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KommuneKredit is an association with the objec - 
tive to provide loans and finance leases to Danish 
munici  palities, regions and companies/institutions 
against full municipal guarantee. KommuneKredit 
operates under a special act and is under supervision 
by the Ministry of Social Welfare.

KommuneKredit is the financing company of the 
municipalities and regions and solely exists for the 
good of its customers. Thus the business concept of 
KommuneKredit is very simple: 

•  To provide the cheapest possible financing for the 
municipal sector.

•  To provide the products requested by the customers.
• To provide high-quality service.

The members are municipalities and regions that 
have outstanding loans, or outstanding loan guaran-
tees to semi-municipal institutions. The members 
are jointly and severally liable for KommuneKredit’s 
obligations. All municipalities and all regions are 
members of KommuneKredit.

The management of KommuneKredit is executed  
by a Board of Directors. The Board of Directors has 
ten members of which eight are appointed by the 

municipalities and two are appointed by the regions. 
The day-to-day management is executed by a  
Management consisting of two managing directors.

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

KommuneKredit is rated by Moody’s Investors Service 
and Standard and Poor’s. KommuneKredit’s long-
term rating is Aaa/AAA and the short-term rating  
is P-1/A-1+ which is the same rating as that of the 
Kingdom of Denmark.

KommuneKredit has established Kommune Leasing 
A/S as a wholly-owned subsidiary.

KommuneKredit is a modern service organisation 
based on committed employees and modern  
technology. The core values of KommuneKredit are:

• The customer in focus
• Job satisfaction and welfare
• Quality in work
• Openness and positive working relationship
• Delegation and responsibility

KommuneKredit in brief
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The Group consists of KommuneKredit and its 100 percent owned subsidiary, Kommune Leasing A/S.

Financial summary

Balance sheet and equity, 1997-2007Lending by category 1997-2007
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Balance sheet total 

Equity 

(DKK m) 2007 2006 2005 2004 2003
IFRS IFRS               Previous accounting policies 

Lending, nominal values
Bond loans 5,569.5 4,686.9 5,776.7 3,267.0 4,059.4
Tailor-made loans etc. 22,204.5 16,993.4 15,426.1 12,486.5 15,169.4
Total gross lending 27,774.0 21,680.3 21,202.8 15,753.5 19,228.8
Conversions/refinancings 12,066.7 8,224.2 7,400.6 2,139.5 4,855.4
Total net lending 15,707.3 13,456.1 13,802.2 13,614.0 14,373.4

Leasing
Gross lending 837.5 875.7 594.5 630.9 615.1
Instalments and repayments 758.6 708.2 606.6 561.4 479.5
Net lending 78.9 167.5 -12.1 69.5 135.6

Key figures
Net interest income 274.1 213.3 217.5 193.3 211.6
Staff costs and administrative expenses 59.0 66.3 58.4 57.7 57.0
Value adjustments of securities etc. -2.0 6.8 -26.8 -5.7 -1.3
Profit before tax 209.1 149.8 122.2 130.3 132.4
Tax on the profit for the year 24.1 40.9 6.4 40.7 39.5
Profit for the year 185.0 108.9 115.8 89.6 92.9

Lending 90,703.3 86,158.8 80,408.2 75,178.1 70,449.3
Funding 105,403.1 92,167.3 83,347.8 77,052.7 73,107.5
Equity 3,929.2 3,737.6 3,636.6 3,505.0 3,456.2
Total assets 117,772.3 102,757.5 93,408.9 82,686.5 80,311.0
Number of employees 44 45 46 45 44
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Management’s Review

Another record year for KommuneKredit
2007 was another record year for KommuneKredit. 
Gross lending increased from DKK 21.7 billion in 
2006 to DKK 27.8 billion in 2007. Growth in gross 
lending is primarily attributable to the loan con-
version activities in connection with the local 
goverment reform.

The merged municipalities had a very large number 
of loans as a result of the agreements made be-
tween the goverment and the different local authori-
ties following the local goverment reform. During 
2007, a considerable portion of these loans were con-
verted to smaller and more manageable loan portfo-
lios that comply with the financial strategy of the 
new municipalities.

Net lending increased from DKK 13.5 billion in 2006 
to DKK 15.7 billion in 2007 which among other things 
was attributable to an increased market share for 
loans to the regions. Moreover, under the agreement 
for 2007 entered into between the National Associa-
tion of Local Authorities (KL) and the Central Govern-
ment, an extra loan pool of DKK 1.5 billion was made 
for one-off expenses relating to the local goverment 
reform.

As a consequence of the joint and several liability  
of the municipalities and regions and their strong 
position in the Danish economy, KommuneKredit en-
joys the highest international credit rating, which 
enables KommuneKredit to raise funding at favoura-
ble conditions. 

KommuneKredit also has a low cost level and conse-
quently is able to relend raised funding at a low mar-
gin. Moreover, KommuneKredit has over time tai-
lored its loan products to the needs of the borrowers.

At the beginning of 2007, the Ministry of the Interior 
and Health authorised KommuneKredit to raise 
funding without immediate relending (mismatch)  
in order to reduce the liquidity risk through larger  
liquidity reserves. As a result of the increase of the 
mismatch threshold, KommuneKredit in 2007 in-
creased its activities in the international capital 
 markets and among other things carried out its  
largest strategic benchmark issue of EUR 1 billion.

The financial turmoil in the summer of 2007 has 
only had a limited effect on the Danish financial 
market. Accordingly, in its Monetary Review for the 
Fourth Quarter of 2007, Danmarks Nationalbank states 
that the financial turmoil has not entailed a need for 
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agreements entered into between the State, coun-
ties and municipalities. Under these agreements, the 
State took over loans from the counties amounting 
to approximately DKK 500 million. The majority of 
these loans were repaid in 2007, and the remaining 
loans will be repaid in the course of 2008. Municipal 
borrowing accounted for 69 percent of total lending 
against 53 percent in 2006. The increase in municipal 
borrowing is attributable to the large number of loan 
conversions as a result of the local goverment reform. 
The regions accounted for 24 percent of total lending.

Lending to municipality-guaranteed enterprises and 
institutions decreased from 15 percent in 2006 to 7 
percent in 2007.

Tailor-made loans accounted for 80 percent and 
bond loans for 20 percent of total lending. Most 
bond loans have been raised to finance municipal 
housing for elderly. Loans in foreign currency 
 accounted for 5 percent, including 3 percent in CHF 
and 2 percent in EUR.

Funding
KommuneKredit’s funding is raised in part by the 
issue of bonds on OMX Nordic Exchange Copenhagen 
A/S and in part by the issue of securities internationally. 

extraordinary liquidity allocations in Denmark. Thus, 
according to Danmarks Nationalbank, the interna-
tional financial turmoil does not seem to have had a 
restraining impact on Danish interbank lending in 
DKK at the short end of the money market. Kom-
muneKredit has had no problems issuing securities 
on Danish and foreign capital markets. On the con-
trary, owing to the increased demand of investors for 
safe securities, KommuneKredit was able to issue 
considerably higher amounts, and prices of especially 
short-term securities increased substantially.

In 2007, KommuneKredit’s wholly-owned subsidiary 
– Kommune Leasing A/S – saw an increasing inflow of 
new lease assets of DKK 78.9 million against 2006. The 
increase was mainly caused by an increase in car leases.

The Group’s profit before tax was DKK 209.1 million 
against DKK 149.8 million in 2006. The year saw a 
profit of DKK 185.0 million against DKK 108.9 million 
in 2006. The profit for the year is transferred to equity.

Lending
In 2007, lending activities were in particular affected 
by loan conversions as a result of the local goverment 
reform. Also, some loans were subject to debtor 
changes due to subsequent adjustments of the 
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without immediate relending (mismatch). According 
to rules stipulated by the Ministry of Social Welfare, 
KommuneKredit has been authorised to raise fund-
ing of up to 25 percent of the loan portfolio without 
immediate relending. At year end 2007, loans had 
been raised under the mismatch authorisation in 
the amount of DKK 15.5 billion in nominal values.

As a result of the changed rules, KommuneKredit has 
changed its funding strategy so that Kommune-
Kredit can make so-called benchmark issues in the 
Euro market when market conditions are favourable.

KommuneKredit issued its first benchmark of EUR  
1 billion in the European market in October 2007.

Issues of short-term securities, CP notes, decreased to 
DKK 12.3 billion in 2007 against DKK 14.5 billion in 2006. 
In return, short-term funding needs are covered by short-
term bank loans or issues of other types of securities.

Issues on OMX Nordic Exchange Copenhagen A/S in-
creased to DKK 20.1 billion in 2007 against DKK 16.2 
billion in 2006. Issues of bonds that finance adjusta-
ble-rate loans etc. amounted to DKK 10.9 billion in 
2007 against DKK 6.2 billion in 2006. Structured 
bonds of DKK 6.3 billion were issued in 2007 against 
DKK 5.8 billion in 2006.

International issues of long-term MTNs with a life of 
more than one year amounted to DKK 12.2 billion 
against DKK 4.9 billion in 2006. The increase is prima-
rily attributable to the benchmark issue of EUR 1 bil-
lion, equivalent to DKK 7.5 billion. During 2007, short-
term MTNs of DKK 872 million were issued. At year 
end 2007, total outstanding MTNs amounted to DKK 
40.6 billion against DKK 30.9 billion at year end 2006.

In addition, KommuneKredit has refinanced projects 
with Council of Europe Development Bank of DKK 
745 million and made loan agreements with interna-
tional insurance companies and pensions funds of 
DKK 746 million.

Financial reporting in accordance with International 
Financial Reporting Standards
In 2007, KommuneKredit adopted the International 
Financial Reporting Standards (IFRS). The effect is 
disclosed in the section Accounting policies, pp. 20-21.

Gross lending for the year by category

New lending by borrower

Costs (DKK million)

Tailor-made loans

Bond loans 20%

80%

Municipalities

Regions

Guaranteed entities

Partnerships 69%

24%

4% 3%

2006 2007

Salaries, remuneration etc.

Office supplies

IT

Premises

0 5 10 15 20 25 30

KommuneKredit carefully diversifies its funding on 
various markets and products in order to minimise its 
dependence on specific markets and products. Of 
the funding not tied to specific loans (traditional 
bond loans and adjustable rate loans), 28 percent 
was raised in the Danish market and 62 percent in 
European markets. The remaining 10 percent was 
raised in Asian markets, the Japanese market being 
the dominant market.

In 2007, total funding rose to DKK 47.8 billion against 
DKK 43.6 billion in 2006. This is attributable to in-
creased funding needs as a result of the record high 
lending activities and the changed funding strategy.

Under the new legal framework effective from 1 Jan-
uary 2007, KommuneKredit was able to raise funding 

Management’s Review
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Income statement
The Group’s profit before tax was DKK 209.1 million 
against DKK 149.8 million in 2006. 

Net interest income, including net income from  
leasing activities, increased from DKK 213.3 million in 
2006 to DKK 274.1 million in 2007, primarily due to 
increasing interest income from the portfolio of 
bonds because of the rising interest rate level.

