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KoMMUneKRedit in BRieF 

AnnUAL RePoRt 2010

KommuneKredit is an association with the objective to provide 
funding and leases to danish municipalities, regions and com-
panies and institutions against full municipal guarantee. Kom-
muneKredit operates under a special act and is under supervision 
by the Ministry of the interior and Health.

KommuneKredit’s mission is to provide the funding and related 
services required by danish local governments and thereby con-
tribute to greater financial latitude in the danish society.

KommuneKredit’s vision is:
 to be the absolute leading provider of funding to local govern-

ments,
 to be acknowledged as a professional and trustworthy advi-

sor and cooperative partner
 to be an attractive, development-oriented organisation com-

mitted to effective processes and high quality achieved by 
dedicated and highly qualified employees.

KommuneKredit’s members are municipalities and regions that 
have raised loans in KommuneKredit or have guaranteed or are 
liable for loans raised in KommuneKredit. the members are jointly 
and severally liable for KommuneKredit’s liabilities. All municipali-
ties and all regions in denmark are members of KommuneKredit.

A Board of directors is responsible for the general management 
of KommuneKredit. the Board of directors has ten members, of 
which eight are appointed by the municipalities and two by the 
regions. A Management consisting of two managing directors is 
responsible for the day-to-day management.

KoMMUneKRedit in BRieF 

KommuneKredit is a modern
service organisation based
on dedicated employees and
modern technology

KommuneKredit’s lending is financed by the issue of securities in 
the danish bond market or in international capital markets.

KommuneKredit is rated by Moody’s investors service and stand-
ard & 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 and the highest possible inter-
national credit rating. 

the high rating is attributable to the joint and several liabil-
ity of the municipalities and regions and the fact that they are 
strong players in the national economy, which is also why Kom-
muneKredit can raise loans at very attractive prices. Moreover, 
KommuneKredit’s cost level is low, which means that the loans 
raised can be relent at a modest margin.

KommuneKredit has established KommuneLeasing A/s as a 
wholly-owned subsidiary. 

KommuneKredit is a modern service organisation based on dedi-
cated employees and modern technology. the core values of 
KommuneKredit are:

 the customer in focus
 Job satisfaction and a positive working environment
 Quality in work
 openness and a positive working relationship
 delegation and responsibility
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FinAnCiAL sUMMARy – tHe gRoUP

AnnUAL RePoRt 2010

FinAnCiAL sUMMARy – tHe gRoUP
the group consists of KommuneKredit and its wholly-owned subsidiary, KommuneLeasing A/s

LENDING BY TYPE  2001-2010 DEVELOPMENT IN TOTAL ASSETS AND EQUITY 2001-2010

 

DKKm   2010 2010 2009 2008 2007 2006

   EUR* DKK DKK DKK DKK DKK

      

Lending, nominal values      

Bond loans  184 1,373 2,346 8,174 5,569 4,687

tailor-made loans 4,491 33,478 28,474 32,280 22,205 16,993

total gross lending 4,675 34,851 30,820 40,454 27,774 21,680

Conversions/refinancing 1,865 13,904 16,007 18,464 12,067 8,224

total net lending 2,810 20,947 14,813 21,990 15,707 13,456

      

Leasing      

gross lending 101 756 892 738 838 876

instalments and repayments 105 783 787 732 759 708

net lending  -4 -27 105 6 79 168

      

Key figures      

net income  61 453 350 378 274 213

staff costs and administrative expenses 11 83 81 71 59 66

Value adjustment of securities, etc. 6 47 -4 39 -2 7

Profit before tax 55 411 255 338 209 150

tax on profit for the year 14 102 63 84 24 41

Profit for the year 41 309 192 254 185 109

Comprehensive income for the year 41 309 192 254 185 109

      

Lending   16,787 125,136 111,538 105,213 90,703 86,159

Funding   20,959 156,235 133,926 117,254 105,403 92,167

total assets 22,296 166,207 143,207 128,788 117,772 102,758

equity   628 4,684 4,375 4,183 3,929 3,738

      

number of full-time employees 60 60 57 50 44 45
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*exchange rate 100 eUR = 745.44 dKK. the conversion has been made at the balance sheet date.
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MAnAgeMent CoMMentARy – oPeRAting ReView

AnnUAL RePoRt 2010

KommuneKredit retained its position in 2010 as the absolute 
leading supplier of funding to local governments as the banks’ 
willingness to provide loans to local governments, at interest 
rates equivalent to those offered by KommuneKredit, has been 
limited. the importance of local governments having their own 
funding institution offering stable and favourable funding has 
thus been clearly demonstrated.

in 2010, gross lending amounted to dKK 34.8 billion against dKK 
30.8 billion in 2009. net lending amounted to dKK 20.9 billion 
against dKK 14.8 billion in 2009. the increase in new lending is 
due to several factors. 

First of all, an extraordinary loan pool of dKK 4.3 billion was allo-
cated to the local governments in 2010 in order to provide fund-
ing for an increase in investments and to create employment in 
the building and construction sector.

secondly, lending to the utility sector has increased, among 
other things as a result of an increase in investments in energy 
supply. Moreover, the municipal water supply and waste-water 
disposal were to be hived off into special local government-
owned utility companies not later than 1 July 2010, and in this 
connection, the local governments were given the option of 
providing guarantees for loans. Funding of water supply and 
waste-water disposal is thus no longer part of municipal bor-
rowing.

oPeRAting ReView

KommuneKredit retained its 
position in 2010 as the absolute 
leading supplier of funding to 
local governments

in addition, loan conversions amounted to dKK 13.9 billion. the 
loan conversions aimed at combining loans in more transparent 
loan pools and at extending maturity periods in order to generate 
financial latitude for municipalities and regions.

KommuneLeasing’s lease receivables remained almost un-
changed compared to 2009. Lease receivables amounted to dKK 
2.8 billion at year end 2010.

in 2010, KommuneKredit made its second benchmark issue. Ac-
cording to the plan, the issue was to amount to Usd 1 billion; 
however, as a result of the large demand, it was increased to Usd 
1.5 billion. More than half of the issue was sold to central banks 
and public institutions.

Although the financial sector has been stabilised in a number of 
countries, KommuneKredit has retained its very restrictive credit 
policy. Focus has among other things been on reducing the credit 
risk by entering into special collateral agreements (CsA), and the 
number of these agreements has thus increased from 20 to 24 
agreements.

due to the increasing business volume, cash resources, ex. eq-
uity, improved from dKK 17.4 billion at year end 2009 to dKK 23.3 
billion at year end 2010.

the group’s net interest income amounted to dKK 453 million in 
2010 against dKK 350 million in 2009. in 2009, an interest rate 
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adjustment was made, and accordingly an amount of dKK 142 
million was paid to KommuneKredit’s borrowers. when the com-
parative figure for 2009 has been restated for this adjustment, 
net interest income has effectively decreased by dKK 39 million, 
which is primarily caused by lower interest income on the portfo-
lio of securities due to the lower interest level in 2010.

Administrative expenses, including depreciation, amounted to 
dKK 90 billion in 2010 compared to dKK 88 million in 2009, cor-
responding to an increase of 2.3 percent. 

the group’s profit before tax was dKK 411 million against dKK 
255 million in 2009. this exceeded expectations in the interim 
report which estimated profit before tax at dKK 320-370 million. 
the increase in profit is mainly attributable to income from value 
adjustment of securities and financial instruments, etc., of dKK 
47 million. Profit after tax amounted to dKK 309 million against 
dKK 192 million in 2009.

