recognised at the transaction date. Realised 
and unrealised value adjustments of financial 
assets and liabilities to fair value using the fair 
value option over comprehensive income are 
recognised in comprehensive income under 
value adjustments. Derecognition of both 
financial assets and financial liabilities is made 
on expiry or at the time of sale.

The fair value is measured on the basis of 
quoted market prices of financial instruments 
traded in active markets. If an active market 
exists, fair value is based on the most recent-
ly observed market price.

If the market for one or more financial assets 
or liabilities is illiquid, fair value is determined 
using generally accepted valuation methods.

Transaction costs and income are measured 
on initial recognition.

OFFSETTING
Positive and negative fair values of financial 
instruments are included in separate items 
in the statement of financial position, and 
positive and negative values are set off only 
when KommuneKredit has the right and the 

 NOTES
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intention to settle several financial instru-
ments on a net basis. 

DETERMINATION OF THE VALUE OF 
FINANCIAL INSTRUMENTS USING THE FAIR 
VALUE OPTION 
The fair value option comprises financial 
instruments designated at fair value through 
comprehensive income. KommuneKredit has 
decided to use the fair value option under 
IAS 39 to give the reader a transparent and 
easy-to-understand calculation of the state-
ment of financial position components. 

Using the fair value option also helps ensure 
consistent accounting treatment of amounts 
due from credit institutions, lending, portfolio 
of securities, issued securities and derivative 
financial instruments in respect of risk and 
matching hedges. This implies that lending, 
securities and derivative financial instruments 
are measured at fair value through compre-
hensive income. 

Overall, nearly all of KommuneKredit’s state-
ment of financial position items are measured 
at fair value, as 96% of the items are meas-
ured at fair value.

Further, the fair value option is applied 
because KommuneKredit's measurement of 
investment returns is based on fair values, 
and the relating disclosures to Management 
and the Board of Directors are based on fair 
values. 

Unless market prices or other observable 
market data are used, losses or gains cannot 
be recognised in connection with or imme-
diately after the conclusion of transactions 
involving financial instruments.

To mitigate the operational risks associated 
with determination and manual handling of 
non-observable market data for purposes of 
fair value measurement of lending, issued se-
curities and derivative financial instruments, 
KommuneKredit has internal controls and 
business procedures in place which ensure 
distribution of responsibilities, segregation of 
duties and process management. All critical 
manual processes are supported by objective 
controls or peer checks.

More details on quantification of the sensi-
tivity which is, nevertheless, associated with 
the use of non-observable data are given in 
note 1.4 regarding the fair value of financial 
instruments.

SEGMENT INFORMATION
The annual report of KommuneKredit does 
not disclose information about operating seg-
ments, as KommuneKredit has one reportable 
business segment only.

VALUATION PRINCIPLES

Current tax assets 
DKKm 32

Other assets 
DKKm 105

Derivative financial instruments 
DKKm 6,483

Leasing 
DKKm 6,473

Portfolio of securities 
DKKm 42,361

Due from  
credit institutions 

DKKm 3

Lending 
DKKm 167,107

Due to credit institutions 
DKKm 1,640

Issued securities 
DKKm 202,145

Other liabilities 
DKKm 616

Derivative financial instruments 
DKKm 10,379

Pension obligations 
DKKm 61
Deferred tax liabilities 
DKKm 390
Equity 
DKKm 7,333

 Fair value option
 Amortised cost
 Other

ASSETS LIABILITIES AND 
EQUITY

DKKm

222,564
DKKm

222,564

GENERAL

 NOTES
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CORE EARNINGS AND FAIR VALUE ADJUSTMENTS, ETC.

NOTE 1.1 INTEREST INCOME AND  
NOTE 1.2 INTEREST EXPENSE

Interest income and interest expense are accrued and recognised in the statement of com-
prehensive income over the term to maturity. Interest income and interest expense comprise 
interest on financial instruments, leasing as well as administrative fees, consultancy fees and 
charges paid. Interest income and interest expense regarding financial instruments meas-
ured at fair value through comprehensive income are presented under net interest income.

DKKm     2017 2016

      

Interest income

Net financials at amortised cost

Leasing     45 43

Other     2 1

Net financials at fair value

Fixed-term loans     1,097 1,152

Bond loans     506 549

Portfolio of securities     187 131

Total interest income     1,837 1,876

Interest expense

Net financials at amortised cost

Charges paid     13 10

Other     0 1

Net financials at fair value

Bond deposits     483 518

Other loans and derivatives     707 691

Total interest expense     1,203 1,220

 NOTES

NOTE 1.3  VALUE ADJUSTMENTS OF  
FINANCIAL INSTRUMENTS

Value adjustments comprise realised and unrealised value adjustments  
of financial instruments.

DKKm     2017 2016

Value adjustments of financial instruments    

Own portfolio of securities     -37 45

Treasury portfolio of securities    229 254

Lending     -110 1,912

Issued securities     2,126 -3,975

Derivative financial instruments    -2,091 1,853

Total value adjustments of financial instruments   117 89
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FAIR VALUE ADJUSTMENTS, ETC.

1.4.1  SPECIFICATION OF FAIR VALUE  
OF FINANCIAL INSTRUMENTS

In accordance with IFRS 13, financial instruments measured at fair value must be classified 
in a fair value hierarchy ranging from level 1 to level 3, depending on how the fair values 
have been determined and the data on which they are based.

The fair value is the amount for which a financial asset or a financial liability can be ex-
changed between independent parties.

Fair value is measured on the basis of the following hierarchy:

LEVEL 1:
Quoted prices in an active market for identical assets or liabilities.

LEVEL 2:
Observable input based on quoted prices in an active market for similar assets or liabilities, 
or other valuation methods in which the valuation is based substantially on observable 
input.

LEVEL 3:
Non-observable input where the valuation is not based substantially on observable input.

The valuation of fair values is based on generally accepted models. KommuneKredit uses 
both discounted cash flow models, where all estimated and fixed cash flows are discounted 
using zero coupon interest curves, interest structure and options models, as well as listed 
prices for similar issues adjusted for liquidity, credit risk and conversion rights.

Fair value calculations involving non-observable market data are based on assumptions and 
estimates. Changes in these assumptions and estimates may, depending on the fair value 
level concerned, affect the estimated fair value of unlisted and illiquid financial assets and 
liabilities. KommuneKredit pursues a risk management strategy of eliminating market risk by 
using financial instruments (see notes 1.9 -1.11). Consequently, the total net effect on the 
statement of comprehensive income and equity from changes in estimates and assumptions 
used to calculate the fair value under levels 2 and 3 is reduced to include changes in the 
funding costs and lending prices. 

KommuneKredit's estimate of the actual funding costs is included in the valuation of lend-
ing. KommuneKredit aims to keep lending margins relatively constant by adjusting the actual 
lending prices on a regular basis against estimated, current funding costs. The sensitivity 
associated with estimating actual funding costs will thus be partly set off by changes in 
current lending prices. This means that the total value adjustment is considered to have a 
maximum net effect in the range of +/- DKK 350 million.

No transfers between the levels were made in 2017.

 NOTES
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FAIR VALUE ADJUSTMENTS, ETC.

1.4.1 SPECIFICATION OF FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)

DKKm   Level 1 Level 2 Level 3 Total

      

2017     

Assets     

Due from credit institutions   3 0 0 3

Lending   0 167,107 0 167,107

Portfolio of securities   40,107 2,254 0 42,361

Derivative financial instruments  0 5,578 905 6,483

Total assets   40,110 174,939 905 215,954

     

Liabilities     

Due to credit institutions   0 1,640 0 1,640

Issued securities   0 188,207 13,938 202,145

Derivative financial instruments  0 9,344 1,035 10,379

Total liabilities   0 199,191 14,973 214,164

      

DKKm   Level 1 Level 2 Level 3 Total

      

2016     

Assets     

Due from credit institutions   74 1,518  0 1,592

Lending   0 162,990 0 162,990

Portfolio of securities   28,526 5,523 0 34,049

Derivative financial instruments  0 18,299 1,258 19,557

Total assets   28,600 188,330 1,258 218,188

     

Liabilities     

Due to credit institutions   0 2,475 0 2,475

Issued securities   0 182,872 19,770 202,642

Derivative financial instruments  0 9,782 1,210 10,992

Total liabilities    0  195,129 20,980 216,109

 NOTES
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FAIR VALUE ADJUSTMENTS, ETC.