Value adjustments showed a total loss of DKK 2.0 
million against a capital gain of DKK 6.8 million in 
2006. Administrative expenses were down from DKK 
66.3 million in 2006 to DKK 59.0 million in 2007. The 
main reason for the decrease is a fall in IT costs. 

Depreciation of property, plant and machinery and 
amortisation of intangible assets were up from  
DKK 4.1 million in 2006 to DKK 5.5 million in 2007. 
The increase is primarily attributable to depreciation  
provided on KommuneKredit’s new portfolio man-
agement system.

The Group saw a profit after tax of DKK 185.0 million 
against DKK 108.9 million in 2006.

The total effect of the reduction of the corporation 
tax rate from 28 percent to 25 percent was an income 
of DKK 35.7 million. Kommune Leasing contributed 
an income of DKK 37.0 million, and KommuneKredit 
accounted for an expense of DKK 1.3 million.

Group assets and equity
At year end 2007, the Group’s total assets amounted 
to DKK 117.8 billion against DKK 102.8 billion at year 
end 2006. At year end 2007, the Group’s total lending 
amounted to DKK 90.7 billion against DKK 86.2 billion 
in 2006. 

The Group’s equity amounted to DKK 3.9 billion at 
year end 2007 compared with DKK 3.7 billion at year 
end 2006. Under the legal framework of Kommune-
Kredit, equity must equal at least 1 percent of Kom-
muneKredit’s total liabilities, i.e. DKK 1.1 billion.

At year end 2007, equity amounted to 3.3 percent of 
the balance sheet total. Management assesses that 
this adequately supports KommuneKredit’s activity 
level.

Kommune Leasing A/S
Kommune Leasing’s primary activities comprise  
finance leases of operating equipment, including  
IT equipment, medico-technical equipment, techni-
cal equipment, vehicles and properties etc. to munic-
ipalities, regions, local government-owned compa-
nies and others.

Long-term funding by market (issues 2007)

Funding, additions during 2007

Funding at year end 2007

Europe

Denmark

Asia
62%28%

10%

IT

Medico-technical equipment

Vehicles

Office equipment

Technical equipment

Properties

Vessels

40%

21%

16%

10%
5%

4%4%

Leasing by category (year end 2007)
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Economic indicators for 2007
Source: OECD and Statistics Denmark

	 	 DK	 EU

Real growth as percentage of gross domestic product (GDP) 2.2	 2.5
Balance of payments surplus as percentage of GDP 1.8	 0.4
Percentage increase in consumer prices 2.4	 3.2
Government budget balance as percentage of GDP 4.3	 -1.0
Unemployment rate 3.4	 6.9

Municipal long-term debt and liquid assets
Source: Statistics Denmark (data for 2007 have not yet been published)

	 	Long-term	debt	 	Liquid	assets

   Percentage	of	 	 Percentage	of	
Year	 DKK	billion	 tax	base	 DKK	billion	 tax	base

2000 52.3	 9.1	 15.1	 2.6
2002 58.4	 9.4	 15.4	 2.5
2004 64.4	 9.8	 22.1	 3.3
2005 66.9	 9.8	 19.5	 2.9
2006 70.9	 10.2	 11.6	 1.7

Management’s Review
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Kommune Leasing realised a profit before tax for the 
year of DKK 19.7 million against a profit before tax 
for 2006 of DKK 9.1 million. As in prior years, the re-
sults for the year were affected by value adjustments 
of the portfolio of securities. The value adjustment in 
2007 showed a capital gain of DKK 1.3 million against 
a capital loss of DKK 3.1 million in 2006.

At year end 2007, total lease assets amounted to 
DKK 2.8 billion. Compared to 2006, total net inflow 
of lease assets rose by an amount of DKK 78.9 mil-
lion.

As expected, Kommune Leasing’s activities in 2007 
were affected by the local goverment reform effec-
tive from 1 January 2007. Especially during the first 
six months of 2007, the reform resulted in a general 
reluctance in respect of municipal leasing activities. 
The new municipalities and regions used part of 
2007 to assess their total holding of IT equipment, 
machinery, vehicles and other equipment to deter-
mine the need for new investments.

The reluctance in respect of leasing activities was 
particularly evident in the regional funding of leases 
of medico-technical equipment which showed a total 
decrease in the inflow of lease assets of 10 percent. 
The demand for leases on vehicles increased by 30 
percent during 2007. Other leases only recorded mar-
ginal increases.

At year end 2007, Kommune Leasing had lease agree-
ments with 94 percent of the municipalities and 
with all the regions.

Danish economy
The upswing in Danish economy continued in 2007. 
However, in 2007 growth slowed as the production 
capacity of enterprises is under pressure. Economic 
barometers indicate that the shortage of labour in 
the building and construction sector as well as in 
trade and industry is substantial and that industrial 
capacity utilisation continues to be very high. The 
economic upturn has resulted in a record low unem-
ployment rate of 3.4 percent against an EU average 
rate of 6.9 percent.

In spite of pressure on the labour market and growth 
in consumer demand, consumer prices have remained 

comparatively stable throughout the upswing. Con-
sumer prices were up 2.4 percent against an EU aver-
age of 3.2 percent.

The surplus on public finances for 2007 is estimated 
at 4.3 percent of the GDP against a deficit of 1 percent 
in the entire EU area. The Danish budget surplus is 
attributable to a combination of the economic up-
turn and increased income from the oil and gas ac-
tivities in the North Sea.

Municipal economy
The service expenditures budgeted by local authori-
ties for 2007 exceeded the level agreed with the Cen-
tral Government by approximately DKK 0.3 billion. 
This was primarily attributable to one-off expenses 
in connection with the local goverment reform. As 
the budgeted capital expenditure was also approxi-
mately DKK 0.3 billion below the budget of DKK 14.8 
billion, the National Association of Local Authorities 
(KL) and the Central Government agreed that the 
municipalities had complied with the agreement for 
2007 entered into between the parties.

Under the local goverment reform, the legal right of 
the local authorities to determine the local tax rate 
has temporarily been restricted as the Central Govern-
ment has imposed an upper limit for each municipal-
ity for the collection of local taxes for 2007, including 
land tax. Some local authorities decided to levy a tax 
rate that is lower than the limit. Consequently, total 
local taxes levied in 2007 decreased slightly.

Effective from 2007, a comprehensive reform of the 
municipal funding and equalisation system was 
 introduced, including:

•  Introduction of state financed net equalisation of 
tax base and expenditure needs

• Increase of equalisation level
•  Allocation of the block grants by number of  

inhabitants
• Equalisation of corporation tax

Governance and human resources
The KommuneKredit Group has 44 full-time employ-
ees. KommuneKredit’s organisation is characterised 
by rapid decision making and extensive delegation 
of competencies to the employees. 
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At 1 April 2007, KommuneKredit changed its organi-
sation. The Lending and Funding Department was di-
vided into two departments, and the department for 
risk management and support was separated into an 
independent department. In order to improve cross-
departmental coordination, all departments are rep-
resented in KommuneKredit’s management group.

KommuneKredit gives high priority to developing 
the employees’ professional and personal qualifica-
tions to enable them to meet the demands of the 
outside world for product development and work 
processes. High priority is also given to in-house 
knowledge sharing and overlapping of job functions 
in order to maintain stability in operations.

Board of Directors and Management
There were no changes in the composition of the 
Board of Directors and Management in 2007.

Strategies and expectations
KommuneKredit’s goal is to maintain and enhance 
its position as the absolute market leader in munici-
pal lending and leasing while maintaining high  
business ethics.

KommuneKredit’s strategies to achieve this goal are:

• Competitive prices.
•  Continued product development to meet the  

individual requirements of borrowers.
•  Ensuring high awareness of KommuneKredit and 

its products.
•  Making sure that customers experience a high 

service level and that confidence in Kommune-
Kredit’s employees is widespread.

•  Low costs without compromising adequate  
management and administration.

•  A high IT level, both in terms of operations and  
development.

• A high level of control.
•  An active securities policy to ensure greater prof-

its and, consequently, increased consolidation.

It is estimated that in 2008 net new lending to mu-
nicipalities and regions will be in the region of DKK 7 
billion in line with 2007.

It is expected that the substantial number of loan 
conversions will continue in the merged municipali-
ties in 2008. About half of the new municipalities 

Management’s Review
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have not yet merged the considerable number of 
loans taken over from different entities in connec-
tion with the local goverment reform. This is ex-
pected to take place in 2008.

At the beginning of 2008, KommuneKredit will im-
plement the transition to full portfolio management, 
which means that lending, funding and derivative  
financial instruments will be managed on a portfolio 
basis. The portfolio management will be organised in 
such a way that the interest rate risks and currency 
risks of KommuneKredit will remain very low.

Kommune Leasing expects a minor increase in the 
municipal leasing activities in 2008. The increase will 
in particular depend on the need of the regions for 
funding of leases of medico-technical equipment. In 
the municipalities, activities are expected to continue 
to increase within car leases, and the demand for IT 
equipment leases is expected to rise. As a result of 
competitive prices and a well-developed internet-
based administration system where lessees have 
 access to a large number of leasing data, Kommune 
Leasing expects to maintain its market share in 2008.

The Group’s net interest and lease income is expected 
to be in the region of DKK 240-260 million, and profit 
before tax and value adjustments is expected to be 
in the range of DKK 160-180 million. The size of value 
adjustments depends on the development in the 
 financial markets.

Corporate governance
KommuneKredit operates under the authority of  
Act No. 383 of 3 May 2006 on the Credit Institution 
for Local and Regional Authorities in Denmark  
(Lov om kreditforeningen af kommuner og regioner i 
Danmark).

KommuneKredit is managed by a Board of Directors 
and a Management. The Board of Directors consists 
of 10 members of which eight members are ap-
pointed by the municipalities and two by the regions. 
The board seats 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 can-
didate at the latest municipal and regional elections.

The Board of Directors is responsible for the overall 
management of KommuneKredit and for the proper 
organisation of its operations. The Board of Directors 
is to prepare guidelines for KommuneKredit’s most 
important activities in which the segregation of  
duties between the Board of Directors and Manage-
ment is laid down. The Board of Directors outlines 
the rules for the control of financial risks and the use 
of financial instruments.

Management is responsible for the day-to-day man-
agement of KommuneKredit in accordance with the 
policy adopted by the Board of Directors and the 
 directions outlined by the Board of Directors. Man-
agement consists of a chief executive officer and a 
managing director. Management is responsible for 
implementing the decisions made by the Board of 
Directors.

Management is responsible for presenting to the Board 
of Directors all significant changes to Kommune-
Kredit’s situation and Management’s position on 
 important events of consequence for Kommune-
Kredit’s operations. Management is also responsible 
for directing to the Board of Directors any financial 
information and other disclosures that describe 
 developments in KommuneKredit and that are nec-
essary in order that the Board of Directors may com-
ply with its overall managerial responsibility for 
KommuneKredit.

At ordinary board meetings, Management reports 
the compliance with the guidelines set by the Board 
of Directors for the control of financial risks.