KommuneKredit’s total assets increased by dKK 23.0 billion to 
dKK 166.2 billion at year end 2010. the increase in total assets 
is attributable to an increase in lending of dKK 13.6 billion as well 
as an increase in the value of derivative financial instruments 
of dKK 6.5 billion, which is mainly caused by fluctuations in ex-
change rates. 

As regards liabilities, the issue of international securities in-
creased significantly, and they now amount to dKK 102.0 billion. 

the comprehensive income for the year is transferred to equity 
in accordance with the articles of association of KommuneKredit. 
equity increased from dKK 4.4 billion at year end 2009 to dKK 4.7 
billion at year end 2010. At year end 2010, equity amounted to 
dKK 2.8 percent of the assets against 3.1 percent in 2009. Kom-
muneKredit’s long-term equity goal is in the region of 3.0 percent 
which is considered adequate to support the group’s activities.   
in accordance with the legal framework of KommuneKredit, eq-
uity must equal at least 1 percent of KommuneKredit’s total li-
abilities, i.e. dKK 1.6 billion.

Lending
gross lending to municipalities amounted to dKK 21.3 billion, cor-
responding to 61 percent of total lending. in 2009, gross lending 
amounted to dKK 22.3 billion, corresponding to 73 percent of to-
tal lending. Lending to regions amounted to dKK 2.9 billion, cor-
responding to 8 percent. in 2009, lending to regions amounted 
to dKK 4.1 billion, corresponding to 13 percent. the decrease in 
lending to municipalities is attributable to an increase in lending 
aimed at increasing investments and thus creating employment, 
but a decrease in lending for among other things water supply 
and waste-water disposal which have been hived off into special 
utility companies. Lending to municipality-guaranteed enterpris-
es and institutions amounted to dKK 10.6 billion, corresponding 
to 31 percent, against dKK 4.4 billion, corresponding to 14 per-
cent, in 2009. the increase is primarily attributable to an increase 
in the number of loans to energy supply companies and water 
supply and waste-water disposal companies.

LENDING IN PERCENT BY BORROWER 2010

Municipalities 61 pct.

Regions 8 pct.

Guaranteed loans 26 pct.

Partnerships 5 pct.

Tailor-made loans 96 pct.

Bond loans 4 pct.

LENDING IN PERCENT BY CATEGORY 2010

Members of KommuneKredit 2010 2009

Municipalities 98 98

Regions 5 5

Faroese municipalities 6 7
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tailor-made loans accounted for 96 percent and bond loans for 
4 percent of total lending. Accordingly, the share of tailor-made 
loans of total lending increased from 92 percent to 96 percent 
of total lending in 2010. Most bond loans have been raised to 
finance municipal housing for the elderly where total lending in 
2010 amounted to dKK 1.3 billion, which is a decline compared 
to total lending of dKK 2.1 billion in 2009.

in 2010, lending comprised 66 percent floating-rate loans and 34 
percent fixed-rate loans. in 2009, lending comprised 89 percent 
floating-rate loans and 11 percent fixed-rate loans. the increase 
in fixed-rate loans is due to the expected rise in interest levels.
the equivalent value of loans in foreign currency amounted to 
dKK 2.7 billion, corresponding to 7.7 percent of total lending in 
2010. Loans in foreign currency comprised dKK 1.7 billion in eUR 
and dKK 1.0 billion in CHF. Loans in foreign currency accounted 
for 15 percent of total lending in 2009.

Funding
KommuneKredit’s funding is raised by the issue of bonds on nAs-
dAQ oMX Copenhagen A/s (oMX) and the issue of securities in-
ternationally. KommuneKredit carefully diversifies its funding on 
different markets and products in order to minimise dependency 
on specific markets and products.

in 2010, total funding amounted to dKK 63.0 billion against dKK 
57.0 billion in 2009. 29 percent of the funding was raised via oMX 

and 71 percent was raised outside denmark, including 67 per-
cent in europe and 33 percent in overseas markets.

issues on oMX increased to dKK 18.4 billion from dKK 15.0 bil-
lion in 2009. issues that finance adjustable-rate loans amounted 
to dKK 12.0 billion against dKK 10.3 billion in 2009. the issue of 
structured bonds increased to dKK 6.3 billion against dKK 4.4 bil-
lion in 2009. the issue of traditional bonds of a mortgage credit 
nature only amounted to dKK 159 billion against dKK 234 billion 
in 2009.

issues of short-term securities, CP notes, decreased to dKK 15.4 
billion against dKK 21.2 billion in 2009. the issues were primarily 
made in Usd. the decrease in issues in 2010 is attributable to 
the fact that other short-term and cheaper long-term funding 
has been procured.

international issues of Mtn notes and private placements 
amounted to dKK 28.5 billion against dKK 17.7 billion in 2009. 
the significant increase is a result of KommuneKredit’s first Usd 
benchmark issue of Usd 1.5 billion (dKK 8.9 billion). of these is-
sues, dKK 29.8 billion, corresponding to 67 percent, was made in 
europe, including dKK 6.5 billion, corresponding to 15 percent, in 
switzerland, and dKK 14.8 billion, corresponding to 33 percent, 
in markets in Asia, the Middle east and Africa as well as Brazil. A 
specification of the issues by currency is shown in the figures.

ADDITIONS, FUNDING 2010 PORTFOLIO, FUNDING 2010

AnnUAL RePoRt 2010

DKK 34 pct.

USD 23 pct.

EUR 13 pct.

CHF 13 pct.

NOK 2 pct.

JPY 10 pct.

Other 5 pct.

DKK 29 pct.

USD 47 pct.

EUR 8 pct.

CHF 10 pct.

AUD 3 pct.

Other 3 pct.

KommuneKredit’s rating
Moody’s  

Investors Service Standard & Poor’s

Long-term rating Aaa AAA

short-term rating P-1 A-1+

outlook stable stable
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Treasury
Under an authorisation from the Ministry of the interior and 
Health to KommuneKredit, the liquidity reserve, also known as 
mismatch, which is the difference between funding and lending 
in nominal values, may constitute a maximum of 25 percent of 
total lending. in this way, a high degree of flexibility is ensured in 
respect of disbursement of loans to municipalities and regions, 
and it also ensures that a liquidity reserve is available during pe-
riods when danish or international capital markets are less liquid.

the liquidity reserve is managed in such a way that investments 
are made in financial instruments that generate satisfactory re-
turns until the liquidity can be used for lending. Focus is on ensur-
ing that investments have a low credit risk and that securities are 
highly liquid. in 2010, particularly focus was given to reinvestment 
of excess liquidity in instruments that were covered by the danish 
government guarantee under Bank Rescue Package i which ex-
pired on 30 september 2010. thereafter, the liquidity was mainly 
reinvested in short-term bonds issued by international issuers.

treasury investments are recorded at fair value in the financial 
statements, excluding a minor share which is recorded at amor-
tised cost.

KommuneLeasing A/S
KommuneLeasing A/s’ objective is to provide funding for machin-
ery and equipment to local governments.

Lease receivables were almost unchanged compared to 2009 
and amounted to dKK 2.8 billion at year end 2010.

KommuneLeasing realised a profit before tax of dKK 10.4 million 
in 2010 against dKK 22.4 million in 2009. the decrease in profit is 
primarily attributable to a decrease in interest income from Kom-
muneLeasing’s portfolio of bonds as a result of the lower interest 
level. in addition, a capital gain of dKK 2.3 million was realised in 
2009, whereas the value adjustment in 2010 was minimal.

As in prior years, 2010 saw an increase in car leases, and cars 
now account for 28 percent of the total portfolio of leases. 
KommuneLeasing has lease agreements with 95 of the 98 mu-
nicipalities and with all five regions.