1.4.2 SPECIFICATION OF LEVEL 3 FAIR VALUE

     Recognised 
     in profit for  
DKKm  1 Jan. Additions Disposals the year 31 Dec.

2017      

      

Assets      

Due from credit institutions  0 0 0 0 0

Lending  0 0 0 0 0

Portfolio of securities  0 0 0 0 0

Derivative financial instruments 1,258 0 184 -169 905

Total assets  1,258 0 184 -169 905

      

Liabilities      

Due to credit institutions  0 0 0 0 0

Issued securities  19,770 5,573 10,732 673 13,938

Derivative financial instruments 1,210 253 197 231 1,035

Total liabilities  20,980 5,826 10,929 904 14,973

     

     Recognised 
     in profit for  
DKKm  1 Jan. Additions Disposals the year 31 Dec.

2016      

Assets      

Due from credit institutions  0 0 0 0 0

Lending  0 0 0 0 0

Portfolio of securities  0 0 0 0 0

Derivative financial instruments 1,392 52 419 233 1,258

Total assets  1,392 52 419 233 1,258

      

Liabilities      

Due to credit institutions  0 0 0 0 0

Issued securities  25,428 7,491 13,993 -844 19,770

Derivative financial instruments 3,822 224 2,340 496 1,210

Total liabilities  29,250 7,715 16,333 -348 20,980

 NOTES
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1.4.3 DEVELOPMENT IN CREDIT SPREADS

The monetary effect of credit spreads on fair value adjustments on the statements of com-
prehensive income and financial position is shown below. The calculations are based on a 
model based on the future positive and negative exposure adjusted for the probability of de-
fault and resulting losses. The calculations are based on market-based probabilities of default.

     Develop- 
DKKm    2016 ment 2017

   

Statement of comprehensive income   

Value adjustments of financial instruments  -32 23 -9

Total effect on statement of comprehensive income -32 23 -9

Statement of financial position   

Assets    -41 2 -39

Liabilities    -9 -21 -30

Total effect on statement of financial position  -32 23 -9

NOTE 1.4.4 OFFSETTING

KommuneKredit settles foreign exchange transactions and derivative financial instruments 
on a net basis when a master netting agreement (ISDA Master Agreement) includes an 
agreement on Cross-Transaction Payment Netting. The net settlement entails that the 
accounting values for derivative financial instruments contain offsetting in the financial posi-
tion. The total set-off amounts to DKK 3,349 million.

In ISDA Master Agreements where no Cross-Transaction Payment Netting is included, the 
accounting values will not include offsetting in the financial position. The netting value of 
derivative financial instruments not offset has been limited to the lesser of assets and liabili-
ties calculated per counterparty. The amount is included in both assets and liabilities. 

FAIR VALUE ADJUSTMENTS, ETC.

ISDA Master Agreements include unilateral or bilateral collateral agreements relating to de-
rivative financial instruments. Collateral received and posted under these agreements solely 
include bonds with a high credit rating. The amount of collateral is calculated per counter-
party and has been limited to the calculated net receivable. The collateral agreements only 
entitle receipt of collateral in case of bankruptcy and not on a regular basis. No offsetting is 
applied for the value of the collateral.

KommuneKredit has not entered into any netting agreements and has not posted or re-
ceived any collateral in relation to lending, leasing or issued securities. Accordingly, these 
financial instruments are not included in the table below. Carrying amounts appear from the 
statement of financial position.

Derivative financial instruments presented in the statement of financial position

 Values offset Values not offset

 Gross   Financial 
 carrying  Carrying instru- 
DKKm amount Set-off amount ments Collateral Net value

2017

Assets  9,832  -3,349 6,483 -1,356 -3,206 1,921

Liabilities 13,728 -3,349 10,379 -1,356 -6,530 2,493

Net -3,896 0 -3,896 0 3,324 -572

2016      

Assets  19,705  -148 19,557 -7,243 -9,664 2,650

Liabilities 11,140 -148 10,992 -7,243 -2,258 1,491

Net 8,565 0 8,565 0 -7,406 1,159

 NOTES
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FAIR VALUE ADJUSTMENTS, ETC.

1.4.5 SPECIFICATION OF COLLATERAL

Specification of collateral 
DKKm Collateral posted Collateral received

    Market  Market 
    value  value 
   Market after Market after 
Type of bond  Rating value haircut value haircut

2017

Danish government bonds  AAA 0 0 0 0

Danish mortgage bonds  AAA 0 0 566 546

Danish mortgage bonds  AA+ 0 0 147 142

US Treasuries  AAA 0 0 0 0

Dutch government bonds  AAA 0 0 0 0

German government bonds  AAA 4,745 4,565 184 176

Finnish government bonds  AA+ 0 0 0 0

British government bonds  AA 1,501 1,355 2,115 2,013

French government bonds  AA 717 691 178 169

Total   6,963 6,611 3,426 3,275

Of which non-nettable collateral  0 -81 0 -69

Total nettable collateral   6,963 6,530 3,426 3,206

Specification of collateral 
DKKm Collateral posted Collateral received

    Market  Market 
    value  value 
   Market after Market after 
Type of bond  Rating value haircut value haircut

2016

Danish government bonds  AAA 0 0 225 218

Danish mortgage bonds  AAA 0 0 1,896 1,858

Danish mortgage bonds  AA+ 0 0 159 156

US Treasuries  AAA 0 0 0 0

Dutch government bonds  AAA 0 0 1 1

German government bonds  AAA 2,398 2,274 2,022 1,906

Finnish government bonds  AA+ 0 0 1,122 1,096

British government bonds  AA 14 13 3,646 3,510

French government bonds  AA 0 0 1,330 1,279

Total   2,412 2,287 10,401  10,024

Of which non-nettable collateral  0 -29 0 -360

Total nettable collateral   2,412 2,258 10,401 9,664
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FAIR VALUE ADJUSTMENTS, ETC.

NOTE 1.5 LENDING

Lending is measured at fair value through the statement of comprehensive income.

DKKm    No. of loans 2017 2016

      

Lending     

1 January    15,306 168,589 157,693

Additions    3,822 29,835 31,134

Disposals    3,578 24,844 20,238

Total lending    15,550 173,580 168,589

     

Bond loans    2,225 32,544 33,240

Fixed-term loans    4,425 134,563 129,750

Leasing    8,900 6,473 5,599

Total lending    15,550 173,580 168,589

     

Bond loans     32,544 33,240

Fair value adjustments     -2,355 -2,264

Bond loans in nominal values    30,189 30,976

     

Fixed-term loans     134,563 129,750

Fair value adjustments     -3,861 -3,985

Fixed-term loans in nominal values    130,702 125,765

     

Leasing     6,473 5,599

Fair value adjustments     0 0

Leasing in nominal values     6,473 5,599

NOTE 1.6  UNEARNED FINANCIAL INCOME  
RELATING TO LEASING

Leasing is not covered by the fair value option. KommuneKredit is the lessor of finance 
leases. Finance leases are recognised in the statement of financial position as a receivable at 
an amount corresponding to the future minimum lease payment discounted at the interest 
rate implicit in the lease. On subsequent recognition, leasing is measured at amortised cost 
in accordance with the effective interest method. The difference between the value on initial 
recognition and nominal value is amortised over the term to maturity and is recognised as 
“interest on leasing” under Interest income.

DKKm     2017 2016

Net investments in finance leases, by lease term

Up to 1 year     1,080 878

From 1 to 5 years     3,135 2,802

Over 5 years     2,258 1,919

Total net leasing     6,473 5,599

     

Gross investments in finance leases, by lease term

Up to 1 year     1,104 909

From 1 to 5 years     3,201 2,887

Over 5 years     2,367 2,030

Total gross leasing     6,673 5,826

     

Unearned financial income     200 227
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NOTE 1.7 PORTFOLIO OF SECURITIES

The portfolio of securities is measured at fair value through the statement of comprehensive 
income.

DKKm     2017 2016

Portfolio of securities      

Government/public authorities    14,830 8,168

Multilateral counterparties     1,089 445

Mortgage credit institutions     25,736 24,126

Banks     706 1,310

Total portfolio of securities     42,361 34,049

Of this portfolio of securities used as collateral   5,576 3,451

Portfolio of unencumbered securities    36,785 30,598

NOTE 1.8 ISSUED SECURITIES

Issued securities are measured at fair value through the statement of comprehensive income.