Management keeps the chairman of the board posted 
on significant matters regarding KommuneKredit’s 
operations.

Within the framework of the guidelines set by the 
Board of Directors, Management is authorised to make 
all necessary decisions. Decisions regarding guidelines 
for lending, funding and derivative financial instru-
ments require Management’s consensus of opinion.

KommuneKredit is under supervision by the Ministry 
of Social Welfare.
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Risk management

Financial risk

The KommuneKredit Group’s assets and liabilities 
are exposed to financial risks that may have an im-
pact on the financial statements. It is Kommune-
Kredit’s overall policy to minimise financial risks and 
carefully identify, monitor and control these risks.
 
Credit risk
Credit risk is the risk that counterparties fail entirely 
or partially to discharge an obligation to the Group. 
The Group’s credit risk is linked to primary financial 
assets as well as to derivative financial instruments 
with a positive market value. Because of the nature 
of its customer base, the Group’s credit risk is very 
limited.

Credit risk - lending
Lending is secured on the basis of:

•  loans being solely granted to Danish municipali-
ties and regions or against 100 percent guarantee 
from these;

•  previously issued loans to Faroe municipalities 
being subject to the full guarantee by the Faroe 
Islands Landsting and being reguaranteed by 
Kingdom of Denmark at 75 percent of interest and 
remaining debt;

•  the joint and several liability of the members for 
all KommuneKredit’s liabilities;

•  all Danish municipalities and regions being  
members of KommuneKredit.

Credit risk – financial counterparties
KommuneKredit assigns an internal line to all finan-
cial counterparties. Derivative financial instruments, 
transactions in foreign currencies, CP notes and de-
posits are entered into with financial counterparties 
whose rating at Moody’s Investors Service, Standard 
& Poor’s and/or FITCH is equivalent to or better than 
“Aa3” or “AA-”. In addition, contracts with a term of 
less than one year and interest rate swaps with a term 
of less than 10 years may be entered into with any 
counterparty who has been assigned an internal line, 
regardless of their rating. With other counterparties, 
agreements may only be entered into against collateral.

Investments are only made in bonds that have a rat-
ing of at least ”Aa3” or ”AA-”.

Compared to prior years, KommuneKredit significantly 
increased its portfolio of CP notes in 2007 as a result 
of the increase of the mismatch threshold.

In order to reduce the credit exposure, KommuneKredit 
in 2007 increased the number of ISDA collateral 
agreements from three to nine of the most important 
financial counterparties. Under these agreements, 
KommuneKredit receives safe, actively traded bonds 
to hold as security for the liabilities of the counter-
party. The collateral agreements are unilateral, which 
means that KommuneKredit never provides security, 
but solely receives security. The agreements are also 
subject to daily exchange of relatively small minimum 
amounts to minimise the credit exposure to counter-
parties who have entered into collateral agreements.

The credit exposure is specified in note 24.

Liquidity risk
Liquidity risk is the risk that an entity will encounter 
difficulty in meeting obligations associated with 
 financial liabilites. KommuneKredit’s policy that 
KommuneKredit’s funding  should at any given time 
exceed lending. This policy in itself significantly 
 reduces the liquidity risk. Previously, the mismatch 
threshold of DKK 1.5 billion limited the Group’s 
 liquidity. The extension of the mismatch threshold  
to 25 percent of total lending has made it possible  
to improve liquidity substantially. In addition, as a 
 result of its high credit rating, KommuneKredit has 
easy access to liquidity in both the Danish and inter-
national capital markets.

Under the investment policy, at least 35 percent of 
the portfolio must consist of actively traded bonds 
that may be used to raise liquidity at short notice. 
Short-term liquidity can also be raised by repurchase 
agreement transactions or by selling bonds from 
KommuneKredit’s bond portfolio.

Furthermore, liquidity can be generated by issuing 
CPs or MTNs via KommuneKredit’s programmes. 
KommuneKredit also has credit facilities in several 
Danish and international banks.

The liquidity risk at year end is specified in note 25.
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Market risk
Market risk is the exposure to changes in the market 
value of the Group’s assets and liabilities as a  
result of fluctuations in the financial markets, such 
as exchange rate and interest rate fluctuations.
 
Interest rate risk
Interest rate risk is the exposure to losses as a result 
of changes in the level of interest rates. The Group’s 
interest rate risk relates to lending, funding and de-
rivatives and KommuneKredit’s own bond portfolio. 

The Ministry of Social Welfare has fixed a limit for 
the Group for the maximum interest rate risk of 4.5 
percent of equity, corresponding to DKK 168.2 million. 
Previously, the Board of Directors of KommuneKredit 
fixed a limit of DKK 200 million.

The Group’s interest rate exposure is hedged, in  
that bond loans are issued in such a way that the  
remaining debt at any given time is equal in value  
to the corresponding outstanding bonds. 

The interest rate exposure on other fixed-rate loans 
and funding is usually hedged by derivative financial 
instruments at the date of conclusion. However, for 
practical reasons, the interest rate exposure on minor 
fixed-rate loans is not hedged at the date of conclu-

sion, but is included in portfolios that are hedged on 
the basis of continuous monitoring of the exposure.

The interest rate exposure resulting from variances 
in the interest rate fixing date between floating-rate 
loans, funding and derivative financial instruments 
is hedged by using derivative financial instruments.

Under an authorisation from the Ministry of Social 
Welfare to KommuneKredit, funding may exceed 
lending by an amount corresponding to 25 percent 
of total lending (mismatch). In prior years, Kommune-
Kredit was allowed to raise loans of up to DKK 1.5  
billion without immediate relending (mismatch). 
Mismatch funding is raised at or swapped into  
floating rates. Interest rate exposure is hedged by 
placing the funds on deposit in banks or in securities 
and by using derivative financial instruments.

The interest rate exposure on lending, funding,  
derivative financial instruments and investment in 
mismatch funds is calculated on a daily basis.

Mismatch is specified in note 28.

The Group has an active investment policy which 
means that it is subject to interest rate exposure on 
the portfolio of securities. Consequently, the interest 

Rating

	 	 Moody’s	Investors	Service	 Standard	&	Poor’s

Long-term rating Aaa AAA
Short-term rating P-1 A-1+
Outlook Stable Stable

    The number of Faroese member municipalities 
decreases as the loans are repaid. New loans are 
not granted to Faroese municipalities.

Members

	 1.1.2008	 1.1.2007

Municipalities 98 98
Regions 5 5
Faroese municipalities 9 12
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rate exposure on the portfolio of securities represents 
the most significant portion of the Group’s interest 
rate exposure. The investment policy is conservative 
with low interest rate exposure.

Part of the portfolio of securities is managed by  
external asset managers with identical investment 
limits so that the results of the asset managers can 
be benchmarked.

The interest rate exposure is specified in note 26.

Currency risk
Currency risk is the exposure to foreign exchange 
losses as a result of changes in exchange rates. 

Generally, the Group’s currency exposure is hedged 
by derivative financial instruments. When mismatch 
funds are invested, the currency exposure is hedged 
by placing the funds in the same currency or by 
using derivative financial instruments. However, for 
administrative reasons, a lower limit has been fixed 
as to which currency positions are hedged, corre-
sponding to approximately DKK 15 million per  
currency for the most commonly used currencies 
and maximum DKK 10,000 per currency for the less 
frequently used currencies.

The portfolio of investment securities can be invested 
in other currencies than DKK for up to 10 percent of 
equity. However, up till now, the entire portfolio has 
solely been invested in DKK.

The currency risk is specified in note 27.

Other price risk
Other price risk is the exposure to losses as a result 
of fluctuations in prices on equities, commodities etc.

If KommuneKredit’s funding is related to equities, 
commodities etc., the exposure is hedged in full by 
using derivative financial instruments at the date of 
conclusion.

Operating risk

Operating risk is the risk of direct or indirect losses 
due to inadequate or ineffective internal procedures, 
human errors, defective systems or as a result of ex-
ternal events.

The Group regularly reviews all significant business 
procedures in order to ensure that they are fully up-
dated, complied with and comprise adequate controls. 
Written business procedures and reconciliation and 
control procedures in relevant areas ensure the con-
tinual monitoring and limitation of operating risks.

Back-up procedures of the Group’s IT systems are 
regularly updated to limit the risk of break-down.

KommuneKredit has a disaster recovery plan which 
describes how the Group can continue its activities if 
a situation arises that makes it impossible to operate 
at KommuneKredit’s premises. 

Risk management
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The Board of Directors and Management have today 
discussed and approved the annual report of Kom-
muneKredit for 2007. The annual report has been 
prepared in accordance with International Financial 
Reporting Standards (IFRS) as adopted by the EU and 
additional Danish disclosure requirements for annual 
reports of issuers of listed bonds. We consider the ac-
counting policies used to be appropriate. Accordingly, 

Statements

Copenhagen, 7 March 2008

Management:

Søren Høgenhaven Johnny Munk
Managing Director,  Managing Director        /Jens Bloch Behrendt
Chief Executive Officer   Chief Financial Officer

Board of Directors:

Kaj Petersen  Erik Fabrin 
Chairman Vice-chairman

Kristian Ebbensgaard  Vibeke Storm Rasmussen  Hans Toft 

Henrik Zimino Henning G. Jensen Anker Boye

Lars Krarup Mariann Nørgaard 

the annual report gives a true and fair view of the 
Group’s and the parent company’s financial position 
at 31 December 2007 and of the results of the Group’s 
and the parent company’s operations and cash flows 
for the financial year 1 January – 31 December 2007. 
In our opinion, the management’s review discloses 
significant risks and uncertainties that may affect 
the Group and the parent company.
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Statement by the Board of Directors and Management
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To the Board of Directors of KommuneKredit
We have audited the annual report of Kommune-
Kredit for the financial year 1 January – 31 December 
2007, which comprises the statement by the Board 
of Directors and Management on the annual report, 
Management’s review, KommuneKredit’s risk man-
agement, accounting policies, income statement, 
balance sheet, statement of changes in equity, cash 
flow statement and notes. The annual report has 
been prepared in accordance with International  
Financial Reporting Standards as adopted by the EU 
and additional Danish disclosure requirements for 
annual reports of issuers of listed bonds.

The Board of Directors and Management’s responsi-
bility for the annual report
The Board of Directors and Management are respon-
sible for the preparation and fair presentation of the 
annual report in accordance with International Finan-
cial Reporting Standards as adopted by the EU and 
additional Danish disclosure requirements for annual 
reports of issuers of listed bonds. This responsibility 
includes: designing, implementing and maintaining 
internal control relevant to the preparation and fair 
presentation of an annual report that is free from 
material misstatement, whether due to fraud or 
error; selecting and using appropriate accounting 
policies; and making accounting estimates that are 
reasonable in the circumstances.

Auditors’ responsibility
Our responsibility is to express an opinion on this 
annual report based on our audit. We conducted  
our audit in accordance with Danish Standards on 
Auditing. Those standards require that we comply 
with ethical requirements and plan and perform the 
audit to obtain reasonable assurance that the annual  
report is free of material misstatement. 