Outlook for 2011
it is expected that the number of new loans to local governments 
will decrease in 2011 as the extraordinary loan pool has been re-
duced from dKK 4.3 billion in 2010 to dKK 800 million in 2011. 
However, it will be possible to transfer loan permissions granted 
for 2010 to 2011. Moreover, part of the loans regarding capital 
expenditure in 2010 will be raised during the first months of 
2011. these factors will reduce the decrease in lending.

it is expected that loans to the utility sector will also be at a high 
level in 2011.
 
As danish economy is healthier than many other european econ-
omies and as a result of KommuneKredit’s high credit rating, it is 
expected that the favourable funding situation will continue in 
2011. KommuneKredit therefore expects to retain its position as 
the absolute leading supplier of funding to local governments.

it is expected that profit for 2011 after tax, excluding value ad-
justments, will be in the region of dKK 320 million.

LEASING 2010ADDITIONS ACCORDING TO MARKET, FUNDING 2010

AnnUAL RePoRt 2010

IT-equipment 28 pct.

Cars 28 pct.

Medico-technical equipment 20 pct.

O�ce equipment 10 pct.

Technical equipment 5 pct.

Properties 4 pct.

Vessels 4 pct.

Sundry 1 pct.

Denmark 29 pct.

Switzerland 10 pct.

The rest of Europe 38 pct.

Japan 2 pct.

The rest of Asia 3 pct.

The Middle East/Africa 1 pct.

Brazil 17 pct.
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MAnAgeMent CoMMentARy – LoCAL goVeRnMents And tHe eConoMy

Responsibilities and supervision 
Local governments play a very important role in the danish wel-
fare society as municipalities and regions are responsible for 
most of the public services offered to citizens and enterprises.

the municipalities are responsible for public schools, elder care, 
day care facilities for children and young people, employment-
creating measures, unemployment benefit, roads, environment, 
culture and preventive health care services.

the regions are responsible for hospitals, regional development 
and specialised social institutions.

the municipalities’ right to manage their affairs autonomously is 
regulated in section 82 of the danish Constitutional Act:
”Municipalities’ right to manage their affairs autonomously under 
the supervision of the state is regulated by an Act”.

the municipalities are supervised by the Ministry of the interior 
and Health through the five regional state authorities.

Economic impact
the great importance of local governments is illustrated by the 
fact that local government expenditure amounts to 26 percent 
of the gross domestic product (gdP), and together municipalities 
and regions pay almost two thirds of the total public expenditure.

due to the impact of local governments on the economy, they 
are subject to the overall economic policy adopted by the central 
government and Parliament.

in connection with annual negotiations between the central gov-
ernment and local organisations, the framework for the level of 

expenditure and for levying taxes is agreed for the municipalities 
as a whole.

Municipal economies as a whole are not affected by economic 
setbacks as the central government bears the risk of an eco-
nomic downturn. through a special government grant, additional 
expenditure for social transfer payments and decreasing revenue 
from taxation as a result of an economic decline are compen-
sated for via the block grant.

Funding and equalisation 
income taxes represent the dominant source of income for mu-
nicipalities and account for approximately half of total municipal 
funding. the income tax rate is fixed by the individual municipality.

Moreover, municipalities are funded through block grants and 
central government reimbursements, user fees and property 
taxes that are also fixed by the individual municipality.

denmark has one of the most comprehensive equalisation sys-
tems in the world. equalisation of municipal resources comprises 
the tax base as well as the service expenditure and aims at en-
suring consistency in municipalities’ ability to provide satisfactory 
services in all parts of the country.

Borrowing and debt
Municipal borrowing is governed by the Ministry of the interior 
and Health through the Ministry’s executive order on borrowing.

Pursuant to the executive order on borrowing, automatic access 
to raise loans is restricted to specific investment purposes such 
as housing for the elderly and energy-saving measures. Moreover, 
municipalities may guarantee loans to most utility companies.  

LoCAL goVeRnMents And tHe eConoMy

Municipal long-term debt and liquid assets

source: statistics denmark (excluding debt regarding finance leases)

                    Long-term debt Liquid assets

Year DKK billion

Percentage
of tax

base DKK billion

Percentage
of tax

base

2004 64.4 9.8 22.1 3.3

2006 70.9 10.2 11.6 1.7

2008  89.3 11.1 27.8 3.5

2009 91.0 11.0 15.7 1.9

2010 95.3 12.2 18.6 2.4
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in addition, one or several additional loan pools are created each 
year from which municipalities may apply for loans for other in-
vestment purposes.

the long-term debt of municipalities and regions increased by 
4.7 percent to dKK 95.3 billion in 2010 from dKK 91 billion in 
2009. the total debt amounts to 5.5 percent of gdP.

Collateral 
Local governments are a cornerstone of the danish welfare so-
ciety, and ultimately the central government is expected to be 
responsible for ensuring that local governments are able to meet 
their obligations. throughout the history of local governments, 
no suppliers of funding to local governments have suffered loss-
es on loans.

Moreover, it has been judicially decided that danish municipalities 
cannot suspend payments as it is the responsibility of the super-
visory authority to ensure that municipalities are able to meet 
their financial obligations.

Municipal economy 2011
in May 2010, the central government and the danish People’s 
Party entered into an agreement on the recovery of danish 
economy. the agreement includes a multi-year programme to 
strengthen public finances by dKK 24 billion in the period until 
2013. For the municipalities as a whole, the agreement results 
in unchanged expenditure in fixed prices during  the period from 
2011 to 2013. 

in June 2010, the central government and Local government 
denmark (the interest group and member authority of danish 
municipalities) entered into an agreement on municipal economy 
for 2011 based on unchanged service expenditure compared to 
2010 budgets.

total service expenditure budgeted for 2011 were dKK 232.2 bil-
lion, which is approximately dKK 1.2 billion below the upper limit 
set by the central government.

Capital expenditure, for which no upper limit has been stipulated, 
amounted to dKK 17.7 billion against dKK 17.8 billion in 2010. 
this among other things reflects the fact that the projection of 
capital investments adopted for 2010 with a view to increasing 
employment in the building and construction sector will to some 
extent not be realised until 2011.

Danish economy
in 2010, danish economy developed more positively than ex-
pected as gdP increased by 2 percent. this increase is primarily 
attributable to exports to neighbouring markets, particularly in 
germany and sweden. As a consequence, a substantial balance 
of payments surplus of 4.5 percent of gdP was recorded, where-
as the eU countries as a whole recorded a minor deficit.

danish economy was well-equipped to weather the economic 
downturn; with public finances having showed a surplus for sev-
eral years, and public debt having been reduced considerably. As 
a result of the economic slowdown, it is expected that 2010 will 
show a deficit on public finances of 3.6 percent of gdP, which is, 
however, considerably below the eU average of 6.8 percent. 

the Ministry of Finance assesses that the recovery plan for dan-
ish economy will strengthen public finances by 1.5 percent of gdP. 

Unemployment also increased, but from a very low level prior to 
the economic crisis. in 2010, the unemployment rate is expected 
to be 5.4 percent against 9.6 percent in the eU.

the relatively low unemployment rate is due to the very flex-
ible danish labour market system which does not impose a large 
number of restrictions on enterprises when they wish to employ 
and dismiss employees.  

Economic indicators for 2010

source: the Ministry of Finance

DK EU

Real growth as percentage of gdP  2.0  1.8

Balance of payments surplus as percentage of gdP  4.5 -0.5

Percentage increase in consumer prices  2.3  2.0

government budget balance as percentage of gdP -3.6 -6.8

Unemployment rate (percentage)  5.4  9.6



12 AnnUAL RePoRt 2010
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Corporate governance 
KommuneKredit operates in accordance with Act no. 383 of  
3 May 2006 on the Credit institution for Local and Regional Au-
thorities in denmark (Lov om kreditforeningen af kommuner og 
regioner i danmark).