   Disposals/  Value Fair value 
DKKm 1 January Additions value adj. 31 Dec. adj. 31 Dec.

      

2017

Nasdaq Copenhagen 39,519 2,558 4,185 37,892 2,723 40,615

ECP 3,677 14,807 18,484 0 0 0

Private Placements 35,243 11,135 12,366 34,012 2,106 36,118

Uridashi 7,129 3,229 4,398 5,960 -1,724 4,236

Benchmark 107,969 38,623 30,147 116,445 1,132 117,577

Kangaroo 2,788 1,027 189 3,626 -27 3,599

Total issued 
securities 196,325 71,379 69,769 197,935 4,210 202,145

2016

Nasdaq Copenhagen 42,642 1,578 4,701 39,519 2,808 42,327

ECP 17,911 23,942 38,176 3,677 1,016 4,693

Private Placements 40,215 12,745 17,717 35,243 1,582 36,825

Uridashi 7,152 1,095 1,118 7,129 -901 6,228

Benchmark 82,392 44,524 18,947 107,969 1,915 109,884

Kangaroo 660 2,079 -49 2,788 -103 2,685

Total issued 
securities 190,972 85,963 80,610 196,325 6,317 202,642
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GENERAL

Our function as a financial link between the capital markets and the local authorities in 
Denmark exposes KommuneKredit to financial risks. Through prudent risk management, it is 
ensured that KommuneKredit's risk profile matches the Board of Directors' low risk appe-
tite. The low risk appetite means that KommuneKredit only assumes financial risks that are 
absolutely necessary to accomplish KommuneKredit's mission. 
KommuneKredit distinguishes between the following types of financial risks:

 ▪ Market risk is the risk that market factor fluctuations will affect the market value of a 
financial instrument. Market risk comprises currency risk, interest rate risk, volatility risk 
and other price risk.

 ▪ Credit risk is the risk that the counterparty to a financial instrument does not settle a 
liability and thus exposes KommuneKredit to a loss.

 ▪ Liquidity risk is the risk that KommuneKredit will have difficulty in settling its financial 
obligations.

NOTE 1.9 MARKET RISK

KommuneKredit limits the market risk by using derivative financial instruments. The limited 
market risk mitigates the risk of loss resulting from changes in market factors.

KommuneKredit distinguishes between the following types of market risks:

 ▪ Currency risk is the risk that exchange rate fluctuations will affect the market value of a 
financial instrument.

 ▪ Interest rate risk is the risk that interest rate fluctuations will affect the market value of a 
financial instrument.

 ▪ Volatility risk is the risk that changes in volatilities on interest rates, currencies, stock 
indices, commodity prices or similar factors will affect the market value of a financial 
instrument.

 ▪ Other price risk is the risk that changes in market factors other than those attributable to 
interest rate, currency and volatility fluctuations will affect the market value of a financial 
instrument.
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NOTE 1.9.1 CURRENCY RISK

POLICIES AND PROCEDURES
KommuneKredit's risk appetite in respect of currency risks is very low, as it is most often not 
necessary to accept such risks to accomplish KommuneKredit's mission. 

Currency risk is managed either by hedging funding in foreign currency using derivative 
financial instruments or by investing the total liquidity resources in the same currency as the 
funding. In this way, KommuneKredit minimises its currency position. In the principal funding 
currencies such as EUR and USD, KommuneKredit on a smaller scale assumes currency risk 
in the form of unrealised gains and losses. 

According to the guidelines, the net position calculated as the present value of future pay-
ments in EUR must not exceed DKK 1,000 million, and the net position for all other curren-
cies combined must not exceed DKK 100 million.

MEASUREMENT
The currency position is presented separately for receivables and liabilities as well as deriva-
tive financial instruments where the position is calculated using market values not adjusted 
for basis swap spreads. The distribution shows how the derivative financial instruments are 
used to hedge the resulting currency position from receivables and liabilities. 

At the end of 2017, KommuneKredit’s currency position was DKK 44 million in EUR and DKK 
54 million in USD, while all other currency exposures were very close to zero. This reflects 
KommuneKredit’ low risk appetite in respect of currency risk, and the currency position 
is thus composed exclusively of the exposure on future unrealised gains and losses in the 
principal funding currencies like EUR and USD.
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NOTE 1.9.1 CURRENCY RISK (CONTINUED)

Currency risk

     Derivative  
     financial Currency 
DKKm   Assets Liabilities instruments position

     

2017     

Australian dollar AUD  138 7,409 7,271 0

Swiss franc CHF  602 9,529 8,928 1

Euro EUR  10,886 55,096 44,166 -44

Pound sterling GBP  0 4,680 4,680 0

Hong Kong dollar HKD  0 498 498 0

Japanese yen JPY  0 4,860 4,860 0

Norwegian kroner NOK  0 5,823 5,823 0

Swedish kroner SEK  1,827 3,218 1,391 0

US dollar USD  5,604 67,552 61,894 -54

Other currencies*   470 4,650 4,180 0

Total   19,527 163,315 143,691 -97

Currency risk

     Derivative  
     financial Currency 
DKKm   Assets Liabilities instruments position

     

2016     

Australian dollar AUD  0 6,928 6,928 0

Swiss franc CHF  1,278 10,666 9,388 0

Euro EUR  7,170 41,776 34,604 -2

Pound sterling GBP  0 4,896 4,896 0

Hong Kong dollar HKD  0 1,157 1,157 0

Japanese yen JPY  0 8,696 8,696 0

Norwegian kroner NOK  0 4,778 4,778 0

Swedish kroner SEK  0 3,551 3,551 0

US dollar USD  3,590 76,166 72,578 2

Other currencies*   54 3,372 3,318 0

Total   12,092 161,986 149,894  0
* Other currencies comprise BRL, CAD, HUF, MXN, NZD, RON, TRY, ZAR.
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NOTE 1.9.2 INTEREST RATE RISK

POLICIES AND PROCEDURES
KommuneKredit's risk appetite in respect of interest rate risks is limited, but it is deemed 
necessary to accept certain interest rate risks to accomplish KommuneKredit's mission. 

KommuneKredit primarily accepts interest rate risks when the total liquidity resources are 
invested in bonds. Interest rate risks are accepted to a lesser degree on unrealised gains and 
losses and when floating-rate loans and funding are fixed at varying dates.

The interest rate risk is managed by micro-hedging fixed-rate lending, funding and invest-
ments of a certain size using derivative financial instruments. The remaining interest rate 
risk is also managed using derivative financial instruments by macro-hedging at portfolio 
level.

According to the guidelines, the interest rate risk must not exceed 4.5 per cent of equity, 
corresponding to DKK 330 million. The interest rate risk is calculated using a 1.0 per cent 
parallel shift in the yield curve based on market values not adjusted for basis swap spread. 

MEASUREMENT 
At year-end 2017, KommuneKredit utilised 38% of the interest rate risk limit.

DKKm     2017 2016

Total interest rate risk     127 38

Equity used for limit      7,333 6,638

Interest rate risk limit of 4.5 per cent of equity   330 299

Total interest rate risk     127 38

Limit for interest rate risk     330 299

Utilisation of the limit as a percentage    38 13

NOTE 1.9.3 VOLATILITY RISK

POLICIES AND PROCEDURES
KommuneKredit's risk appetite in respect of volatility risk is very low, as it is not necessary 
to accept volatility risk to accomplish KommuneKredit's mission.

KommuneKredit may to a very limited extent assume volatility risk in the form of interest 
rate volatility risk. Interest rate volatility risks arise when KommuneKredit invests in callable 
bonds or bonds with a cap or floor.

According to the Board of Directors’ guidelines, the interest rate volatility risk must not ex-
ceed 0.2 per cent of equity, corresponding to DKK 15 million. The interest rate volatility risk 
is calculated based on a 1 percentage point shift in the interest rate volatility. At the end of 
2017, there was no interest rate volatility risk.

NOTE 1.9.4 OTHER PRICE RISK

POLICIES AND PROCEDURES
KommuneKredit is exposed to risk associated with changes to its own funding spread. By 
maintaining relatively constant lending margins, changes to KommuneKredit’s own funding 
spread are passed on to lending prices. As the funding is larger and has longer maturities 
than the binding loan commitments, part of the effect of a changed funding spread will not 
be passed on to lending prices.