An audit involves performing procedures to obtain 
audit evidence about the amounts and disclosures in 
the annual report. The procedures selected depend 
on the auditors’ judgment, including the assessment 
of the risks of material misstatement of the annual 
report, whether due to fraud or error. In making 
those risk assessments, the auditor considers internal 
control relevant to the Company’s preparation and 
fair presentation of the annual report in order to  
design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing 
an opinion on the effectiveness of the Company’s  
internal control. An audit also includes evaluating 
the appropriateness of accounting policies used and 
the reasonableness of accounting estimates made 
by the Board of Directors and Management, as well 
as evaluating the overall presentation of the annual 
report. 

We believe that the audit evidence we have obtained 
is sufficient and appropriate to provide a basis for 
our audit opinion.

Our audit did not result in any qualification.

Opinion
In our opinion, the annual report gives a true and fair 
view of the Group’s and the parent company’s finan-
cial position at 31 December 2007 and of the results 
of the Group’s and the parent company’s operations 
and consolidated cash flows for the financial year  
1 January - 31 December 2007 in accordance with  
International Financial Reporting Standards as 
adopted by the EU and additional Danish disclosure 
requirements for annual reports of issuers of listed 
bonds.

Copenhagen, 7 March 2008

KPMG C. Jespersen
Statsautoriseret Revisionsinteressentskab

Torben Bender Lars Rhod Søndergaard
State Authorised Public Accountant State Authorised Public Accountant

Independent auditors’ report

Statements
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Report by the auditor appointed by the Ministry of Social Welfare

To the Board of Directors of KommuneKredit
As auditor appointed by the Ministry of Social Welfare, I have reviewed the annual report of KommuneKredit 
for the financial year 1 January – 31 December 2007, prepared by the Board of Directors and Management. 

During my review, I did not identify any non-compliance with Danish law or the articles of association of  
KommuneKredit. The audit procedures carried out by KPMG C. Jespersen did not give rise to any comments.

Copenhagen, 7 March 2008

Emil le Maire
Former Prefect

Statem
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The annual report of KommuneKredit for 2007 has 
been prepared in accordance with International  
Financial Reporting Standards (IFRS) as adopted by 
the EU and additional Danish disclosure require-
ments for annual reports of issuers of listed bonds.

In addition, the annual report has been prepared  
in compliance with the International Financial  
Reporting Standards issued by the IASB.

This annual report is the first annual report of  
KommuneKredit prepared in accordance with Inter-
national Financial Reporting Standards. On transition, 
IFRS 1 on first-time adoption of IFRS has been applied.
The annual report has been presented in DKK.

Changes in accounting policies
As a result of the transition to financial reporting in 
accordance with IFRS, the accounting policies of the 
Group and the parent company have been changed 
in a number of areas.

In accordance with IFRS 1, the opening balance sheet 
at 1 January 2006 and comparative figures for 2006 

Accounting policies

Group

1 January 2006 2006 31 December 2006
DKKm Note Assets Liabilities Equity Profit for   

the year
Assets Liabilities Equity

In accordance with previous
accounting policies 93,408.9 89,772.4 3,636.5 86.1 95,680.5 91,954.4 3,726.1

 
Lending, funding and deri-
vative financial instruments 1,2 7,695.5 7,712.6 -17.1 27.4 7,220.3 7,210.1 10.2
Properties 3 					14.2 0.0 	14.2 	-0.2 					10.5 0.0 10.5
Bond portfolio 4 		-185.1 	-173.2 -11.9 		3.1 		-156.7 	-147.9 -8.8
Shares 5 							2.9 0.0 			2.9 0.0 							2.9 0.0 	2.9
Tax effect of adjustments 7 0.0 				-4.1 			4.1 	-7.5 0.0 3.3 -3.3
Total adjustments 7,527.5 7,535.3   -7.8 22.8 7,077.0 7,065.5 11.5
In accordance with IFRS 100,936.4 97,307.7 3,628.7 108.9 102,757.5 99,019.9 3,737.6

have been prepared in accordance with the IFRS/IASs 
and IFRIC/SICs mandatory at 31 December 2007. The 
opening balance sheet at 1 January 2006 has been 
prepared as if these standards and interpretations 
had always been applied except for the special tran-
sitional and implementation provisions which are 
described below.

The accounting effect of the adoption of IFRS is as 
follows:

Description of changes in accounting policies on 
transition to IFRS
1  According to the previous accounting policies, 

lending and funding (issued bonds and notes as 
well as other loans raised) were measured at 
nominal value. In accordance with IFRS, the fair 
value option has been applied. Accordingly, lending, 
funding and related derivative financial instruments 
are measured at fair value with current recognition 
of value adjustments in the income statement. 

2  According to the previous accounting policies,  
derivative financial instruments, which are all  
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cost and market value. Under IFRS, shares are to 
be measured at fair value with recognition of 
value adjustments in the income statement  
(trading portfolio) or in equity (available for sale). 
KommuneKredit’s shares in the Danish Securities 
Centre are not part of a trading portfolio and,  
accordingly, unrealised value adjustments are  
recognised directly in equity.

6  Investments in subsidiary are measured at cost in 
the balance sheet of the parent company.  
Previously, investments were measured in accord-
ance with the equity method with recognition of 
the net profit for the year in the income statement. 
Now, dividends received and any impairment com-
pared to the cost of investments are recognised in 
the income statement.

7  The effect on deferred tax as a result of the changes 
in the accounting policies has been recognised. 

entered into in relation to lending, funding or 
leases, were not recognised in the balance sheet. 
Under IFRS, derivative financial instruments are 
measured at fair value with current recognition of 
value adjustments in the income statement.

3  According to the previous accounting policies, 
properties were measured at the public land  
assessment with value adjustments recognised 
directly in equity. Under IFRS, properties are meas-
ured at cost less accumulated depreciation. On 
adoption of IFRS, properties have been recognised 
at fair value at 1 January 2006 as a deemed cost.

4  According to the previous accounting policies, the 
portfolio of bonds was recognised as assets with 
current recognition of fair value adjustments in 
the income statement. Under IFRS, the portfolio of 
bonds is treated as redemption of the correspond-
ing liability.

5  According to the previous accounting policies, 
shares in the Danish Securities Centre (Værdi- 
papircentralen) were measured at the lower of 

Parent company

1 January 2006 2006 31 December 2006
DKKm Note Assets Liabilities Equity Profit for   

the year
Assets Liabilities Equity

In accordance with pre-
vious accounting policies 92,801.5  89,165.0 3,636.5 86.1 95,037.5 91,311.4 3,726.1

 
Lending, funding and deri-
vative financial instruments 1,2 7,695.5 7,712.6 -17.1 27.4 7,220.3 7,210.1 10.2
Properties 3 14.2 0.0 14.2 -0.2 10.5 0.0 10.5
Bond portfolio 4 -185.1 -173.2 -11.9 3.1 -156.7 -147.9 -8.8
Shares 5 2.9 0.0 2.9 0.0 2.9 0.0 2.9
Investments in subsidiary 6 0.5 0.0 0.5 -6.6 -6.1 0.0 -6.1
Tax effect of adjustments 7 4.1 0.0 4.1 -7.5 -3.3 0.0 -3.3
Total adjustments 7,532.1 7,539.4 -7.3 16.2 7,067.6 7,062.2 5.4
In accordance with IFRS 100,333.6 96,704.4 3,629.2 102.3 102,105.1 98,373.6 3,731.5
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Reclassifications etc.
In addition to the changes in accounting policies, 
changes have been made to the balance sheet  
presentation format in order that assets and liabili-
ties are presented broadly in order of their liquidity.

In addition, the terminology has been adjusted.

The adjustments have not affected profit for the 
year, balance sheet total and equity.

Cash flow statement
Following the adoption of IFRS, cash and cash equiv-
alents in the cash flow statement solely comprise 
cash at bank and in hand.

There are no other significant differences between 
the cash flow statement presented in accordance 
with IFRS and the previous presentation.

Key figures
Key figures for 2003-2005 have not been restated to 
the changed accounting policies and therefore corre-
spond to the financial highlights disclosed in the  
annual report for 2006. The corrections that would 
be necessary if the comparative figures in the finan-
cial summary for 2003 - 2005 were to be restated in 
accordance with IFRS correspond to the corrections 
that have been made in the opening balance sheet 
at 1 January 2006 and profit for 2006, see above. 
However, the effect in the years 2003 - 2005 will  
differ from the figures disclosed for 2006.

Description of accounting policies

Consolidated financial statements
The consolidated financial statements comprise the 
parent company KommuneKredit and the subsidiary 
Kommune Leasing A/S. 

The consolidated financial statements have been 
prepared as a consolidation of the parent company’s 
and the subsidiary’s financial statements prepared  
in accordance with the Group’s accounting policies. 
On consolidation, administrative fees, intra-group  
interest and balances have been eliminated.

Income statement

Interest income and expense
Interest income and expense comprise interest on 
securities, payables and transactions denominated 
in foreign currencies.

Furthermore, the item includes administrative fees 
received and fees paid.

Interest income and expense etc. have been accrued. 
Computed interest income and expense on zero-cou-
pon bonds are recognised over the life of the bonds.

Value adjustments
Value adjustments comprise realised and unrealised 
value adjustments of bonds, loans, issued bonds and 
other types of loans as KommuneKredit uses the fair 
value option for such financial assets and liabilities, 
see below.

Furthermore, fair value adjustments of derivative  
financial instruments are included.

Administrative expenses
Administrative expenses comprise expenses incurred 
during the year for management and administration, 
including expenses for administrative staff, office 
premises and office expenses, and depreciation and 
impairment losses.

Dividends from subsidiary
Dividends from investments in the subsidiary are 
recognised in the parent company’s income state-
ment in the financial year when dividend is declared. 
If dividends distributed exceed the accumulated 
earnings after the establishment of the subsidiary, 
dividends are however recognised as an impairment 
loss on the cost of the investment.

Tax on profit for the year
KommuneKredit is jointly taxed with Kommune 
Leasing A/S. KommuneKredit is the administrative 
company under the joint taxation scheme and  
consequently settles all payments of corporation tax 
with the tax authorities. The current Danish corpora-
tion tax is allocated between the jointly taxed com-
panies in proportion to their taxable income.

Accounting policies
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Tax for the year, comprising current tax, joint tax 
contribution and changes in deferred tax for the 
year, is recognised in the income statement.

Balance sheet

Foreign currency translation
Items denominated in foreign currencies are trans-
lated at the exchange rates at the balance sheet 
date. Realised and unrealised foreign currency  
translation adjustments are recognised in the in-
come statement.

Intangible assets
Development costs regarding software comprise sal-
aries and other costs attributable to the entity’s de-
velopment activities. Development projects that are 
clearly defined and identifiable, where the technical 
utilisation degree, sufficient resources and potential 
development opportunities in the entity are evi-
denced, and where the entity intends to use the 
project, are recognised as intangible assets provided 
that the cost can be measured reliably and that 
there is sufficient assurance that future earnings can 
cover development costs. Other development costs 
are recognised in the income statement as incurred.