KommuneKredit is managed by a Board of directors and a Man-
agement. the Board of directors has ten members, of which 
eight are appointed by the municipalities and two are appointed 
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 candidate at the latest local elections.

the Board of directors is responsible for the general manage-
ment of KommuneKredit and for the proper organisation of its 
activities. the Board of directors prepares guidelines for Kom-
muneKredit’s most important activities, in which the segregation 
of duties between the Board of directors and Management is laid 
down. the Board of directors outlines the rules for the manage-
ment of financial risks and the use of financial instruments.

Management is responsible for the day-to-day management of 
KommuneKredit in accordance with the policy adopted by the 

Board of directors and the directives of the Board of directors. 
KommuneKredit’s Management consists of two managing direc-
tors, one of whom is also chief executive officer, and Manage-
ment is responsible for ensuring that all the decisions made by 
the Board of directors are duly carried out.

Management is responsible for presenting to the Board of direc-
tors all significant changes to KommuneKredit’s situation and 
Management’s position on important events of consequence for 
KommuneKredit’s activities. 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 necessary in order that the Board of directors 
may comply with its overall managerial responsibility for Kom-
muneKredit.

At each ordinary board meeting, Management reports on the 
compliance with the guidelines on financial risk management 
stipulated by the Board of directors.

within the framework of the guidelines stipulated by the Board of di-
rectors, Management is authorised to make all necessary decisions. 
decisions regarding guidelines for lending, funding and derivative 
financial instruments require Management’s consensus of opinion. 

oRgAnisAtion And CoRPoRAte goVeRnAnCe
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KommuneKredit is under supervision by the Ministry of the inte-
rior and Health.

Audit committee
KommuneKredit has established an audit committee whose du-
ties are carried out by the members of the Board of directors. 
the audit committee has held three meetings in 2010.

Board of Directors
KommuneKredit’s Board of directors consists of:

Mayor erik Fabrin, chairman
Mayor Henning g. Jensen, vice chairman
Council member Kaj Petersen 
Region council chairman Vibeke storm Rasmussen 
Mayor Hans toft
Mayor Henrik Zimino
Mayor Anker Boye
Mayor Lars Krarup
Alderman Mariann nørgaard
Region council member Aleksander Aagaard 

there were no changes in the composition of the Board of direc-
tors in 2010.

Management
KommuneKredit’s Management consists of:

Chief executive officer and Managing director søren Høgenhaven
Managing director Johnny Munk

Moreover, a management team has been appointed consisting of:

Chief executive officer and Managing director søren Høgenhaven
Managing director Johnny Munk (Lending)
Chief Financial officer Jens Bloch Behrendt
senior Vice President and Head of Funding eske Hansen
senior Vice President and Head of treasury Jette Moldrup
senior Vice President and Head of Risk Management and sup-
port Morten søtofte
director Frank Hammer (Leasing)

there were no changes in the composition of the management 
team in 2010.

Governance and human resources
As a result of the significant increase in assets and in the level of 
activities, the number of full-time employees increased from 57 
in 2009 to 60 in 2010. 
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KommuneKredit’s Management and employees have jointly out-
lined KommuneKredit’s core values and the obligation of Manage-
ment and employees to comply with these values. Focus is on ex-
tensive delegation of decision-making competence to employees.

KommuneKredit gives high priority to developing the employees’ 
professional and personal qualifications 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 sta-
bility in operations.

Remuneration
the main principles of KommuneKredit’s remuneration policy are 
determined by the Board of directors. Under a bonus plan, a to-
tal bonus of up to one month’s salary may be paid. the bonus 
amount is determined based on the achievement of the perfor-
mance goals set for the year. the bonus amount for the indi-
vidual employee is determined based on his/her achievement of 
goals for the department and his/her individual goals.

the members of Management are not included in Kommune-
Kredit’s bonus plan.

Corporate social responsibility
KommuneKredit fills an important function for the danish society 
when it provides funding for investments in the municipal sec-
tor. the investments among other things contribute to conserv-
ing the environment and combating climate change as well as 
to improving social welfare. through attractive funding, Kom-
muneKredit creates financial resources for local and regional 
services.

KommuneKredit has also established an education fund that 
aims to further develop training and education of local govern-
ment politicians, local government workers, etc. the contributed 
capital of the fund amounts to dKK 30 million. 

KommuneKredit gives high priority to reducing energy consump-
tion and Co2 emissions. on an ongoing basis, investments are 
made in measures to reduce energy consumption, and an agree-
ment has been made with eL-sparefonden. the goal is to cut 
electricity consumption by 3 percent a year for a period of three 
years. during the past two years, a reduction of electricity con-
sumption of 8 percent has been achieved. 

KommuneKredit finances its activities by issuing different types 
of bonds aimed at institutional as well as private investors. in 
denmark, structured bonds are issued, among others, the return 
on which is based on for instance the development in share pric-
es or exchange rates. in order to protect investors, the bonds are 
as a minimum repaid at par.

Compliance
in 2010, KommuneKredit’s Board of directors adopted compli-
ance guidelines, and as a result compliance measures are inten-
sified and more clearly integrated in the organisation. A compli-
ance function has been established that is to report to the Board 
of directors and Management. the head of the legal department 
is responsible for the compliance function.
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Financial risks 
KommuneKredit is exposed to financial risks. KommuneKredit’s 
goal is to carefully identify, control and manage these risks so 
that they will correspond to KommuneKredit’s risk tolerance at 
any time. KommuneKredit’s risk tolerance is low and only com-
prises financial risks that are considered absolutely necessary for 
compliance with KommuneKredit’s mission.

KommuneKredit’s overall guidelines for managing financial risks, 
including a definition of risk tolerance, are determined by the 
Board of directors. Moreover, KommuneKredit’s supervisory au-
thority is authorised to make changes to the guidelines adopted 
by the Board of directors.

Management is responsible for ensuring that the overall guide-
lines are implemented in specific work processes and instruc-
tions to the employees. Management has delegated the respon-
sibility for the supervision and control of financial risks to the risk 
management department, and the head of the department re-
ports directly to the Chief executive officer.

the risk management department validates and reports the 
most important financial risks to Management on a daily basis, 
and in addition Management receives detailed reports monthly 
on all financial risks. in connection with the meetings of the 
Board of directors, the Board of directors receives a report on 
the most important financial risks, including information about 
general compliance with the guidelines. At least once a year, the 
head of the risk management department participates in meet-
ings with the audit committee and Board of directors, at which 
the Board of directors’ guidelines and KommuneKredit’s financial 
risks are discussed. on a quarterly basis, the risk management 
department reports to the supervisory authority on the most 
important financial risks and the compliance with the guidelines.

the daily calculations of financial risks are usually made in Kom-
muneKredit’s risk management system, which includes the ma-
jority of KommuneKredit’s financial instruments. the risk man-
agement system is updated with all relevant information on a 
regular basis. the other financial instruments are updated either 
on a daily basis in other systems or manually on a monthly basis, 
and all risks are consolidated in internal systems.

KommuneKredit distinguishes between the following types of 
financial risks:
 Credit risk is the risk that the counterparty of a financial in-

strument does not settle a liability and thus exposes Kom-
muneKredit to a loss.

 Liquidity risk is the risk that KommuneKredit will not be able to 
meet its financial obligations.

 Market risk is the risk that changes in market prices will affect 
the fair value of a financial instrument.