This mismatch between funding and lending thus entails a risk of changes to the funding 
spread which in terms of liquidity is necessary for KommuneKredit’s business model. 

The risk associated with changes to KommuneKredit’s own funding spread is measured and 
reported on a continuing basis.

KommuneKredit’s risk appetite in respect of other price risk than the risk of changes to its 
own funding spread is very low, as it is not necessary to accept other price risk to accom-
plish KommuneKredit's mission.

Other price risk than the risk of changes to KommuneKredit’s own funding spread may arise 
when KommuneKredit issues bonds related to commodity indices or the like. According to 
the Board of Directors’ guidelines, such other price risks must be hedged at the trade date. 

 NOTES

64 ›  ANNUAL REPORT 2017KOMMUNEKREDIT  ›

NOTE 1.9.2-1.9.4



FINANCIAL RISK MANAGEMENT

NOTE 1.10 CREDIT RISK

POLICIES AND PROCEDURES
KommuneKredit is exposed to credit risk in connection with lending and leasing to the 
municipal and regional sector in Denmark, when investing the funds from its total liquidity 
resources and when entering into financial instruments which reduce the market risk 

Credit risk accounts for a relatively large part of KommuneKredit’s financial risks, since, in 
spite of KommuneKredit’s low risk appetite, it is a risk that is difficult to avoid in accomplish-
ing KommuneKredit's mission.

Lending and leasing are only granted to Danish local authorities or against a 100 per cent 
guarantee from these authorities. In this section, recipients of lending and leasing will be 
referred to as clients. Derivative financial instruments with clients are hedged in the same 
way as lending and leasing. Investment counterparties and counterparties with respect to 
derivative financial instruments who are not clients will be referred to as counterparties.

Due to the special credit quality of its clients, KommuneKredit assesses that there is no 
credit risk associated with lending, leasing and derivative financial instruments with clients.

Credit risk on lending, leasing and derivative financial instruments with clients

DKKm    Carrying amount Credit risk

2017  

Danish municipalities and regions   106,163 0

Institutions guaranteed by Danish municipalities and regions 68,849 0

Total    175,012 0

  

2016  

Danish municipalities and regions   106,072 0

Institutions guaranteed by Danish municipalities and regions 64,199 0

Total    170,271 0

In order to reduce the credit risk, KommuneKredit can only enter into financial instruments 
with counterparties with whom a bilateral collateral agreement has been concluded. Accord-
ing to the guidelines on the posting of collateral, such agreements must meet the following 
requirements as a minimum:
 ▪ Daily exchange of collateral and low threshold values.
 ▪ Collateral received under the agreements must be high-quality liquid bonds.

In order to further reduce the credit risk on other counterparties, the credit risk guidelines 
include strict requirements as to the credit quality, both in relation to the type of coun-
terparty and the rating of the counterparty by credit rating agencies. As a result, financial 
instruments may only be entered into with the following types of counterparties:
 ▪ Central governments, regions, municipalities and other public authorities.
 ▪ Multilateral development banks and international organisations.
 ▪ Banks, other financial institutions and issuers of covered bonds.

Counterparties must either be resident in a country that has been granted the lowest risk 
classification in the OECD’s Country Risk Classification or in a country that has not been 
audited or classified for these purposes, but is audited as a high-income OECD or Eurozone 
country. 

In addition, the counterparty must have a rating of at least AA- from Standard & Poor’s or 
a similar rating from Moody's Investors Services and/or Fitch Ratings. If a bilateral collateral 
agreement has been entered into with the counterparty, ratings down to A- are accepted. 
Finally, agreements with lower-rated, systemically important Danish banks are permitted.

According to the Board of Directors' guidelines, counterparties satisfying these requirements 
may be granted a credit risk line by Management.

The daily utilisation of credit risk lines on financial instruments is calculated according to the 
same calculation method as is used by so-called IRB banks to reserve capital for unexpected 
credit risk losses in accordance with EU regulation on prudential requirements for credit in-
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stitutions and investment firms. Expected credit risk losses are recognised in the statement 
of comprehensive income on an ongoing basis.

KommuneKredit sets limits for the concentration of credit risks based on large exposures in 
the EU regulation on prudential requirements for credit institutions and investment firms. 
According to this regulation, exposures to a single counterparty or a group of connected 
counterparties, net of fully and completely secured exposures, cannot exceed 25 per cent of 
the base capital, which for KommuneKredit's purposes corresponds to equity. Management 
has also defined limits for the concentration of credit risks by limiting the value of how much 
a single counterparty or a group of connected counterparties may contribute to the value 
of the total unexpected credit loss. The concentration of credit risk by rating, counterparty 
type, instrument type and geographical area is shown in 1.10.2. 

Management and participants from Lending, Funding and Treasury as well as Finance and 
Risk Management meet monthly in a credit committee to assess the current credit risk. 

NOTE 1.10.1 CREDIT RISK MEASUREMENT

MEASUREMENT
Credit risks can be broken down into two main components. The first component is the 
credit risk associated with amounts due from credit institutions and securities, collectively 
called investment credit risk. The other component is the credit risk associated with deriv-
ative financial instruments and related collateral, collectively called credit risk on derivative 
financial instruments.

Most of the aggregate credit risk exposure relates to investments based on funds from the 
total liquidity resources, as the credit risk on derivative financial instruments is limited by 
collateral agreements in accordance with KommuneKredit’s business model.

NOTE 1.10 CREDIT RISK (CONTINUED)

Exposures associated with credit risk increased by DKK 6.4 billion from DKK 36.5 billion in 
2016 to DKK 42.9 billion in 2017. The investment credit risk increased by DKK 6.7 billion, 
while the credit risk on derivative financial instruments decreased by DKK 0.3 billion. 

The higher investment exposure was due to an active decision to improve the total liquidity 
resources with a view to reducing liquidity risk. The share of investments with the high-
est rating increased by DKK 8.8 billion from 2016 to 2017, which is more than the overall 
increase in investment exposure. The higher total liquidity resources have thus improved the 
credit quality.

The reason for the decrease in exposures relating to derivative financial instruments is the 
fact that the exposure to credit risk on derivative financial instruments fell more than the 
collateral. At the end of 2017, 85% of the market value of the derivatives portfolio was 
covered by collateral received. 

The rating is based on Moody’s Investors Service, Standard & Poor’s and/or Fitch Ratings. 
If the counterparty is rated by two rating agencies, the lowest rating will be applied. If the 
counterparty is rated by three rating agencies, the middle rating of the three ratings is used. 
When investing in securities, the rating of the securities is used, and for all financial instru-
ments covered by a guarantee, the rating of the guarantor is used.

Any collateral received that exceeds the fair value of derivative financial instruments at 
counterparty level is not included in the credit risk-reducing collateral. In respect of counter-
parties posting collateral for their liabilities vis-a-vis KommuneKredit, the collateral is clas-
sified based on the rating of the counterparty. Thus, the classification does not reflect the 
rating of the collateral. The credit risk-reducing element of the collateral equals the value of 
the nettable collateral in note 1.4.5. 