Recognised development costs are measured at cost 
less accumulated amortisation and impairment losses.

Following the completion of the development work, 
development costs are amortised on a straight-line 
basis over the estimated useful life. The amortisation 
period is usually three years. The basis of amortisa-
tion is calculated less any impairment.

IT licences are measured at cost less accumulated 
amortisation and impairment losses. IT licences are 
amortised on a straight-line basis over the lower of 
the remaining contract period and useful life.

Property, plant and equipment
Land and buildings and equipment are measured at 
cost less accumulated depreciation and impairment 
losses.

Cost comprises the purchase price and any costs di-
rectly attributable to the acquisition until the date 
when the asset is available for use. Where individual 
components of an item of property, plant and equip-
ment have different useful lives, they are accounted 
for as separate items, which are depreciated sepa-
rately.

Subsequent costs, e.g. in connection with replacement 
of components of property, plant and equipment, are 
recognised in the carrying amount of the asset if it is 
probable that the costs will result in future economic 
benefits for the Group. The replaced components are 
derecognised in the balance sheet and recognised as 
an expense in the income statement. All other costs 
incurred for ordinary repairs and maintenance are 
recognised in the income statement as incurred.

Depreciation is provided on a straight-line basis over 
the expected useful lives of the assets/components. 
The expected useful lives are as follows:
 
Buildings ........................... 75 and 30 years, respectively
IT equipment ...............................................................3 years
 
Land is not depreciated.

The basis of depreciation is calculated on the basis 
of the residual value less impairment losses. The re-
sidual value is determined at the acquisition date 
and reassessed annually. If the residual value exceeds 
the carrying amount, depreciation is discontinued.

When changing the depreciation period or the  
residual value, the effect on the depreciation is  
recognised prospectively as a change in accounting 
estimates. Depreciation is recognised in the income 
statement as administrative expenses.

Investments in subsidiary disclosed in the parent 
company’s financial statements
Investments in subsidiary are measured at cost. If 
cost exceeds the recoverable amount, an impairment 
loss is recognised.

Cost is reduced by dividends received that exceed the 
accumulated earnings after the establishment date.
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Impairment of assets
Deferred tax assets are subject to annual impair-
ment tests and are recognised only to the extent 
that it is probable that the assets will be utilised. 

The carrying amount of other non-financial assets is 
tested annually for indications of impairment. When 
there is an indication that assets 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. 

Lending, funding and derivative financial 
instruments

Application of the fair value option
The fair value option comprises financial instruments 
designated at fair value with value adjustment in 
the income statement. KommuneKredit has decided 
to use the fair value option under IAS 39 to ensure 
consistent accounting treatment of lending, funding, 
cash and cash equivalents and derivative financial 
instruments in respect of risk and matching hedges. 
This implies that from initial recognition lending,  
issued bonds and other loans raised are measured  
at fair value with value adjustment in the income 
statement.

The fair value of listed, issued bonds and related loans 
is determined using prices quoted at the balance 
sheet date. Computed prices are used for issued 
bonds that are rarely traded. The fair value of unlisted 
instruments is calculated at the discounted value 
using current market prices and interest rates etc. at 
the balance sheet date. In the calculation of the fair 
value of unlisted instruments, gains and losses on in-
itial recognition, ”day one profit/loss”, are eliminated.

Leases are not comprised by the fair value option.

Lending and funding
Lending and funding and related derivative financial 
instruments are measured at fair value with value 
adjustment in the income statement. Transaction 
costs and income are measured on initial recogni-
tion.

The fair value of issued bonds generally corresponds 
to the market price. Part of the issued bonds are 
however illiquid, and their fair value is computed on 
the basis of a valuation method based on discounting 
of cash flow. The fair value of bond loans is based on 
the fair value of the underlying issued bonds. The fair 
value adjustment of the bond loans essentially off-
sets the fair value adjustment of the issued bonds.

For other listed instruments, the fair value is com-
puted on the basis of the official quotation if the 
market is deemed to be efficient. Usually, the bid/ask 
spread is incorporated. For unlisted instruments and 
where the market is not deemed to be efficient,  
generally accepted valuation methods (calculation  
of present value) based on relevant, current market 
data are used.

Unless market prices or other observable market 
data is used, losses or gains cannot be recognised in 
connection with or immediately after conclusion of 
instruments. The valuation methods used by the 
Group guarantee compliance with the prohibition 
on recognition of ”day one profit/loss”.

Derivative financial instruments
Derivative financial instruments are recognised and 
measured in the balance sheet at fair value. Positive 
and negative fair values of derivative financial instru-
ments are included in separate items in the balance 
sheet, and set-off of positive and negative values is 
only made when the entity has the right and the in-
tention to settle several financial instruments net. 
Fair values of derivative financial instruments are 
computed on the basis of current market data and 
generally accepted valuation methods.

For derivative financial instruments that are related 
to leases and other derivative financial instruments, 
changes in fair value are recognised currently in the 
income statement as value adjustments.

Leases
Finance leases under which the Group is lessor are 
recognised in the balance sheet as a receivable at an 
amount corresponding to the future minimum lease 
payments discounted at the interest rate implicit in 
the lease. Subsequently, leases are measured at  

Accounting policies
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amortised cost in accordance with the effective in-
terest rate method. The difference between the value 
on initial recognition and nominal value is amortised 
over the time to maturity and is recognised under 
”Interest on leases”.

Receivables
Apart from lending, other receivables, including 
amounts owed by subsidiary, are measured at amor-
tised cost. 

Prepayments
Prepayments comprise costs incurred concerning 
subsequent financial years.

Securities

Application of the fair value option
The fair value option comprises bonds designated at 
fair value with value adjustment in the income 
statement. KommuneKredit has made an exception 
to the main rules for measurement of bonds under 
IAS 39 and decided to use the fair value option under 
IAS 39. The fair value option is elected as the Group’s 
investment strategy is based on fair values, and the 
disclosures to Management are based on fair values. 
This implies that shares and bonds are designated at 
fair value with value adjustment in the income 
statement.

Acquisition and disposal of securities are recognised 
at the settlement date and measured at fair value 
corresponding to the market price for listed securities 
and the estimated fair value computed on the basis 
of market data and generally accepted valuation 
methods for unlisted securities. Changes in fair value 
are recognised currently in the income statement as 
value adjustments.

Pension obligations and similar non-current liabilities
The Group has entered into pension schemes with 
the majority of the Group’s employees. 

Contributions to defined contribution plans are  
recognised in the income statement in the period to 
which they relate, and any contributions outstanding 
are recognised in the balance sheet as other payables. 

The Group has entered into defined benefit plans with 
a few present and former employees. For defined 
benefit plans, an annual actuarial calculation is 
made of the present value of future benefits under 
the defined benefit plan. The present value is deter-
mined on the basis of assumptions about the future 
development in variables such as salary levels, inter-
est rates, inflation and mortality. The present value is 
determined only for benefits earned by employees 
from their employment with the Group. The actuar-
ial present value is recognised in the balance sheet 
under pension obligations and is adjusted in the in-
come statement. However, adjustments to the calcu-
lated present value attributable to changes in actu-
arial assumptions are recognised directly in equity.

If changes in benefits relating to services rendered 
by employees in previous years result in changes in 
the actuarial present value, the changes are recognised 
as historical costs. Historical costs are recognised  
immediately, provided that employees have already 
earned the changed benefits. If employees have not 
earned the benefits, the historical costs are recog-
nised in the income statement over the period in 
which the changed benefits are earned by the  
employees. 

Corporation tax and deferred tax
Current tax payable and receivable is recognised in 
the balance sheet as tax computed on the taxable 
income for the year, adjusted for tax on the taxable 
income of prior years and for tax paid on account.

Deferred tax is measured using the balance sheet li-
ability method on all temporary differences between 
the carrying amount and the tax base of assets and 
liabilities. However, deferred tax is not recognised on 
temporary differences relating to goodwill which is 
not deductible for tax purposes and other items 
where temporary differences arise at the date of ac-
quisition without affecting either profit/loss for the 
year or taxable income. Where alternative tax rules 
can be applied to determine the tax base, deferred 
tax is measured based on the planned use of the 
asset or settlement of the liability, respectively.
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Deferred tax assets, including the tax base of tax 
loss carryforwards, are recognised under other  
non-current assets at the expected value of their  
utilisation; either as a set-off against tax on future 
income or as a set-off against deferred tax liabilities 
in the same legal tax entity and jurisdiction.

Adjustment is made to deferred tax resulting from 
elimination of unrealised intra-group profits and 
losses.

Deferred tax is measured according to the tax rules 
applicable at the balance sheet date when the  
deferred tax is expected to crystallise as current tax. 
The change in deferred tax as a result of changes in 
tax rates is recognised in the income statement.

Financial liabilities
Amounts owed to mortgage credit institutions etc. 
are recognised and measured at fair value, and value 
adjustments are recognised currently in the income 
statement.

Financial liabilities also include the capitalised resid-
ual obligation on finance leases.

Other liabilities are measured at net realisable value.

Deferred income
Deferred income comprises payments received con-
cerning income in subsequent years.

Cash flow statement
The cash flow statement shows the cash flow from 
operating, investing and financing activities for 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 flow from operating activities
Cash flow from operating activities are calculated as 
the share of the profit/loss before tax adjusted  
for non-cash operating items, changes in working 
capital, interest and corporation tax paid.
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Foreign exchange rates used
Danmarks Nationalbank’s average 
exchange rates at 28 December 2007

AUD =  Australian dollars .........................445.68
CAD =  Canadian dollars ............................518.22
CHF =  Swiss francs ................................... 449.08 
EUR =  Euro.................................................... 745.66
GBP =  Pounds sterling ........................... 1,014.78
HKD =  Hong Kong dollars ......................... 65.05
JPY =  Japanese yen ................................. 4.4884
MXN =  Mexican pesos ................................ 46.64
NOK =  Norwegian kroner ...........................93.51
NZD =  New Zealand dollars ................... 392.64
RON =  Romanian lei ..................................206.65
USD =  American dollars ........................... 507.53
ZAR =  South African rand .........................74.56

Cash flow from investing activities
Cash flow from investing activities comprise pay-
ments in connection with acquisitions and disposals 
of intangible assets, property, plant and equipment 
and other non-current assets as well as acquisition 
and disposal of securities not recognised as cash and 
cash equivalents.

Cash flow from lending and funding
Cash flow from lending and funding comprise the 
raising of loans and repayment of interest-bearing 
debt.