Credit risk
Credit risks account for the majority of KommuneKredit’s financial 
risks as, in spite of the low risk tolerance, credit risks are most likely 
to occur in relation to compliance with KommuneKredit’s mission.

Loans are secured as follows:
 Loans are only granted to danish municipalities and regions or 

against a 100% guarantee from these.
 Previously granted loans to Faroese municipalities are 100 per-

cent guaranteed by the Faroese home rule government and re-
guaranteed by the danish central government with 100 percent 
of interest and contributions and 75 percent of instalments.

 the members are jointly and severally liable for Kom-
muneKredit’s liabilities.

 All danish municipalities and regions are members of Kom-
muneKredit.

KommuneKredit’s policy is to reduce the credit risk by entering into 
as many collateral agreements as possible with other counterpar-
ties. According to instructions on collateral, the agreements must 
among other things meet the following requirements:
 the agreements must have daily exchange and low threshold 

values, and
 collateral received under the agreements must be high-quali-

ty liquid bonds.

in order to further reduce the credit risk on other counterparties, 
the credit risk instructions include strict requirements as to the 
credit quality, both in relation to the type of counterparty and the 
rating of the counterparty by credit rating agencies. As a result, 
financial instruments may only be entered into with the following 
types of counterparties:
 central governments, regional and local governments and 

other public authorities
 multilateral development banks and international organisa-

tions that carry a risk weight of zero in the danish Financial 
supervisory Authority’s executive order on Capital Adequacy

 banks, other financial institutions and issuers of covered bonds.

these counterparties must also be based in the eU or be full-
fledged members of the oeCd and have a rating of at least Aa3 
from Moody’s investors services, or the equivalent from standard 
& Poor’s and/or Fitch Ratings. if a collateral agreement has been 
entered into with the counterparty, ratings may be as low as A3 
by Moody’s or the equivalent rating from standard & Poor’s and/
or Fitch Ratings. Finally, based on a concrete assessment, Man-
agement may permit agreements with lower-rated danish banks.

RisK MAnAgeMent
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Counterparties that meet these requirements may be assigned 
a credit risk line by Management of up to dKK 3 billion depending 
on the credit quality of the counterparty, cf. the Board of direc-
tors’ guidelines.

For financial instruments with one-sided exchange of the princi-
pal amount, the credit risk is usually calculated as the fair value. 
For financial instruments with mutual exchange of the principal 
amount, the credit risk is usually calculated as the fair value plus 
a potential future exposure add-on. Any collateral provided will 
be set off against this credit risk.

the risk management department calculates the most relevant 
fair values in the risk management systems on a daily basis and 
consolidates them with fair values from other sources. Accord-
ingly, the most important changes in credit risks are updated on 
a daily basis in internal systems, and all changes are updated at 
least on a monthly basis. the credit risk is thus monitored by the 
risk management department on a daily basis in the most rel-
evant areas. 

Management and the heads of department for risk manage-
ment, funding and treasury meet at least once a month in a 
credit committee and assess the current credit risk. 

the most important change in the financial year 2010 is the im-
plementation of calculation models for equity-based financial 
instruments, which means that, with a few exceptions, Kom-
muneKredit itself calculates fair values and the credit risk for all 
financial instruments. 

during the financial year, an integrated system was also imple-
mented for handling and administering collateral agreements.

Liquidity risk
KommuneKredit’s willingness to accept a liquidity risk is extreme-
ly low as it is not necessary to accept liquidity risks to comply 
with KommuneKredit’s mission.

According to the liquidity risk instructions, all binding lending 
commitments must be fully financed from the moment the lend-
ing commitment is entered into. Also, placement of excess liquid-
ity may not have a longer maturity than the underlying funding. 
However, the non-statutory part of equity can temporarily fi-
nance lending. when all loans have been fully funded from the 
agreement date, it is ensured that KommuneKredit can meet all 
financial obligations at all times.

Under the mismatch limit determined by the supervisory author-
ity, KommuneKredit may create a liquidity reserve of up to 25 

percent of total lending at the end of the previous quarter. the 
upper limit amounted to dKK 29.8 billion at year end 2010. How-
ever, this limit is usually not fully utilised.

Liquidity is calculated in the risk management system on a daily 
basis and consolidated with other liquidity in internal systems on 
a monthly basis. the risk management department calculates 
many different liquidity scenarios each month.

the most important change in the financial year 2010 is the per-
mission in the liquidity instructions to include the non-statutory 
part of equity in liquidity.

Market risk
KommuneKredit distinguishes between three types of market risks:
 Currency risk is the risk that changes in exchange rates will 

affect the fair value of a financial instrument.
 interest rate risk is the risk that changes in interest rates will 

affect the fair value of a financial instrument.
 other price risk is the risk that other changes in market prices 

than those attributable to the interest rate risk or currency 
risk, e.g. an equity index, will affect the fair value of a financial 
instrument.

Currency risk
KommuneKredit’s willingness to accept a currency risk is ex-
tremely low as it is not necessary to accept currency risks to 
comply with KommuneKredit’s mission.

KommuneKredit is exposed to insignificant currency risks when mi-
nor amounts in foreign currency are deposited in currency accounts.

According to the currency risk instructions, all loans must be 
granted in the same currency as the currency into which funding 
was converted after the use of financial instruments. similarly, 
placement of the liquidity reserve must be made in the same cur-
rency as funding. in practice, all funding is converted into dKK, 
eUR or Usd. subsequently, when funding is to finance lending, it 
is converted into the relevant currency, typically dKK.

According to the instructions, the net position in eUR may 
amount to the equivalent value of dKK 1,000 million, and the net 
position of all other currencies may jointly amount to the equiva-
lent value of dKK 100 million. so far, these limits have only been 
used to a very limited extent.

on a daily basis, the risk management department calculates 
and validates the currency risk in the most relevant areas in a 
risk management system and consolidates the currency risk with 
other areas in internal systems on a monthly basis. 
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Interest rate risk
KommuneKredit’s willingness to accept interest rate risks is lim-
ited as it is deemed necessary to accept some interest rate risks 
to comply with KommuneKredit’s mission.

KommuneKredit primarily accepts interest rate risks when equity 
is invested in bonds. interest rate risks are accepted in order to 
ensure a return that contributes to the necessary return on eq-
uity and thus to the capitalisation of KommuneKredit. interest 
rate risks are accepted to a lesser degree between lending and 
funding when floating-rate loans and floating-rate funding are 
reset at varying dates.

According to the interest rate risk instructions, interest rate risks 
may not be accepted in respect of fixed rate lending, funding or 
investment of the liquidity reserve. this is ensured by convert-
ing all fixed-rate loans of a certain amount to floating-rate loans 
already at the agreement date by applying financial instruments. 
similarly, fixed-rate funding and investments of excess liquidity 
are converted to floating-rate funding and investments already 
at the agreement date.

According to the instructions, the interest rate risk may not ex-
ceed 4.5 percent of equity, equivalent to dKK 197 million.
the risk management department calculates the interest rate 
risk on the basis of a one percent parallel shift of the yield curve. 
the interest rate risk in the most important areas is calculated 
and validated on a daily basis in the risk management system 
and consolidated with other areas in internal systems on a 
monthly basis.

Other price risk
KommuneKredit’s willingness to accept other price risks is ex-
tremely low as it is not necessary to accept other risks to comply 
with KommuneKredit’s mission.

other price risk may for instance occur when KommuneKredit 
issues bonds related to a commodity index or the like. Accord-
ing to the instructions, other price risks related to issues must 
be completely hedged at the issue date. this is complied with 
by hedging the price risk by applying financial instruments at the 
issue date.