As the credit risk made up as fair value at counterparty level cannot be negative, an adjust-
ment in this respect has been made in the column “Correction for neg. FV per counterpar-
ty”.
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NOTE 1.10.1 CREDIT RISK MEASUREMENT (CONTINUED)

 Investment credit risk 
 

Credit risk on derivatives 
 

Total

DKKm Due from   Derivative financial  Correction    
 credit   instruments  for neg. FV per Collateral  
Rating institutions Securities Total Positive Negative counterparty after haircut Total Net

         

2017         

AAA 0 35,056 35,056 0 0 0 0 0 35,056

AA+ 0 3,396 3,396 0 0 0 0 0 3,396

AA 0 2,883 2,883 178 -34 0 0 144 3,027

AA- 1 1,026 1,027 2,311 -4,506 2,559 -147 217 1,244

A+ 1 0 1 633 -2,643 2,197 -151 36 37

A 1 0 1 2,715 -3,906 2,312 -968 153 154

A- 0 0 0 0 -512 512 0 0 0

BBB+ 0 0 0 2,563 -2,118 1,518 -1,940 23 23

Total 3 42,361 42,364 8,400 -13,719 9,098 -3,206 573 42,937

         

2016         

AAA 0 26,291 26,291 0 -23 23 0 0 26,291

AA+ 0 4,682 4,682 0 0 0 0 0 4,682

AA 0 2,720 2,720 103 -17 0 0 86 2,806

AA- 1 356 357 4,250 -4,692 1,572 -694 436 793

A+ 1 0 1 707 -1,556 919 -70 0 1

A 372 0 372 7,542 -3,759 788 -4,196 375 747

A- 0 0 0 0 0 0 0 0 0

BBB+ 1,218 0 1,218 5,537 -1,196 364 -4,704 1 1,219

Total 1,592 34,049 35,641 18,139 -11,243 3,666 -9,664 898 36,539

FINANCIAL RISK MANAGEMENT
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NOTE 1.10.2 CREDIT QUALITY

KommuneKredit has never incurred a loss as a result of a counterparty not settling an 
obligation. At the end of the year, KommuneKredit had no overdue receivables. 82% of the 
total credit risk relates to counterparties with the highest rating, 18% has a credit rating 
between AA+ and AA-, and less than 1% has a lower credit rating. The credit quality of Kom-
muneKredit's counterparties is thus very high.

Compared with 2016, a larger proportion of the investments at the end of 2017 was placed 
in bonds issued by European governments and Nordic public issuers with the highest credit 
quality. This has resulted in an increase in exposure to issues from governments/public 
authorities and to counterparties in the other Nordic countries, while exposure to Danish 
mortgage bonds has decreased.

EXPOSURE BY RATING

 2017  2016

EXPOSURE BY GEOGRAPHICAL AREA

 2017  2016

EXPOSURE BY TYPE OF INSTRUMENT

 2017  2016

EXPOSURE BY TYPE OF COUNTERPARTY

 2017  2016

1.10.3 COLLATERAL RECEIVED

All KommuneKredit’s collateral agreements have been concluded as annexes (Credit Support 
Annexes) to ISDA Master Agreements. In order to ensure maximum credit risk reduction, low 
threshold values have been agreed as well as daily valuations and exchange of collateral. 

When collateral is posted, a haircut (deduction) is calculated in respect of the collateral, 
depending on instrument, rating and term to maturity. This haircut is a buffer protecting the 
parties against fluctuations in the market value in case the collateral is to be realised. 

2,967 transfers of collateral totalling DKK 114 billion in nominal value were made in 2017. 
This high level of activity is a reflection of the low threshold values and the daily exchange, 
which ensures that collateral is posted and received on a regular basis for as large a part of 
the credit risk as possible.

To further reduce the credit risk, the collateral agreements also include strict requirements 
as to the quality of the collateral posted and received. Under the collateral agreements, 
collateral must be highly rated mortgage credit bonds or government bonds issued by coun-
tries with a high rating. As indicated in note 1.4.5, 79% of the collateral received at year-end 
2017 was thus US, German, British or French government bonds. The remaining 21 per cent 
was Danish mortgage credit bonds of the highest or second-highest credit quality. Thus, all 
collateral received is high-quality liquid bonds. Moreover, collateral is received as transfer of 
title.

A minor share of the collateral received exceeds the net value of the derivative financial 
instruments at counterparty level. Accordingly, these are not included as credit risk-reducing 
collateral. 
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NOTE 1.11 LIQUIDITY RISK

POLICIES AND PROCEDURES
Even if KommuneKredit's risk appetite in respect of liquidity risks is very low, such risks 
cannot be avoided. For this reason, the guidelines governing liquidity risk were significantly 
extended in 2017. KommuneKredit’s liquidity risk and liquidity situation is assessed monthly 
at meetings of the Liquidity Committee.

The overall principle for liquidity risk mitigation is based on a maturity match between fund-
ing and lending. As a consequence of the liquidity limit, binding lending commitments can-
not be entered into unless at least corresponding binding funding commitments are in place 
with at least corresponding terms to maturity. The share of equity exceeding the statutory 
requirement of 1.0 per cent of liabilities can be used for funding purposes.

According to the liquidity guidelines, the total holding of high-quality, unrestricted liquid 
assets must exceed the accumulated liquidity outflows in a 30-day stress scenario. Further-
more, the stable medium-term and long-term funding, i.e. more than one year, must exceed 
the liquidity requirements in a stress scenario The guidelines are inspired by the principles of 
the international standards on liquidity, including Liquidity Coverage Ratio (CRR/CRD IV) and 
Net Stable Funding Ratio.

To ensure the best possible access to new funding, the guidelines were supplemented in 
2017 by a requirement on diversification of funding on sources, currencies and term to 
maturity, including requirements on diversification of funding maturities. 

Furthermore, to maintain readily available liquidity reserves, these consist of cash and short-
term securities subject to requirements for asset liquidity. As a result, 95% of all investments at 
the end of 2017 were HQLA, and 86% were categorised as eligible collateral with either Dan-
marks Nationalbank or the ECB. 

In 2017, a minimum requirement was defined for the survival horizon in a going concern stress 
scenario. The scenario is based on assumptions that there is no access to the funding markets, 
that KommuneKredit continues new lending and that the markets are developing unfavourably 
for KommuneKredit in relation to investments and collateral for derivatives. Loans subject to 
renegotiation, for which the binding liquidity commitment is shorter than the term to maturity of 
the loan, are in the scenario considered as non-terminable.

In continuation thereof, KommuneKredit increased and extended its total liquidity resources in 
2017. 

The survival horizon is supplemented by additional stress scenarios for short-term liquidity and 
day-to-day liquidity, and KommuneKredit has a liquidity resource contingency plan which can be 
activated in case of pressure on liquidity.
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NOTE 1.11.1 DISTRIBUTION OF MATURITY

The distribution of maturity is calculated in nominal value according to term to maturity or the liquidity binding period where this is shorter.

Distribution of maturity  0-3 3-12 1-5 Over 
DKKm  months months years 5 years Total

2017

     

Financial assets     

Due from 
credit institutions  3 0 0 0 3

Portfolio of securities  2,808 2,556 36,176 0 41,540

Lending  64,390 25,172 33,369 37,959 160,890

Leasing  125 955 3,135 2,258 6,473

Total recognised  
financial assets  67,326 28,683 72,680 40,217 208,906

Funding commitments received 0    0

Total financial assets  67,326 28,683 72,680 40,217 208,906

     

Financial liabilities     

Due to credit institutions   1,250   113   275  0   1,638 

Issued securities  22,671 20,534 86,977 67,753 197,935 

Derivative financial instruments  -228   626   1,321   -548   1,171 

Total recognised  
financial liabilities  23,693 21,273 88,573 67,205 200,744

Loan commitments given  12,273    12,273

Total financial liabilities  35,966 21,273 88,573 67,205 213,017

Distribution of maturity  0-3 3-12 1-5 Over 
DKKm  months months years 5 years Total

2016

     

Financial assets     

Due from 
credit institutions  1,518 0 0 0 1,518

Portfolio of securities  6,901 9,559 16,892 75 33,427

Lending  71,131 19,013 31,312 35,285 156,741

Leasing  144 734 2,802 1,919 5,599

Total recognised  
financial assets  79,694 29,306 51,006 37,279 197,285

Funding commitments received 0    0

Total financial assets  79,694 29,306 51,006 37,279 197,285

     

Financial liabilities     

Due to credit institutions   1,211   869   389  0   2,469

Issued securities  25,582 16,678 94,831 59,234 196,325

Derivative financial instruments -2,830 -1,038 -4,129 -1,094 -9,091

Total recognised  
financial liabilities  23,963 16,509 91,091 58,140 189,703

Loan commitments given  14,051    14,051

Total financial liabilities  38,014 16,509 91,091 58,140 203,754

FINANCIAL RISK MANAGEMENT
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NOTE 1.11.2 LIQUIDITY RESOURCES

The Ministry for Economic Affairs and the Interior allows KommuneKredit to build up liquidity 
resources, based on pre-funding, of up to 25% of total lending at the end of the preced-
ing quarter. The upper limit amounted to DKK 43.2 billion at the end of 2017, and Kom-
muneKredit had liquidity resources of DKK 34.1 billion. The utilisation of the limit fluctuated 
throughout 2017, and the highest level of liquidity resources at the end of a month was 
24%. 