Segment information
The annual report of KommuneKredit does not  
include segment information as the association 
solely operates in one business segment and in one 
geographical area within which no differences in 
profiles of risks and returns can be identified. 
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Income statement

Group Parent	company

Note (DKK m) 2007 2006 2007 2006

1 Interest income 4,151.6 3,140.5 4,126.6 3,121.8
2 Interest expense 3,877.5 2,927.2 3,877.5 2,927.2

Net interest income 274.1 213.3 249.1 194.6

3 Other operating income 8.1 2.3 13.1 6.9
4 Value adjustments of lending, funding and 

 derivative financial instruments 16.9 27.5 16.9 27.5
Value adjustments of securities -18.9 -20.7 -20.2 -17.5

5 Staff costs 27.7 26.2 27.6 26.1
Other administrative expenses 31.3 40.1 29.9 38.4

6 Depreciation on property, plant and equip-
ment and amortisation of intangible assets 5.5 4.1 5.4 4.0

21 Provision for pension obligations 6.6 2.2 6.6 2.2
Profit before tax 209.1 149.8 189.4 140.8

7 Tax on profit for the year 24.1 40.9 54.4 38.5

Profit for the year 185.0 108.9 135.0 102.3

Profit for the year is transferred to equity in accordance with KommuneKredit’s articles of association.
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Balance sheet

Assets
Group Parent	company

Note (DKK m) 2007 2006 2007 2006

8 Lending 87,940.9 83,475.3 87,940.9 83,475.3
9 Leases 2,762.4 2,683.5 0.0 0.0

Total lending 90,703.3 86,158.8 87,940.9 83,475.3

Cash in hand and at banks 8,810.8 6,367.0 8,810.8 6,366.9
10 Portfolio of securities 12,077.2 3,083.7 11,556.2 2,601.4

Derivative financial instruments 5,900.1 6,991.6 5,900.1 6,991.6
Other assets 188.7 51.2 187.5 16.7

11 Investments in subsidiary 0.0 0.0 148.5 148.5
Shares 3.1 3.1 3.1 3.1

12 Properties 80.8 81.0 80.8 81.0
13 Other property, plant and equipment 3.1 2.0 3.1 1.9
14 Intangible assets 5.2 6.8 5.2 6.8

Amount owed by subsidiary 0.0 0.0 2,419.4 2,381.6
15 Current tax assets 0.0 12.3 2.6 12.3
16 Deferred tax assets 0.0 0.0 7.9 18.0

Total assets 117,772.3 102,757.5 117,066.1 102,105.1

Liabilities and equity
Group Parent	company

Note (DKK m) 2007 2006 2007 2006

Liabilities
17 Bonds listed on OMX 57,749.2 50,311.2 57,749.2 50,311.2

18, 19 International securities etc. 47,653.9 41,856.1 47,653.9 41,856.1
Derivative financial instruments 7,695.7 6,135.7 7,695.7 6,135.7

20 Other liabilities 371.9 328.6 26.7 6.5
21 Pension obligations 67.5 64.1 67.5 64.1
15 Current tax liabilities 5.0 0.0 0.0 0.0
16 Deferred tax liabilities 299.9 324.2 0.0 0.0

Total liabilities 113,843.1 99,019.9 113,193.0 98,373.6

Equity 3,929.2 3,737.6 3,873.1 3,731.5

Total liabilities and equity 117,772.3 102,757.5 117,066.1 102,105.1
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Group Parent	company

Note (DKK m) 2007 2006 2007 2006

Equity
Equity at 1 January according to previous  
accounting policies 3,726.1 3,636.5 3,726.1 3,636.5
Change in accounting policies 11.5 -7.8 5.4 -7.3
Equity adjusted at 1 January 3,737.6 3,628.7 3,731.5 3,629.2

Adjustment regarding change  
in accounting policies 6.6 0.0 6.6 0.0
Profit for the year 185.0 108.9 135.0 102.3
Equity at 31 December 3,929.2 3,737.6 3,873.1 3,731.5

Statement of changes in equity
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Cash flow statement

Group Parent	company

Note (DKK m) 2007 2006 2007 2006

Cash flow from operating activities
Profit before tax 209.1 149.8 189.4 140.8

22 Adjustment for non-cash operating items -24.5 -18.8 -24.6 -18.8
Profit for the year adjusted for non-cash  
operating items 184.6 131.0 164.8 122.0

Change in operating capital
Change in receivables -128.6 -10.1 -203.1 -158.6
Change in trade payables and other payables 43.3 200.4 20.1 -1.8
Total change in operating capital -85.3 190.3 -183.0 -160.4

Total cash flow from operating activities 99.3 321.3 -18.2 -38.4

Cash flow from investing activities
Property, plant and equipment -2.5 -0.3 -2.5 -0.3
Intangible assets -2.3 -3.3 -2.3 -3.3
Portfolio of securities -8,993.5 144.1 -8,954.8 158.5
Total cash flow from investing activities -8,998.3 140.5 -8,959.6 154.9

Cash flow from lending and funding
Change in lending -3,453.0 -4,663.3 -3,374.1 -4,491.4
Change in funding 14,795.8 1,498.8 14,795.8 1,672.1
Total cash flow from lending and funding 11,342.8 -3,164.5 11,421.7 -2,819.3

Total cash flow for the year 2,443.8 -2,702.7 2,443.9 -2,702.8

Cash and cash equivalents at 1 January 6,367.0 9,069.7 6,366.9 9,069.7
Cash and cash equivalents at 31 December 8,810.8 6,367.0 8,810.8 6,366.9
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Notes to the income statement

Group Parent	company

Note (DKK m) 2007 2006 2007 2006

1: Interest income

Interest on lending 3,472.6 2,847.5 3,568.0 2,920.7
Net interest income from leases 97.0 75.5 0.0 0.0
Interest on cash at bank and in hand 259.6 87.6 259.6 87.6
Interest on securities etc. 298.6 107.8 274.7 91.0
Administrative fees 23.8 22.1 24.3 22.5
Total interest income 4,151.6 3,140.5 4,126.6 3,121.8

2: Interest expense

Interest on bonds listed on OMX 1,535.5 1,405.1 1,535.5 1,405.1
Interest on international securities 2,337.0 1,516.9 2,337.0 1,516.9
Fees paid 5.0 5.2 5.0 5.2
Total interest expense 3,877.5 2,927.2 3,877.5 2,927.2

3: Other operating income

Fees for advisory services 1.1 1.4 1.1 1.4
Operating profit from properties 0.8 0.9 0.8 0.9
Adjustment of VAT payment for 2004-2006 6.2 0.0 6.2 0.0
Administrative fee, subsidiary 0.0 0.0 5.0 4.6
Total other operating income 8.1 2.3 13.1 6.9

4: Value adjustments of lending, funding 
and derivative financial instruments

Lending -224.9 -3.6 -224.9 -3.6
Funding 3,725.0 1,762.1 3,725.0 1,762.1
Derivative financial instruments -3,483.2 -1,731.0 -3,483.2 -1,731.0
Total value adjustments of lending, funding 
and derivative financial instruments 16.9 27.5 16.9 27.5

5: Staff costs

Salaries, remuneration, etc. 25.0 23.8 24.9 23.7
Pension contributions 2.6 2.3 2.6 2.3
Social security expenses 0.1 0.1 0.1 0.1
Total staff costs 27.7 26.2 27.6 26.1

Average number of employees 44 45 44 45

Key Management remuneration
Remuneration of the Board of Directors 0.6 0.6 0.5 0.5
Remuneration of Management 2.6 2.5 2.6 2.5
Total Key Management remuneration 3.2 3.1 3.1 3.0

Moreover, Management is covered by a defined benefit plan.  
The pension obligation has been calculated on the basis of actuarial assumptions.



33

N
otes  >  Kom

m
uneK

redit

Group Parent	company

Note (DKK m) 2007 2006 2007 2006

6: Depreciation on property, plant and equip-
ment and amortisation of intangible assets

Properties 0.2 0.2 0.2 0.2
Other property, plant and equipment 1.4 0.8 1.3 0.7
Intangible assets 3.9 3.1 3.9 3.1
Total depreciation and amortisation 5.5 4.1 5.4 4.0

7: Tax on profit for the year

Corporation tax for the year 60.0 27.8 52.5 27.8
Joint tax contribution for the year 0.0 0.0 0.0 2.9
Adjustment due to change in corporation tax rate -35.7 0.0 1.3 0.0
Deferred tax -7.5 14.1 -4.9 7.7
Adjustment of tax regarding previous years 7.3 -1.0 5.5 0.1
Total tax on profit for the year 24.1 40.9 54.4 38.5

Tax on profit on ordinary activities:
Computed tax on profit on ordinary activities 
before tax 52.3 41.9 47.4 39.4
Tax effect of:
Non-taxable income and non-deductible costs 0.2 -1.0 0.2 -1.0
Adjustment due to change in corporation tax rate -35.7 0.0 1.3 0.0
Adjustment regarding previous years 7.3 0.0 5.5 0.1
Total tax on profit for the year 24.1 40.9 54.4 38.5

Effective tax rate 11.5 27.3 28.7 27.3
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Notes to the balance sheet

Group	&	Parent	company

Note (DKK m)
Number of 

loans 2007 2006

8: Lending   
Lending at 1 January 6,540 83,475.3 76,928.0
Fair value adjustment at 1 January 1,917.0
Foreign currency translation adjustment -161.3 -204.0
New lending 577 27,323.0 20,883.0
Index adjustment 213.0 208.0
Total lending before repayments 7,117 110,850.0 99,732.0

Instalments and repayments -946 -22,305.0 -15,877.0
Amortisation accounts for cash loans 959.0 958.0
Fair value adjustment at 31 December -1,563.1 -1,337.7
Total lending 6,171 87,940.9 83,475.3

Bond loans 32,148.0 30,673.0
Tailor-made loans 55,792.9 52,802.3
Total lending 6,171 87,940.9 83,475.3

Group

Note (DKK m) 2007 2006

9: Leases

Balance at 1 January 2,683.5 2,516.0
Additions 837.5 875.7
Disposals 758.6 708.2
Total leases 2,762.4 2,683.5

Net investments in leases by lease term
Up to 1 year 	800.3	 	761.7	
From 1 to 5 years 	1,647.0	 	1,512.2	
Over 5 years 	315.1	 	409.6	
Total net investments  2,762.4  2,683.5 

Gross investments in leases by lease term
Up to 1 year 	882.2 	826.8	
From 1 to 5 years 	1,786.3	 	1,629.1	
Over 5 years 	373.5	 	447.5	
Total gross investments  3,042.0  2,903.4 

Unearned finance income  279.6  219.9 
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Group Parent	company

Note (DKK m) 2007 2006 2007 2006

10: Portfolio of securities etc.