KommuneKredit does not offer loans and does not invest in se-
curities that involve other price risks.

Operational risks
KommuneKredit is exposed to operational risks. it is Kom-
muneKredit’s goal to carefully identify, control and manage these 
risks. 

KommuneKredit is exposed to operational risks when losses oc-
cur as a result of:
 inappropriate or inadequate internal procedures
 human errors and/or system errors
 external events, including legal risks

KommuneKredit’s overall guidelines for managing operational 
risks are determined by the Board of directors.
Management is responsible for ensuring that the overall guide-
lines are implemented in specific work processes and instruc-
tions to the employees. Management has delegated the respon-
sibility for the supervision and control of operational risks to the 
risk management department, and the head of the department 
reports directly to the Chief executive officer.
All operational risk events in KommuneKredit are registered in a 
database  and recorded by Management as well as by the rel-
evant head of department specified by type of risk event:
 internal fraud
 external fraud
 terms of employment and safety at work
 customers, products and business practice
 damage to physical assets
 business breakdown and system errors
 order processing, delivery and process management

KommuneKredit is exposed to operational risks in most of its ac-
tivities, and these risks can therefore not be completely avoided. 
By registering risk events in a database, focus is maintained on 
avoiding as many risk events as possible, and at the same time 
KommuneKredit maintains an experience database used for sys-
tematic improvement of business procedures and processes.

the written business procedures describe allocation of respon-
sibilities, segregation of duties, process management and busi-
ness practice. KommuneKredit’s policy is to support automation 
as far as possible where appropriate in order to reduce the risk of 
human errors. the most significant automatic and manual pro-
cesses must either be supported by a peer review or by means 
of objective controls.

According to the Board of directors’ guidelines, the business pro-
cedures must also comply with sections 17 and 18 of the danish 
Financial supervisory Authority’s executive order on Corporate 
governance of Financial institutions etc. 

All employees of KommuneKredit are responsible for knowing 
and updating the business procedures that cover their respec-
tive field of work. the risk management department carries out 
and documents monthly spot checks of compliance with the 
business procedures.
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KommuneKredit is highly dependent upon its it infrastructure, 
and therefore special focus is on this area via a disaster recov-
ery plan and an it security policy that includes guidelines in re-
spect of access control, assignment of roles and rights, business 
breakdown, system errors, etc.

in order to limit the risk of system failure a back-up copy is cre-
ated of all production systems and the most significant testing- 
and development systems on a daily basis.

KommuneKredit’s disaster recovery plan is meant to ensure 
that the group can continue to operate in the event of a situa-
tion where it is not possible to run the business from Kommune-
Kredit’s physical address.

KommuneKredit’s compliance function monitors legal risks and is 
responsible for the implementation of and compliance with legal re-
quirements in KommuneKredit. the compliance function is directly 
responsible to the Chief executive officer and reports on relevant 

compliance issues to Management on a regular basis. each year, 
the compliance function prepares a report on compliance activities 
which Management presents to the Board of directors.

each month, the risk management department prepares a report 
on operational events, including any losses, for Management. 
in connection with each board meeting, the Board of directors 
receives a report on the most important operational events. At 
least once a year, the head of the risk management department 
participates in the meeting with the audit committee and Board 
of directors, at which the Board of directors’ guidelines and Kom-
muneKredit’s operational risks are discussed.

the most important change in the financial year is that the 
guidelines for managing operational risks, which had previously 
been issued by Management, are now determined by the Board 
of directors. Moreover, during the financial year, the responsibility 
for legal risks was transferred to a newly established and inde-
pendent compliance function in KommuneKredit.
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    gRoUP PARent CoMPAny

 Note DKKm  2010 2009 2010 2009

      

 1 interest income  3,695 4,376 3,672 4,343

 2 interest expense   3,242 4,026 3,242 4,026

  Net interest income   453 350 430 317

      

 3 other operating income  3 2 12 12

 4 Value adjustments of lending, funding and derivative

  financial instruments  14 -39 14 -39

  Value adjustment of securities  33 35 34 33

 5 staff costs  41 41 41 41

  other administrative expenses  42 40 39 38

 6 Amortisation of intangible assets and depreciation  

  on property, plant and equipment  7 7 7 7

 22 Adjustment of pension obligations  -2 -5 -2 -5

  Profit before tax  411 255 401 232

      

 7 tax on profit for the year  102 63 100 58

  Profit for the year  309 192 301 174

      

  other comprehensive income after tax  0 0 0 0

  Comprehensive income for the year  309 192 301 174

      

  Appropriation:     

  transferred to equity  309 192 301 174

  Total  309 192 301 174
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 ASSETS     

    gRoUP PARent CoMPAny

 Note DKKm  2010 2009 2010 2009

      

  Receivables from credit institutions  1,439 11,001 1,439 11,001

 8 Lending  122,290 108,665 122,290 108,665

 9 Lease receivables  2,846 2,873 0 0

 10 Portfolio of securities  24,885 12,350 24,637 11,787

  Amount owed by subsidiary  0 0 2,222 2,530

 11 investment in subsidiary  0 0 148 148

  shares  3 3 3 3

  derivative financial instruments  14,612 8,055 14,612 8,055

 12 intangible assets  11 8 11 8

 13 Properties  80 81 80 81

 14 other property, plant and equipment  7 5 7 5

  other assets  19 95 22 96

 15 Current tax assets  15 71 11 84

 16 deferred tax assets  0 0 6 7

  Total assets  166,207 143,207 165,488 142,470

      

      

 LIABILITIES AND EQUITY     

      

    gRoUP PARent CoMPAny

 Note DKKm  2010 2009 2010 2009

      

  Liabilities     

 17 securities issued on oMX   54,246 58,742 54,246 58,742

 18, 19 international securities  101,989 75,184 101,989 75,184

  derivative financial instruments  4,586 3,948 4,586 3,948

 21 other liabilities  339 599 13 241

 22 Pension obligations  68 70 68 70

  Current tax liabilities  0 0 0 0

 16 deferred tax liabilities  295 289 0 0

  Total liabilities  161,523 138,832 160,902 138,185

      

  Equity  4,684 4,375 4,586 4,285

      

  Total liabilities and equity  166,207 143,207 165,488 142,470
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    gRoUP PARent CoMPAny

 Note DKKm  2010 2009 2010 2009

       

  Equity     

  equity at 1 January  4,375 4,183 4,285 4,111

  Comprehensive income for the year  309 192 301 174

  Equity at 31 December  4,684 4,375 4,586 4,285

the comprehensive income for the year is transferred to equity 
in accordance with the articles of association of Kommune-
Kredit. equity increased from dKK 4.4 billion at year end 2009 
to dKK 4.7 billion at year end 2010. At year end 2010, equity 
amounted to dKK 2.8 percent of the assets against 3.1 percent 
in 2009. KommuneKredit’s long-term equity goal is in the region 

of 3.0 percent which is considered adequate to support the 
group’s activities. Under the legal framework of KommuneKre-
dit, equity must equal at least 1 percent of KommuneKredit’s 
total liabilities, i.e. dKK 1.6 billion.

equity consist in its entirety of profits from earlier years.
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    gRoUP PARent CoMPAny

 Note DKKm  2010 2009 2010 2009

       

  Cash flows from operating activities     

  Profit before tax  411 255 401 232

 23 Adjustment for non-cash operating items  -35 -167 -21 -158

  Profit for the year adjusted for non-cash 

  operating items  376 88 380 74

       

  Change in operating capital     

  Change in receivables  74 -22 382 -69

  Change in trade payables and other payables  -260 277 -227 214

  Change in lending and derivative financial instruments  -20,156 -6,258 -20,183 -6,153