Liquidity resources are calculated as due to credit institutions, issued securities and deriv-
ative financial instruments less total lending and lease receivables recognised at carrying 
amount.

DKKm     2017 2016

     

Liquidity resources     

     

Due to credit institutions, issued securities and  
derivative financial instruments

Due to credit institutions     1,640 2,475

Issued securities     202,145 202,642

Derivative financial instruments    10,379 10,992

Derivative financial instruments    -6,483 -19,557

Total due to credit institutions, issued securities and  
derivative financial instruments    207,681 196,552

     

Lending and leasing     

Lending     167,107 162,990

Leasing     6,473 5,599

Total lending     173,580 168,589

     

Liquidity resources     34,101 27,963

     

Liquidity resources cannot exceed 25% of total lending  
at the end of the preceding quarter.

     

Liquidity resources     34,101 27,963

Total lending at 30 September    172,725 169,626

Liquidity resources in pct.     20 16

FINANCIAL RISK MANAGEMENT
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ADMINISTRATIVE EXPENSES

NOTE 2.1 ADMINISTRATIVE EXPENSES

Administrative expenses comprise staff costs and other administrative expenses, adjustment 
of pension obligations and amortisation/depreciation and impairment of intangible assets 
and property, plant and equipment.

Intangible assets and property, plant and equipment are measured at cost less accumulated 
amortisation/depreciation and impairment charges.

Cost comprises the purchase price and any costs directly attributable to the acquisition until 
the date when the asset is available for use. Where individual components of an intangible  
asset or an item of property, plant and equipment have different useful lives, they are ac-
counted for as separate items and amortised/depreciated separately.

Development costs regarding software comprise consultancy fees and other expenses 
attributable to KommuneKredit's development activities. Development projects that meet 
the applicable accounting requirements are recognised as intangible assets. As for intangible 
assets and items of property, plant and equipment, amortisation/depreciation is provided on 
a straight-line basis over the expected useful lives of the assets or components, respectively, 
as follows:

 ▪ Intangible assets (software, etc.), 3 years
 ▪ Buildings, 75 years
 ▪ Operating equipment, including IT equipment, 3-5 years
 ▪ Cars, 3-4 years
 ▪ Leasehold improvements, 5 years

Land is not depreciated.

The carrying amounts are tested annually to determine whether there is any indication of 
impairment. When there is evidence that an asset may be impaired, the recoverable amount 
of the asset is determined. The recoverable amount is the higher of an asset's fair value less 
expected costs to sell and its value in use.

DKKm     2017 2016

      

Administrative expenses   

   

Salaries, remuneration, etc.     50 49

Pension contributions, etc.     12 7

Other staff costs     6 5

Consultancy fees     19 15

IT licenses     10 12

Charges     7 4

Property management     7 4

Amortisation/depreciation and impairment of intangible assets  
and property, plant and equipment    3 4

Other administrative expenses    9 6

Total administrative expenses    123 106

   

Average number of employees    70 66

The increase in costs of pension contributions was due to an adjustment of pensions for 
employees employed on quasi-public servant terms (defined benefit plans). KommuneKredit 
has not entered into new agreements on pensions on quasi-public servant terms since 1993.

 NOTES
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ADMINISTRATIVE EXPENSES

2.2 REMUNERATION OF THE BOARD OF DIRECTORS AND MANAGEMENT

Fees to members of the Board of Directors consist of a fixed amount plus a fee for their membership of the Audit Committee.

The Management is not covered by KommuneKredit’s bonus plan. The pension obligation has been calculated based on actuarial assumptions.

DKK’000     2017 2016

  

Remuneration of the Board of Directors and Management  
  
Remuneration of the Board of Directors  

Erik Nielsen, Chairman     218 216

Lars Krarup, Vice Chairman     120 119

Sophie Hæstorp Andersen     72 71

Anker Boye     72 71

Kaj V. Holm     72 71

Mikael Klitgaard     72 71

Anne V. Porse     72 71

Hans Toft     72 71

Henrik Zimino     72 70

Total remuneration of the Board of Directors   842 831

  

      

DKK’000     2017 2016

  

Remuneration of Management  

Jens Lundager, CEO     2,571 2,483

Johnny Munk, Managing Director    1,481 1,467

Total remuneration of Management    4,052 3,950

  

Provision for Management's pension plan in the year  

Johnny Munk     4,542 366

Total provision for Management's pension plan in the year  4,542 366
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ADMINISTRATIVE EXPENSES

NOTE 2.3 PENSION OBLIGATIONS

KommuneKredit has entered into pension plans with the majority of its employees. Liabilities 
relating to defined contribution plans are recognised in the income statement in the period 
in which they are earned, and payments due are recognised in the statement of financial 
position under other liabilities.

KommuneKredit has entered into defined benefit plans with a few current and former em-
ployees. For defined benefit plans, annual actuarial calculations are made of the net present 
value of future benefits to be paid under the plan. The net present value is calculated based 
on assumptions of the future developments of salary, interest, inflation and mortality rates, 
among other things. The net present value is only calculated for those benefits earned by 
the employees through their employment with KommuneKredit to date. 

The actuarially calculated net present value is recognised in the statement of financial posi-
tion as pension obligations. The calculations are based on the Danish Financial Supervisory 
Authority's benchmark for mortality rates and longevity improvements. Adjustments to the 
calculated net present value attributable to changes in actuarial assumptions are recognised 
in other comprehensive income. The interest rate is unchanged at 1.5%. 

If changes occur in benefits payable regarding the employees’ service in KommuneKredit 
to date, a change in the actuarial net present value arises. This is termed past service cost. 

Such costs are expensed immediately if the employees have already earned the right to 
the changed benefits. Otherwise, they are recognised in the statement of comprehensive 
income over the period during which the employees earn the right to the changed benefits.

DKKm     2017 2016

     

Pension obligations     

Balance at 1 January     57 60

Additions     6 1

Disposals     2 4

Total pension obligations     61 57

     

Hereof remuneration of Management    16 11

The additions reflect actuarial adjustments of DKK 1.0 million before tax through other com-
prehensive income and an adjustment for 2017 to the pension obligation.
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TAX

NOTE 3.1 TAX ON PROFIT FOR THE YEAR

KommuneKredit computes tax on financial instruments based on the market-value principle. 
The current corporate income tax rate is 22%.

Deferred tax is measured on all temporary differences between the carrying amount and the 
tax base of assets and liabilities. On this basis, the average tax rate is calculated at 22%.

Tax on profit for the year comprises current tax for the year, changes in deferred tax for the 
year, estimated tax on other comprehensive income and prior-year adjustments.

DKKm     2017 2016

Tax on profit for the year     118 54

Deferred tax charge for the year    20 87

Prior-year adjustments     0 0

Total tax on profit for the year    138 141

Tax on profit for the year is explained as follows:

Calculated tax on the pre-tax profit for the year   138 141

Prior-year adjustments     0 0

Total tax on profit for the year    138 141

Effective tax rate     22 22

NOTE 3.2 CURRENT TAX ASSETS

Current tax assets and tax liabilities are recognised in the statement of financial position as 
the sum of current tax, prior-year tax receivables or payables and tax paid for the year.

The Swiss tax authorities owe KommuneKredit coupon tax on matured bond investments. 
Initially, the Swiss tax authorities refused to refund the coupon tax, but KommuneKredit 
finds this to be unjustified and expects that the coupon tax will be refunded. On this basis, 
the receivable, which totals DKK 34 million, has not been written down.

DKKm     2017 2016

Balance at 1 January     39 113

Current tax     -118 -54

Prior-year adjustments     0 0

Income taxes paid for the year    21 -20

Total current tax assets      -58 39
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CASH FLOWS

The statement of cash flows shows cash flows from operating activities in the year, the 
year’s changes in cash and cash equivalents and cash and cash equivalents at the beginning 
and end of the year.

CASH FLOWS FROM OPERATING ACTIVITIES
Cash flows from operating activities are made up as the pre-tax profit or loss, adjusted 
for income taxes paid, non-cash operating items, etc. and also comprise cash flows from 
lending and funding activities, additions and disposals of intangible assets and property, 
plant and equipment as well as acquisition and disposal of securities if the term to maturity 
exceeds three months at the date of conclusion. Amounts due from and to credit institu-
tions comprise fixed-term deposits and ECP notes with a term to maturity exceeding three 
months at the date of conclusion.