CP notes 8,298.4 0.0 8,298.4 0.0
Government bonds 	67.4	 	191.8	 	67.4	 	192.2	
Danish Ship Finance bonds 	45.7	 	7.0	 	45.7	 	0.0			
Mortgage bonds 3,665.7 	2,884.9	 3,144.7 	2,409.2	
Total portfolio of securities etc. 12,077.2  3,083.7 11,556.2  2,601.4 

11: Investments in subsidiary

Cost at 1 January 148.5 148.5
Additions during the year 0.0 0.0
Disposals during the year 0.0 0.0
Total investments in subsidiary 148.5 148.5

12: Properties

Cost at 1 January 81.2 81.2 81.2 81.2
Additions during the year 	0.0 0.0 0.0 0.0
Cost at 31 December 81.2 81.2 81.2 81.2

Depreciation at 1 January 0.2 0.0 0.2 0.0
Depreciation for the year 0.2 0.2 0.2 0.2
Depreciation at 31 December 0.4 0.2 0.4 0.2

Total properties 80.8 81.0 80.8 81.0
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Group Parent	company

Note (DKK m) 2007 2006 2007 2006

13: Other property, plant and equipment

Cost at 1 January 3.0 2.7 2.8 2.6
Additions during the year 2.5 0.3 2.5 0.2
Cost at 31 December 5.5 3.0 5.3 2.8

Depreciation at 1 January 1.0 0.2 0.9 0.2
Depreciation for the year 1.4 0.8 1.3 0.7
Depreciation at 31 December 2.4 1.0 2.2 0.9

Total other property, plant and equipment 3.1 2.0 3.1 1.9

14: Intangible assets

Cost at 1 January 11.2 7.9 11.2 7.9
Additions during the year 2.3 3.3 2.3 3.3
Cost at 31 December 13.5 11.2 13.5 11.2

Amortisation at 1 January 4.4 1.3 4.4 1.3
Amortisation for the year 3.9 3.1 3.9 3.1
Amortisation at 31 December 8.3 4.4 8.3 4.4

Total intangible assets 5.2 6.8 5.2 6.8

Notes to the balance sheet
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Group Parent	company

Note (DKK m) 2007 2006 2007 2006

15: Current tax assets / liabilities *)

Corporation tax receivable at 1 January 12.3 17.2 12.3 17.2
Current tax -60.0 -27.8 -52.5 -27.8
Adjustment relating to previous years 9.4 1.0 6.1 1.0
Corporation tax paid during the year 33.3 21.9 36.7 21.9
Total current tax assets / liabilities -5.0 12.3 2.6 12.3

16: Deferred tax assets / liabilities *)

Deferred tax assets / liabilities at 1 January -324.2 -310.2 18.0 25.6
Deferred tax for the year 5.3 -13.1 2.8 -7.5
Adjustment due to change in tax rate 35.7 0.0 -1.3 0.0
Adjustment relating to previous years -16.7 -0.9 -11.6 -0.1
Total deferred tax assets / liabilities -299.9 -324.2 7.9 18.0

Deferred tax relates to:
Property, plant and equipment and intangible 
assets -9.2 -4.4 -9.3 -4.4
Lease assets -307.9 -342.2 0.0 0.0
Provisions 17.2 17.9 17.2 	17.9
Liabilities 0.0 4.5 0.0 4.5
Total deferred tax assets / liabilities -299.9 -324.2 7.9 18.0

*) Liabilities are shown as negative numbers.

Group	&	Parent	company

Note (DKK m) 2007

 
 1 January Additions

Disposals 
and foreign 

currency
translation 
adjustment

 
31 December

17: Issues on OMX
nominal values

Convertible bonds 	10,213.0	 	2,943.7	 	1,671.2	 	11,485.5	
Index-linked bonds 	9,764.4	 	-			 	290.2	 	9,474.2	
Rate adjustable bonds 	10,723.3	 	10,884.3	 	5,038.2	 	16,569.4	
Inconvertible bonds 	5,638.1	 	-			 	615.8	 	5,022.3	
Structured bonds 	12,521.2	 	6,272.4	 	3,752.9	 	15,040.7	
Bonds in EUR 	367.5 	-			 	59.4	 	308.1	
Total issues on OMX  49,227.5  20,100.4  11,427.7  57,900.2 
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Group	&	Parent	company

Note (DKK m) 2007

18: International securities etc.  
calculated per instrument
nominal values in DKK

Instrument Currency
 

1 January Additions

Disposals 
and foreign 

currency
translation 

adjustment
  

31 December

Short-term bank loans CHF 7.1 247.1 232.7 21.5
DKK 100.5 148.5 100.5 148.5
EUR 7.8 311.7 261.3 58.2
USD 0.0 134.4 134.4 0.0

Total short-term bank loans DKK 115.4 841.7 728.9 228.2

CP notes CHF 213.4 0.0 213.4 0.0
EUR 477.2 950.0 976.1 451.1
GBP 0.0 2,247.8 2,247.8 0.0
USD 4,359.3 9,060.4 10,262.8 3,156.9

 Total CP notes DKK 5,049.9 12,258.2 13,700.1 3,608.0

Short-term MTNs, under 1 year DKK 50.0 0.0 0.0 50.0
JPY 6,692.0 851.1 1,315.4 6,227.7

USD 537.8 20.9 56.2 502.5
Total short-term MTNs DKK 7,279.8 872.0 1,371.6 6,780.2

Long-term bank loans CHF 91.9 0.0 11.0 80.9
EUR 2,167.4 745.0 174.2 2,738.2
GBP 366.7 0.0 56.6 310.1
USD 1,347.0 0.0 848.9 498.1

 Total long-term bank loans DKK 3,973.0 745.0 1,090.7 3,627.3

MTNs over 1 year AUD 1,916.4 0.0 690.8 1,225.6
CAD 82.9 0.0 -5.1 88.0
CHF 7,911.2 1,522.1 272.1 9,161.2
DKK 600.0 380.0 0.0 980.0
EUR 5,021.8 7,454.4 417.0 12,059.2
HKD 2,091.4 334.2 253.3 2,172.3

JPY 2,741.4 0.0 174.1 2,567.3
MXN 348.7 176.0 44.2 480.5
NOK 0.0 693.2 -8.2 701.4
NZD 1,274.2 953.2 49.3 2,178.1
RON 99.2 0.0 6.2 93.0
USD 1,191.7 0.0 123.4 1,068.3
ZAR 373.5 703.3 52.9 1,023.9

Total long-term MTNs DKK 23,652.4 12,216.4 2,070.0 33,798.8

Notes to the balance sheet
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Group	&	Parent	company

Note (DKK m) 2007

18. International securities etc.  
calculated per instrument
nominal values in DKK

Instrument Currency
 

1 January Additions

Disposals 
and foreign 

currency
translation 

adjustment
  

31 December

International issues of bonds CHF 928.0 0.0 928.0 0.0
Total international issues DKK 928.0 0.0 928.0 0.0

Private placements EUR 883.0 148.8 -0.4 1,032.2
JPY 475.1 597.1 39.9 1,032.3

USD 10.5 0.0 1.1 9.4
Total private placements DKK 1,368.6 745.9 40.6 2,073.9

Total international securities etc. DKK 42,367.1 27,679.2 19,929.9 50,116.4

19: International securities etc.
calculated by currency
nominal values in DKK

 
AUD 	1,916.4	 	0.0			 	690.8 	1,225.6	
CAD 	82.9	 	0.0			 -5.1	 	88.0	
CHF 	9,151.6	 	1,769.2	 	1,657.2 	9,263.6	
DKK 750.5 528.5 100.5 1,178.5
EUR 	8,557.2	 	9,609.9	 	1,828.2 	16,338.9	
GBP 	366.7	 	2,247.8	 	2,304.4 	310.1	
HKD 	2,091.4	 	334.2	 	253.3 	2,172.3	

JPY 	9,908.5	 	1,448.2	 	1,529.4 	9,827.3	
MXN 	348.7	 	176.0	 	44.2 	480.5	
NOK 		0.0						 	693.2	 	-8.2	 	701.4	
NZD 	1,274.2	 	953.2	 	49.3 	2,178.1	
RON 	99.2	 		0.0						 	6.2 	93.0	
USD 	7,446.3	 	9,215.7 	11,426.8 	5,235.2
ZAR 	373.5	 	703.3	 	52.9 	1,023.9	

Total international securities etc. DKK 42,367.1 27,679.2 19,929.9 50,116.4
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Group Parent	company

Note (DKK m) 2007 2006 2007 2006

20: Other liabilities

Holiday allowance payable 3.5 3.3 3.5 3.3
Trade payables 159.8 180.8 0.0 0.0
Other payables 208.6 144.5 23.2 3.2
Total other liabilities 371.9 328.6 26.7 6.5

21: Pension obligations

Balance at 1 January 64.1 65.0 64.1 65.0
Adjustment for the year 6.6 2.2 6.6 2.2
Pensions paid 3.2 3.1 3.2 3.1
Total pension obligations 67.5 64.1 67.5 64.1

Including pension for Management 20.3 16.4 20.3 16.4

22: Adjustment for non-cash operating 
items, depreciation and provisions

Pensions 3.4 -1.1 3.4 -1.1
Depreciation and provisions etc. 5.5 4.2 5.4 4.2
Corporation tax paid -33.4 -21.9 -33.4 -21.9
Total adjustment -24.5 -18.8 -24.6 -18.8

23: Contingent assets and liabilities

Pursuant to section 81(4) of the Danish Securities Trading Act, together with other custodian insti-
tutes, KommuneKredit is liable for compensation for losses resulting from mistakes in the repor-
ting etc. to the Danish Securities Centre (Værdipapircentralen). KommuneKredit’s liability is maxi-
mised to DKK 1.8 million.

Pursuant to section 82 of the Danish Securities Trading Act, together with other custodian insti-
tutes, KommuneKredit guarantees the liabilities of the Danish Securities Centre. KommuneKredit’s 
guarantee is maximised to DKK 3.8 million.

Notes to the balance sheet
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Note (DKK m) 2007

24: Credit risk

Group
Financial

 instruments
Derivative 

financial instruments Collateral Net
Rating of financial
counterparty

Positive 
market values

Positive 
market values 

Negative 
market values

Market value 
of collateral

Market value 

AAA 3,683.1 239.3 550.5 0.0 3,891.5
AA+ 42.3 524.4 753.2 0.0 308.9
AA 2,723.2 1,651.3 2,018.9 0.0 3,133.5
AA- 11,609.9 3,375.4 4,099.7 -532.4 11,494.8
Lower than AA- 2,564.1 108.9 160.4 -89.5 2,564.6
Total 20,622.6 5,899.3 7,582.7 -621.9 21,393.3

Parent Company
Financial

 instruments
Derivative 

financial instruments Collateral Net
Rating of financial
counterparty

Positive 
market values

Positive 
market values 

Negative 
market values

Market value 
of collateral

Market value 

AAA 3,162.4 239.3 550.5 0.0 3,370.9
AA+ 42.3 524.4 753.2 0.0 308.9
AA 2,723.2 1,651.3 2,018.9 0.0 3,133.5
AA- 11,609.9 3,375.4 4,099.7 -532.4 11,494.8
Lower than AA- 2,564.1 108.9 160.4 -89.5 2,564.6
Total 20,101.9 5,899.3 7,582.7 -621.9 20,872.7

The rating is based on Moody’s Investors Service, Standard & Poor’s and/or FITCH. In general, the 
 rating used is the long-term rating. If the counterparty is rated by two credit rating agencies, the 
 lower of the two credit ratings is used. If the counterparty is rated by three credit rating agencies, 
the middle rating of the three credit ratings is used.

Financial instruments are cash and cash equivalents and investments in CP notes or bonds. Derivative 
financial instruments are currency transactions, swaps, options etc. The credit risk has been  calculated 
as the market value at year end 2007. For some counterparties, collateral agreements have been 
 entered into under which the counterparties provide security for their liabilities to  KommuneKredit  
in the form of safe, actively traded bonds. The security has been recorded under the rating for the 
counterparty providing the security and therefore does not reflect the rating of the security.