  Change in funding and derivative financial instruments 22,948 13,989 22,948 13,989

  Total change in operating capital  2,606 7,986 2,920 7,981

       

  Total cash flows from operating activities  2,982 8,074 3,300 8,055

       

  Cash flows from investing activities     

  Receivables from credit institutions  2,788 -2,333 2,788 -2,333 

  Portfolio of securities  -12,534 -7,283 -12,852 -7,264

  intangible assets  -6 -6 -6 -6

  Property, plant and equipment  -5 -3 -5 -3

  Total cash flows from investing activities  -9,757 -9,625 -10,075 -9,606

       

  Total cash flows for the year  -6,775 -1,551 -6,775 -1,551

       

  Cash and cash equivalents at 1 January  8,168 9,719 8,168 9,719

  Cash and cash equivalents at 31 December   1,393 8,168 1,393 8,168



26

ACCoUnting PoLiCies

AnnUAL RePoRt 2010

General
the annual report of KommuneKredit for 2010 has been pre-
pared in accordance with international Financial Reporting stand-
ards (iFRs) as adopted by the eU. in addition, the annual report 
has been prepared in compliance with the iFRs as issued by the 
international Accounting standards Board (iAsB).

the annual report has been presented in dKK million.

Consolidated financial statements
the consolidated financial statements comprise the parent 
company KommuneKredit and the subsidiary KommuneLeasing 
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 and in-
tercompany interest and balances have been eliminated.

Conversion of Foreign currency
the consolidated financial statements are presented in danish 
kroner (dKK). items denominated in foreign currencies are con-
verted at the exchange rates at the balance sheet date. Realised 
and unrealised foreign currency converted adjustments are rec-
ognised in the statement of comprehensive income.

Date of recognition
Financial assets are recognised at the settlement date, and finan-
cial liabilities are recognised at the trade date. Unsettled trades 
are value adjusted and recognised. derecognition of both financial 
assets and financial liabilities is made at the settlement date.

New standards 
in 2010, KommuneKredit adopted the standards and interpreta-
tions that are effective for the financial year starting on 1 Janu-
ary 2010. the adoption complies with the effective dates of the 
iAsB.  

the new iFRss and interpretations have not affected recognition 
and measurement, and the accounting policies are therefore un-
changed compared to last year. Moreover, we refer to note 33.

General valuation principles
Application of the fair value option 
the fair value option comprises financial instruments desig-
nated at fair value with value adjustment in the statement of 

comprehensive income. 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 match-
ing hedges. this means that lending and funding are measured 
at fair value with value adjustment in the statement of com-
prehensive income. the fair value option is also elected as the 
group’s measurement of investment returns is based on fair 
values, and the disclosures to Management are based on fair 
values.

A minor share of the portfolio of securities is classified as hold-
to-maturity and is calculated at amortised cost and presented 
separately. 

Lease receivables are not comprised by the fair value option.

Statement of comprehensive income
Interest income and expense
interest income and expense are accrued and recognised over 
the time to maturity. interest income and interest expense com-
prise interest on primary and derivative financial instruments as 
well as administrative fees and fees paid. 

interest income and expense regarding financial instruments de-
termined at fair value with value adjustments in the statement 
of comprehensive income are recognised under net interest in-
come. transaction costs and transaction income are measured 
on initial recognition.

Value adjustments
Value adjustments comprise realised and unrealised market value 
adjustments of primary and derivative financial instruments.

Administrative expenses
Administrative expenses comprise expenses for management 
and staff as well as administration. Amortisation of intangible as-
sets and depreciation on tangible assets are also included.

Tax on profit for the year 
KommuneKredit is jointly taxed with KommuneLeasing A/s. Kom-
muneKredit is the administrative company for the joint taxation 
and consequently settles all corporation tax, VAt and payroll 
tax payments with the tax authorities. the current danish cor-
poration tax is allocated between the jointly taxed companies in 

ACCoUnting PoLiCies
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proportion to their taxable income. the parent company financial 
statements also comprise joint taxation contributions.

tax for the year comprises current tax for the year and changes 
in deferred tax for the year.

Statement of financial position
Receivables from credit institutions
Receivables from credit institutions are measured at fair value.

Lending and funding
Lending and funding by means of issue of securities on oMX and 
internationally and related derivative financial instruments are 
measured at fair value with value adjustment in the statement of 
comprehensive income. transaction costs and income are meas-
ured on initial recognition. 

Derivative financial instruments
derivative financial instruments are recognised and measured in the 
statement of financial position at fair value. Positive and negative 
fair values of derivative financial instruments are included in sepa-
rate items in the statement of financial position, and set-off of posi-
tive and negative values is only made when the company has the 
right and the intention to settle several financial instruments net. 

Changes in fair value are recognised in the statement of compre-
hensive income as value adjustments on a regular basis.

Lease receivables
Lease receivables are not covered by the fair value option. 

the group is lessor of finance leases. Finance leases are recog-
nised in the statement of financial position as a receivable at an 
amount corresponding to the future minimum lease payments 
discounted at the interest rate implicit in the lease. 

subsequently, lease receivables are measured at amortised cost 
in accordance with the effective interest rate method. the differ-
ence between the value on initial recognition and nominal value 
is amortised over the time to maturity and is recognised under 
“interest on lease receivables”.

Portfolio of securities
Acquisition and disposal of securities are recognised at the set-
tlement 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 illiquid and unlisted securities. Unsettled 
trades are value adjusted and recognised. Changes in fair value 
are recognised in the statement of comprehensive income as 
value adjustments on a regular basis.

Amortised cost
A minor share of the portfolio of securities is classified as hold-
to-maturity and is calculated at amortised cost and presented 
separately.

Amounts owed by subsidiary
Amounts owed by subsidiary and other receivables apart from 
lending are measured at amortised cost.

Investments in subsidiary disclosed in the parent company 
financial statements
investments in subsidiary are measured at cost less write-down. 

Tangible and intangible assets 
tangible and intangible assets are measured at cost less accu-
mulated amortisation, depreciation and impairment losses. 

Cost comprises the acquisition price and any costs directly at-
tributable to the acquisition until the date when the asset is 
available for use. where individual components of a tangible or 
intangible asset have different useful lives, they are accounted 
for as separate items, which are amortised and depreciated 
separately.

development costs regarding software comprise salaries and 
other costs attributable to the Company’s development activi-
ties. development projects that are clearly defined and identifi-
able, where the technical utilisation degree, sufficient resources 
and potential development opportunities in the Company are 
evidenced, and where the Company 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 fu-
ture earnings can cover development costs. other development 
costs are recognised in the statement of comprehensive income 
as incurred.
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Amortisation and depreciation are provided on a straight-line 
basis over the expected useful lives of the assets/components. 
the expected useful lives are as follows:

intangible assets (software, etc.) .............................................. 3 years
Properties .........................................................................................75 years
it equipment ..................................................................................... 3 years
Cars ...................................................................................................3-4 years
Leased premises .............................................................................. 5 years

Land is not depreciated.

the carrying amount is tested annually for indications of impair-
ment. when there is an indication that assets may be impaired, 
the recoverable amount of the asset is determined. the recover-
able amount is the higher of an asset’s fair value less expected 
costs to sell and its value in use.

Other assets and liabilities
Prepayments comprise costs incurred concerning subsequent 
financial years. deferred income comprises payments received 
concerning income in subsequent years.

Liabilities include the capitalised residual obligation on finance 
leases. other liabilities are measured at net realisable value.

Pension obligations 
the group has entered into pension plans with the majority of 
the group’s employees.