CASH FLOWS FOR THE YEAR
Cash flows for the year comprise cash flows from operating activities.

CASH
The item comprises on-demand deposits with credit institutions and ECP notes with a term 
to maturity of less than three months at the date of conclusion.

NOTE 4.1 ADJUSTMENT FOR NON-CASH OPERATING ITEMS, 
ETC.

DKKm     2017 2016

Adjustment for non-cash operating items, etc.   

Pensions     5 -4

Amortisation/depreciation and provisions, etc.   3 4

Total adjustment for non-cash operating items, etc.  8 0

TAX

NOTE 3.3 DEFERRED TAX LIABILITIES

Deferred tax assets and tax liabilities are measured on all temporary differences between 
the carrying amount and the tax value of assets and liabilities. Deferred tax assets and tax 
liabilities are measured on the basis of the tax rules which will, given the legislation in force 
at the balance sheet date, apply once the deferred tax is expected to be triggered as current 
tax. Deferred tax adjustments resulting from changes in tax rates are recognised in the 
statement of comprehensive income.

DKKm     2017 2016

Balance at 1 January     357 270

Prior-year adjustments     16 0

Deferred tax charge for the year    20 87

Total deferred tax liabilities     393 357

Deferred tax liabilities break down as follows:

Property, plant and equipment and intangible assets   8 8

Assets held under leases     399 362

Pension obligations     -14 -13

Total deferred tax liabilities     393 357
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NOTE 5.1 CONTINGENT ASSETS AND LIABILITIES

Pursuant to section 81(4) of the Danish Securities Trading Act, KommuneKredit is liable, to-
gether with other custodian institutes, for compensation for losses resulting from reporting, 
etc. to VP SECURITIES A/S. KommuneKredit’s liability is maximised to DKK 1.4 million.

In 2014, the Danish Customs and Tax Administration selected KommuneKredit for an audit, 
ordering KommuneKredit to pay additional payroll tax. KommuneKredit has appealed this 
decision to the Danish National Tax Tribunal where the case is pending. In Kommune Kredit's 
opinion, KommuneKredit will most likely win the case, and no expense or provision has con-
sequently been recognised in the financial statements.

NOTE 5.2 RELATED PARTIES

KommuneKredit has no related parties exercising control over KommuneKredit. Kom-
muneKredit's related parties exercising significant influence comprise the members of Kom-
muneKredit's Board of Directors and Management and their close family members. 

BOARD OF DIRECTORS AND MANAGEMENT
Management’s remuneration is disclosed in note 2.2. Fiduciary positions are mentioned in 
the “Corporate governance” section. No other transactions were carried out with members 
of the Board of Directors and Management in the year.

NOTE 5.3. EVENTS AFTER THE BALANCE SHEET DATE

No events have occurred after the balance sheet date that have a significant impact on 
KommuneKredit’s results of operations.

OTHER NOTES

 NOTES
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STATEMENT BY THE BOARD OF DIRECTORS AND 
MANAGEMENT

 STATEMENTS AND REPORTS

The Board of Directors and the Management have 
today considered and adopted the annual report of 
KommuneKredit for the financial year 1 January – 
31 December 2017. 

The financial statements have been prepared in accord-
ance with International Financial Reporting Standards 
(IFRS) as adopted by the EU. 

It is our opinion that the financial statements give 
a true and fair view of the financial position of 
KommuneKredit at 31 December 2017 and of the 
comprehensive income of KommuneKredit's operations 
and cash flows for the financial year 1 January – 
31 December 2017.

Further, in our opinion, the Management’s review gives 
a true and fair view of the development in Kommune-
Kredit’s operations and financial matters, the com-
prehensive income for the year and KommuneKredit’s 
financial position as such.

Copenhagen, 2 March 2018

MANAGEMENT

Jens Lundager Henrik Andersen /Morten Søtofte
Chief Executive Officer, Managing Director Chief Financial and Risk Officer 
Managing Director 

BOARD OF DIRECTORS

Erik Nielsen Lars Krarup Sophie Hæstorp Andersen
Chairman Vice Chairman

Anker Boye Kaj V. Holm Mikael Klitgaard  

Anne V. Porse Hans Toft Henrik Zimino
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INDEPENDENT AUDITOR’S REPORT
 STATEMENTS AND REPORTS

TO THE BOARD OF DIRECTORS OF 
KOMMUNEKREDIT

OPINION
We have audited the financial statements of Kom-
muneKredit for the financial year 1 January – 31 
December 2017, which comprise the statement of 
comprehensive income, financial position, statement 
of changes in equity, cash flow statement and notes, 
including the accounting policies. The financial state-
ments are prepared in accordance with International Fi-
nancial Reporting Standards as adopted by the EU and 
additional Danish disclosure requirements for issuers of 
listed bonds.

In our opinion, the financial statements give a true and 
fair view of the Association’s financial position at 31 
December 2017 and of the results of its operations and 
cash flows for the financial year 1 January – 31 De-
cember 2017 in accordance with International Financial 
Reporting Standards as adopted by the EU and addi-

tional Danish disclosure requirements for issuers of 
listed bonds.

Our opinion is consistent with our audit book com-
ments issued to the Audit Committee and the Board of 
Directors.

BASIS FOR OPINION
We conducted our audit in accordance with Internation-
al Standards on Auditing (ISAs) and additional require-
ments applicable in Denmark. Our responsibilities under 
those standards and requirements are further described 
in the “Auditor’s responsibilities for the audit of the 
financial statements” section of this auditor’s report. We 
are independent of the KommuneKredit in accordance 
with the IESBA Code of Ethics for Professional Account-
ants and additional requirements applicable in Denmark, 
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.

To the best of our knowledge and belief, we have not 
provided any prohibited non-audit services as referred 
to in Article 5(1) of Regulation (EU) No 537/2014.

We were appointed auditors of KommuneKredit for 
the first time on 26 August 2016 for the financial year 
2017. We have until now therefore been appointed by 
decision of the Board of Directors for a total contiguous 
engagement period of one year up to and including the 
financial year 2017.

KEY AUDIT MATTERS
Key audit matters are those matters that, in our pro-
fessional judgement, were of most significance in our 
audit of the financial statements for the financial year 
2017. 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.
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RISK OF IMPAIRMENT LOSSES AND LOSSES ON LENDING

KommuneKredit’s lending is measured at fair value and constitute a substantial part of the as-
sets (2017: 75%, and 2016: 73%). Furthermore, lending generally constitutes a credit risk, which 
entails that lending is a key audit matter in the audit. Throughout the history of KommuneKredit, 
there have been no impairment losses and losses, as lending and leasing are only provided to 
Danish municipalities and regions and to their guarantied companies and institutions. 

The principles governing valuation are described in the accounting policies and Management 
has further described the determination of fair values and the management of credit risks in the 
notes for financial risk management. 

 STATEMENTS AND REPORTS

VALUATION OF FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE

The financial assets of KommuneKredit, including lending, portfolios of securities and positive 
derivative financial instruments, are measured at fair value, corresponding to 97% of total assets 
at 31 December 2017 (2016: 97%). The financial liabilities and negative derivative financial 
instruments are measured at fair value, corresponding to 95% of the liabilities at 31 December 
2017 (2016: 95%).

As a result of materiality and complexity in connection with the valuation of financial assets 
and liabilities at fair value, this is a key audit matter in the audit. The principles governing the 
valuation are described in the accounting policies, and Management has further described the 
determination of fair values and the management of markets risks in the notes for fair value 
adjustments etc. and financial risk management.

The fair values estimate is based on various assumptions and judgements, including both ob-
servable and non-observable data, which increases the degree of uncertainty. The areas which 
have therefore required increased attention in connection with the audit are recording of mater 
data for contracts, the model and method application and the parameters:

▪  Currency margin
▪  Funding curves
▪  Credit spread
▪  Lending prices

HOW THE MATTER WAS ADDRESSED IN OUR AUDIT

Our audit included review of relevant procedures and testing of key controls and analysis of 
valuation.

Our audit procedures have also specifically included:

▪  Testing of correct and complete recording of master data for concluded contracts
▪  Assessment and testing of the applied model and method fair value calculation
▪  Assessment and testing of relevance and accuracy for the key parameters applied in connec-

tion with the valuation

Finally, the audit included testing of disclosure requirement compliance for the financial assets, 
liabilities and derivative financial instruments.