The credit risk on financial instruments or derivative financial instruments with customers is not 
calculated.

KommuneKredit solely enters into transactions with financial counterparties in the EU and other 
countries that are full members of OECD and in countries that have entered into special loan agre-
ements with the International Monetary Union. The purpose of this is to spread the credit risk over 
as many countries as possible and to only enter into transactions with counterparties in countries 
that are considered safe.

For further information, reference is made to pp. 14-16 of the Management’s Review.
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Group

Note (DKK m)

25: Liquidity risk 
distribution of maturity 
according to remaining term
nominal values

0-3 
months

3-12 
months

1-5 
years

Over 5 
years Total

2007

Financial assets
Cash and cash equivalents 7,082.6 1,713.9 0.0 0.0 8,796.5
Portfolio of securities 6,268.3 5,890.7 0.0 0.0 12,159.0
Lending 27,142.4 12,783.8 28,737.2 20,297.7 88,961.1
Leases 370.1 430.2 1,647.1 315.1 2,762.5
Total financial assets 40,863.4 20,818.6 30,384.3 20,612.8 112,679.1

Financial liabilities
Bonds listed on OMX 16,945.3 2,756.1 22,177.0 17,053.7 58,932.1
International securities etc. 6,317.8 7,620.4 17,292.5 19,135.6 50,366.3
Derivative financial instruments, net 423.7 125.4 -995.7 -567.5 -1,014.1
Total financial liabilities 23,686.8 10,501.9 38,473.8 35,621.8 108,284.3

2006 

Financial assets 
Cash and cash equivalents 5,962.0 404.9 0.0 0.0 6,366.9
Portfolio of securities 3,202.2 0.0 0.0 0.0 3,202.2
Lending 14,925.9 13,253.3 33,260.1 21,456.9 82,896.2
Leases 532.0 229.7 1,512.2 409.6 2,683.5
Total financial assets 24,622.1 13,887.9 34,772.3 21,866.5 95,148.8

Financial liabilities
Bonds listed on OMX 5,109.1 2,395.9 25,820.7 17,327.7 50,653.4
International securities etc. 6,851.4 4,937.8 12,684.1 17,893.7 42,367.0
Derivative financial instruments, net 223.0 -105.0 -1,044.7 -1,074.4 -2,001.1
Total financial liabilities 12,183.5 7,228.7 37,460.1 34,147.0 91,019.3

Notes to risk management
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Parent	company

Note (DKK m)

25: Liquidity risk 
distribution of maturity 
according to remaining term
nominal values

0-3 
months

3-12 
months

1-5 
years

Over 5 
years Total

2007

Financial assets  
Cash and cash equivalents 7,082.6 1,713.9 0.0 0.0 8,796.5
Portfolio of securities 5,747.4 5,890.7 0.0 0.0 11,638.1
Lending 27,142.4 12,783.8 28,737.3 20,297.7 88,961.2
Amount owed by subsidiary 69.0 15.4 2,304.8 32.1 2,421.3
Total financial assets 40,041.4 20,403.8 31,042.1 20,329.8 111,817.1

Financial liabilities
Bonds listed on OMX 16,945.3 2,756.1 22,177.0 17,053.7 58,932.1
International securities etc. 6,317.8 7,620.4 17,292.5 19,135.6 50,366.3
Derivative financial instruments, net 423.7 125.4 -995.7 -567.5 -1,014.1
Total financial liabilities 23,686.8 10,501.9 38,473.8 35,621.8 108,284.3

2006 

Financial assets
Cash and cash equivalents 5,962.0 404.9 0.0 0.0 6,366.9
Portfolio of securities 2,719.9 0.0 0.0 0.0 2,719.9
Lending 14,925.9 13,253.3 33,260.1 21,456.9 82,896.2
Amount owed by subsidiary 151.2 781.6 1,401.4 42.5 2,376.7
Total financial assets 23,759.0 14,439.8 34,661.5 21,499.4 94,359.7

Financial liabilities
Bonds listed on OMX 5,109.1 2,395.9 25,820.7 17,327.7 50,653.4
International securities etc. 6,851.4 4,937.8 12,684.1 17,893.7 42,367.0
Derivative financial instruments, net 223.0 -105.0 -1,044.7 -1,074.4 -2,001.1
Total financial liabilities 12,183.5 7,228.7 37,460.1 34,147.0 91,019.3

The liquidity risk has been calculated under the following significant assumptions:

The bond portfolio is included as assets, 0-3 months, as the portfolio consists of liquid bonds.

Rate adjustable loans and other floating-rate loans are included with a remaining term equalling the 
next fixing of the rate, regardless of the contractual maturity date of the loans.
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Group Parent	company

Note (DKK m) 2007 2006 2007 2006

26: Interest rate risk

Lending, funding, derivative financial instru-
ments and investment of mismatch funds -4.0 -3.8 -2.8 -3.5
Portfolio of securities -39.2 -40.2 -37.3 -38.6
Total interest rate risk -43.2 -44.0 -40.1 -42.1

Equity at 1 January 3,737.6 3,628.7
Interest rate risk limit 168.2 200.0
Utilisation of limit in percent 25.7 22.0

The interest rate risk on lending, funding, derivative financial instruments and investment in 
 mismatch funds has been calculated as a parallel shift in the interest rate curve of a 1 percentage 
point increase. The interest rate risk on the bond portfolio has been calculated as the sensibility to 
price changes on the basis of the modified duration adjusted for the deduction factors of the 
 Danish Financial Supervisory Authority.

The interest rate risk limit is 4.5 percent of equity at 1 January 2007. The limit applies to positive as 
well as negative fluctuations. The interest rate risk is managed at group level, and the utilisation of 
the limit is therefore not disclosed for the parent company.

Notes to risk management

Group	&	parent	company

Note (DKK m)     2007

27: Currency risk
nominal values
Currency Receivables Liabilities Currency swaps  Bank deposit Currency position, DKK

AUD 	0.0			 	1,225.6	 	1,225.6	 	0.0	 	0.0	
CAD 	0.0			 	88.1	 	88.1	 	0.0			 	0.0			
CHF 	3,512.2	 	9,258.7	 	5,749.0	 	2.8	 	5.3	
EUR 	15,688.5	 	16,603.3	 	913.8	 	7.3	 	6.3	
GBP 	0.0			 	310.1	 	310.1	 	0.2	 	0.2	
HKD 	0.0			 	2,172.3	 	2,172.3	 	0.0	 	0.0	

JPY 	8.6	 	9,827.4	 	9,818.8	 	0.0	 	0.0	
MXN 	0.0			 	480.5	 	480.5	 	0.0	 	0.0	
NOK 	0.0			 	701.3	 	701.3	 	0.0	 	0.0	
NZD 	0.0			 	2,178.1	 	2,178.1	 	0.0	 	0.0	
RON 	0.0			 	93.0	 	93.0	 	0.0	 	0.0	
SEK 	0.0			 	0.0			 	0.0			 	0.0	 	0.0	

USD 	2,500.8	 	4,818.3	 	2,317.4	 	3.1	 	3.0
ZAR 	0.0			 	1,023.9	 	1,023.9	 	0.0	 	0.0	
DKK  21,710.1  48,780.6  27,071.9  13.4  14.8 

The currency risk has been calculated as the currency position per currency on the basis of out-
standing principal amounts, deductions etc. Interest payments and value adjustments are not 
 included in the calculation.
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Group

Note (DKK m) 2007

28: Mismatch
nominal values

Lending at fair value 87,940.9

Fair value adjustment at 31 December 1,563.1

Total lending 89,504.0

Leases 3,042.0

Total lending 92,546.0

International issues of securities etc. 50,116.2
Issues on OMX 57,900.2
Total funding 108,016.4

Total mismatch 15,470.4

Mismatch limit 23,136.9

Mismatch has been calculated as funding less lending in nominal values. 
At 31 December 2007, mismatch amounted to 16.7 percent and should not exceed 
25 percent of lending, cf. the mismatch limit from the Ministry of Social Welfare.

Other notes
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30: Events after the balance sheet date
No events have occurred after the balance sheet 
date that have a significant effect on Kommune-
Kredit’s results.

31: Accounting estimates and assessments
In the determination of the carrying amount of cer-
tain assets and liabilities, estimates are required of 
the effect of future events on the value of these as-
sets and liabilities at the balance sheet date. Estima-
tes that are significant for the financial reporting are 
among other things made by determining the fair 
value of financial assets and liabilities, pensions and 
similar liabilities as well as contingent liabilities and 
contingent assets.

The estimates used are based on assumptions that 
Management finds reasonable but which are inhe-
rently uncertain and unpredictable. The assumptions 
may be incomplete or inaccurate, and unexpected 
events or circumstances may arise. Moreover, the en-
terprise is subject to risks and uncertainties that 
may cause actual results to deviate from these esti-
mates. Special risks for KommuneKredit are disclosed 
on pp. 14.16 in the Management’s Review.

For KommuneKredit, the measurement of financial 
assets and liabilities may be affected by significant 
changes in the estimates and assumptions forming 
the basis for the calculation of the values.

KommuneKredit follows a conservative risk manage-
ment strategy. Consequently, the overall net effect of 
significant changes in estimates and assumptions is 
deemed to be relatively limited.

32: Accounting regulation
As this annual report is the first annual report of 
KommuneKredit prepared in accordance with Inter-
national Financial Reporting Standards, all existing 
standards have been implemented.

It is not expected that standards and interpretations 
that have been adopted, but that are not yet effective, 
will affect KommuneKredit’s future financial reporting.

29: Related party disclosures
KommuneKredit has no related parties exercising 
control of KommuneKredit.

KommuneKredit’s related parties exercising signifi-
cant influence comprise the association’s Board of 
Directors and Management and their family mem-
bers. Further, related parties comprise companies in 
which the above persons have substantial interests.

Moreover, related parties comprise Kommune Lea-
sing A/S.

The Board of Directors and Management
For information about remuneration, reference is 
made to note 5.

Group enterprises
Transactions with group enterprises comprise:

•  KommuneKredit did not receive dividends from 
Kommune Leasing in 2007 and 2006.

•  KommuneKredit is jointly taxed with Kommune 
Leasing.

•  KommuneKredit manages Kommune Leasing’s in-
vestment assets, and Kommune Leasing is funded 
through KommuneKredit.

•  Kommune Leasing had raised funding with Kom-
muneKredit of DKK 2,421.4 million at year end 
2007 and DKK 2,383.9 million at year end 2006.

•  Kommune Leasing receives administrative services 
from KommuneKredit. The fee is disclosed in note 3.

Transactions with group enterprises have been elimi-
nated in the consolidated financial statements in ac-
cordance with the accounting policies used.

Apart from this, no other transactions have been car-
ried out with the Board of Directors, Management, 
employees or other related parties during the year.

Other notes
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DK-1175 Copenhagen K
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