HOW THE MATTER WAS ADDRESSED IN OUR AUDIT

Our audit included review of relevant procedures and testing of key controls.

Our audit procedures have also specifically included:

▪  Review of the legal framework of KommuneKredit
▪  Assessment of the control environment for lending and leasing
▪  Random testing of lending activities compared to legal framework and thus the credit risk, 

including discussions with Management
▪  Random testing of absence of losses and impairment losses in previous years
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STATEMENT ON THE MANAGEMENT’S REVIEW
Management is responsible for the Management’s 
review.

Our opinion on the financial statements does not cover 
the Management’s review, and we do not express any 
form of assurance conclusion thereon.

In connection with our audit of the financial state-
ments, our responsibility is to read the Management’s 
review and, in doing so, consider whether the Manage-
ment’s review is materially consistent with the financial 
statements or our knowledge obtained during the audit, 
or otherwise appears to be materially misstated.

Moreover, our responsibility is to consider whether the 
Managements’ review contains the required information 
in accordance with Danish disclosure requirements for 
issuers of listed bonds.

Based on our procedures, we are of the opinion that 
the Management’s review is in accordance with the 
financial statements and prepared in accordance with 
Danish disclosure requirements for issuers of listed 
bonds. We did not identify any misstatement of the 
Management’s review.

MANAGEMENT’S RESPONSIBILITIES FOR THE 
FINANCIAL STATEMENTS
Management is responsible for the preparation of finan-
cial statements that give a true and fair view in accord-
ance with International Financial Reporting Standards 

as adopted by the EU, 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 Association’s ability to 
continue as a going concern, for disclosing, as applica-
ble, matters related to going concern, and for using the 
going concern basis of accounting in the preparation 
of the financial statements unless Management either 
intends to liquidate the Association or to cease opera-
tions, or has no realistic alternative but to do so.

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 as-
surance, but is not a guarantee that an audit conducted 
in accordance with ISAs and additional requirements 
applicable in Denmark will always detect a material 
misstatement when it exists. Misstatements can arise 
from fraud or error and are considered material if, indi-
vidually 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 ISAs and addi-
tional requirements applicable in Denmark, we exercise 

professional judgement and maintain professional scep-
ticism throughout the audit. We also: 

 ▪ Identify and assess the risks of material misstate-
ment 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 risk of not detecting a material 
misstatement resulting from fraud is higher than for 
one resulting from error, as fraud may involve collu-
sion, forgery, intentional omissions, misrepresenta-
tions, 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 effective-
ness of the Association’s internal control. 

 ▪ Evaluate the appropriateness of accounting policies 
used and the reasonableness of accounting esti-
mates and related disclosures made by Manage-
ment.

 ▪ Conclude on the appropriateness of Management’s 
use of the going concern basis of accounting in the 
preparation of the financial statements, and, based 
on the audit evidence obtained, whether a material 
uncertainty exists related to events or conditions 
that may cast significant doubt on the Associa-
tion’s ability to continue as a going concern. If we 
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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 Association to cease to continue as a 
going concern.

 ▪ Evaluate the overall presentation, structure and 
content of the financial statements, including the 
disclosures in the notes, and whether the financial 
statements represent the underlying transactions 
and events in a manner that gives a true and fair 
view.

We communicate with those charged with governance 
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 those charged with governance with a 
statement that we have complied with relevant ethical 
requirements regarding independence, and to commu-
nicate with them all relationships and other matters 
that may reasonably be thought to bear on our inde-
pendence, and where applicable, related safeguards.

From the matters communicated with those charged 
with governance, 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 au-
ditor’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 ex-
pected to outweigh the public interest benefits of such 
communication.

Copenhagen, 2 March 2018

DELOITTE
Statsautoriseret Revisionspartnerselskab 
Business Registration No 33 96 35 56

Anders Oldau Gjelstrup Bjørn Philip Rosendal
State-Authorised State-Authorised
Public Accountant Public Accountant
MNE-no 10777 MNE no 40039
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REPORT BY THE AUDITOR APPOINTED 
BY THE MINISTRY FOR ECONOMIC 
AFFAIRS AND THE INTERIOR

TO THE BOARD OF DIRECTORS OF 
KOMMUNEKREDIT

As the auditor appointed by the Ministry for Economic 
Affairs and the Interior, I have reviewed the financial 
statements of KommuneKredit for the financial year 
1 January – 31 December 2017, prepared by Man-
agement. In addition, I have read the Management's 
review.

During my review, I did not identify any non-compli-
ance with the act governing KommuneKredit or Kom-
muneKredit’s articles of association. The audit proce-
dures performed by Deloitte did not give rise to any 
comments on my part.

Copenhagen, 2 March 2018

Emil le Maire
Former prefect

 STATEMENTS AND REPORTS

84 ›  ANNUAL REPORT 2017KOMMUNEKREDIT  ›

PÅTEG - INDENRIGSMINISTERIET



KK_AR16_designoplaeg.indd   1 06/09/16   09:17

ADDITIONAL 
INFORMATION

YDERLIGERE INFORMATION



GLOSSARY
DEFINITIONS AND FORMULAS

BENCHMARK: A public issue under a standard loan pro-
gramme. Maturities often vary between 3 and 10 years 
depending on currency.

CAPITAL BASE Common equity tier 1 (CET1) capital 
less various deductions (e.g. prudent valuation, current 
losses, intangible assets).

CAPITAL RATIO = Capital base
 Total risk exposure amount (REA)

COLLATERAL AGREEMENT: Agreement between finan-
cial counterparties regarding exchange of collateral in 
case of fluctuations in the market value of derivatives 
transactions.

COMMON EQUITY TIER 1 (CET1) CAPITAL: Equity less 
various deductions, which in KommuneKredit's case is 
zero.

CRR/CRD IV: Capital Requirements Regulation and Cap-
ital Requirements Directive IV are the European imple-
mentation of the international Basel III rules on, among 
other things, financial institutions' capital and liquidity 
resources.

ECP: European Commercial Paper. Issues under a stand-
ard loan programme with a short term to maturity.

EQUITY RATIO = Equity
 Total assets 

ESG CRITERIA: Environmental, Social & Governance 
criteria is a set of standards for corporate governance 
that socially conscious investors can use to assess their 
investments.

FUNDING SPREAD: KommuneKredit’s funding spread 
is its funding costs relative to the swap rate. In other 
words, the funding spread is the price of Kommune-
Kredit’s funding.

GROSS LENDING: New loans paid out.

HAIRCUT: Deductions in the quoted price of bonds, the 
size depending on the liquidity properties of the bond.

ISDA MASTER AGREEMENT: Bilateral framework agree-
ment and master netting agreement for trading in OTC 
derivatives between financial counterparties.

KANGAROO: Issues in AUD primarily for Australian and 
Japanese investors under a Kangaroo loan programme.

LIQUIDITY COVERAGE RATIO (LCR): Indicates the ratio 
between the portfolio of liquid assets and the net runoff 
from cash flows over a 30-day horizon in a stress sce-
nario. The financial ratio was introduced in connection 
with Basel III and subsequently CRR/CRD IV.

LIQUIDITY RESOURCES Amounts due to credit institu-
tions, issued securities and derivative financial instru-
ments minus lending. 

NASDAQ COPENHAGEN: Bonds listed on the stock ex-
change in Copenhagen. These bonds are often denomi-
nated in DKK.

NET NEW LENDING: Net additions of loans.

NET STABLE FUNDING RATIO (NSFR): The ratio be-
tween defined stable funding and the estimated need 
for stable funding. The financial ratio was introduced in 
connection with Basel III and subsequently CRR/CRD IV.

PRIVATE PLACEMENT: An issue directed at a single in-
vestor. Issues may be denominated in different curren-
cies and maturities.

RISK WEIGHT: Weight attributed to the individual ex-
posures when calculating the capital ratio. Defined by 
CRR/CRD IV.

TOTAL LIQUIDITY RESOURCES: The total liquidity re-
sources are composed of equity and liquidity resources.

TOTAL RISK EXPOSURE AMOUNT (REA): The value of 
total assets when calculating the capital ratio, allowing 
for the risk weight of the exposure.

URIDASHI: Issue for the Japanese retail market under a 
standard loan programme.
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