Contributions to defined contribution plans are recognised in the 
statement of comprehensive income in the period to which they 
relate, and any contributions outstanding are recognised in the 
statement of financial position as other liabilities.

the group has entered into defined benefit plans with a few 
present and former employees. For defined benefit plans, an an-
nual actuarial calculation is made of the present value of future 
benefits under the defined benefit plan. the present value is de-
termined on the basis of assumptions about the future devel-
opment in variables such as salary levels, interest rates, inflation 
and mortality. the present value is determined only for benefits 
earned by employees from their employment with the group. 
the actuarial present value is recognised in the statement of fi-
nancial position under pension obligations and is adjusted in the 

statement of comprehensive income. Adjustments to the calcu-
lated present value attributable to changes in actuarial assump-
tions are recognised in other comprehensive income.

if changes in benefits relating to services rendered by employ-
ees 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 recognised in the 
statement of comprehensive income over the period in which the 
changed benefits are earned by the employees.

Current and deferred tax
Current tax assets and liabilities are recognised in the statement 
of financial position as the sum of current tax, tax receivable or 
tax payable from previous years and tax paid for the year.

deferred tax is measured using the balance sheet liability meth-
od on all temporary differences between the carrying amount 
and the tax base of assets and liabilities. 

deferred tax assets are recognised 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 en-
tity and jurisdiction. Adjustment is made to deferred tax resulting 
from elimination of unrealised intercompany 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 statement of com-
prehensive income.

Statement of cash flows
the statement of cash flows shows cash flows 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. in the future, cash flows from 
lending and funding will be included in operating capital where 
they were previously presented as a separate line item.

Cash flows from operating activities
Cash flows from operating activities are calculated as the share 
of the profit/loss before tax adjusted for non-cash operating 
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items (see specification in note 23) and changes in working capi-
tal. in the statement of cash flows, adjustment is made for set-
tlement of joint tax contribution from subsidiary.

Cash flows from investing activities
Cash flows from investing activities comprise payments in con-
nection with acquisitions and disposals of tangible and intangi-
ble assets as well as acquisition and disposal of securities if the 
term to maturity exceeds three months at the date of conclu-
sion. Receivables from credit institutions comprise deposits with 
fixed maturity and CP notes with a term to maturity of more than 
three months at the date of conclusion.

Cash and cash equivalents
the item comprises deposits on demand with credit institutions 
and CP notes with a term to maturity of less than three months 
at the date of conclusion.

Segment information
the annual report of KommuneKredit does not include informa-
tion on operating segments as the Company solely operates in 
one reportable business segment.
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notes to tHe stAteMent  
oF CoMPReHensiVe inCoMe

       

    gRoUP PARent CoMPAny

 Note DKKm  2010 2009 2010 2009

       

 1 Interest income     

  interest on lending  3,012 3,682 3,062 3,749

  interest on lease receivables  62 77 0 0

  interest on receivables from credit institutions  48 291 48 291

  yield on bond portfolio stated at fair value  548 305 537 282

  yield on bond portfolio stated at amortised cost  15 6 15 6

  Administrative fees  10 15 10 15

  Total interest income  3,695 4,376 3,672 4,343

       

 2 Interest expense     

  interest on securities issued on oMX  1,604 2,197 1,604 2,197

  interest on international securities  1,629 1,822 1,629 1,822

  Fees paid  9 7 9 7

  Total interest expense  3,242 4,026 3,242 4,026

       

 3 Other operating income     

  Fees for advisory services  2 2 2 2

  operating profit from properties  1 0 1 0

  Administrative fee from subsidiary  0 0 9 10

  Total other operating income  3 2 12 12

       

 4 Value adjustments     

  Lending  95 116 95 116

  Funding  -552 -1,974 -552 -1,974

  derivative financial instruments  471 1,819 471 1,819

  Total value adjustments  14 -39 14 -39
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    gRoUP PARent CoMPAny

 Note DKKm  2010 2009 2010 2009

       

 5 Staff costs     

  salaries, remuneration, etc.  37 37 37 37

  Pension contributions  4 4 4 4

  Total staff costs  41 41 41 41

       

  Average number of employees  60 57 60 57

       

  Remuneration of the Board of Directors (DKK’000)     

  erik Fabrin, chairman  206 102 167 81

  Henning g. Jensen, vice chairman  113 61 92 49

  Kaj Petersen  72 185 59 147

  Vibeke storm Rasmussen  69 61 56 49

  Hans toft  69 61 56 49

  Henrik Zimino  69 61 56 49

  Anker Boje  69 61 56 49

  Lars Krarup  69 61 56 49

  Mariann nørgaard  69 61 56 49

  Aleksander Aagaard  67 0 54 0

  Kristian ebbensgaard  0 61 0 49

  Total remuneration of the Board of Directors  872 775 708 620

    

  Remuneration of Management (DKK’000)     

  søren Høgenhaven   1,651 1,552 1,651 1,552

  Johnny Munk  1,399 1,330 1,399 1,330

  Total remuneration of Management  3,050 2,882 3,050 2,882

       

  Provision for Management’s pension for the year

  (DKK’000)     

  søren Høgenhaven   250 1,450 250 1,450

  Johnny Munk  350 1,150 350 1,150

  Total provision for Management’s pension for the year 600 2,600 600 2,600

Remuneration of the Board of directors comprise fixed remu-
neration for KommuneKredit and KommuneLeasing as well as 
remuneration of the audit committee.

Management is not included in KommuneKredit’s bonus 
plan. Johnny Munk’s remuneration comprises the value of a 

company car. Moreover, Management is covered by a defined 
benefit plan.

the pension obligation has been calculated on the basis of actu-
arial assumptions.
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    gRoUP PARent CoMPAny

 Note DKKm  2010 2009 2010 2009

 6 Amortisation of intangible assets and depreciation  

  on property, plant and equipment  

  intangible assets  3 5 3 5

  Properties  1 0 1 0

  other property, plant and equipment  3 2 3 2

  Total amortisation and depreciation  7 7 7 7

 7 Tax on profit for the year     

  Corporation tax for the year  99 71 99 58

  deferred tax for the year  3 -8 1 0

  Total tax on profit for the year  102 63 100 58

       

  Tax on profit for the year relates to:     

  Computed tax on profit for the year before tax  102 64 100 58

  tax effect of non-taxable income and 

  non-deductible costs  0 -1 0 0

  Total tax for the year  102 63 100 58

       

  Effective tax rate  25 25 25 25
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notes to tHe stAteMent  
oF FinAnCiAL Position

     

     gRoUP & PARent CoMPAny

 Note DKKm   No. of loans  2010 2009

       

 8 Lending     

  Balance at 1 January   5,198 108,665 102,445

  Additions   742 35,883 31,041

  disposals   648 22,258 25,915

  Total lending   5,292 122,290 108,665

       

  Bond loans   3,162 36,615 37,801

  tailor-made loans   2,130 85,675 70,864

  Total lending   5,292 122,290 108,665

     gRoUP

 Note DKKm   No. of loans  2010 2009

 9 Lease receivables     

  Balance at 1 January    4,763  2,873 2,768

  Additions    1,670  756 892

  disposals    940  783 787

  Total lease receivables    5,493  2,846 2,873

       

  Net investments in leases by lease term      

  Up to 1 year    875 898

  From 1 to 5 years    1,532 1,587

  over 5 years    439 388

  Total lease receivables    2,846 2,873

       

  Gross investments in leases by lease term   

  Up to 1 year    920 951

  From 1 to 5 years    1,621 1,678

  over 5 years    470 419

  Total gross lease receivables    3,011 3,048

       

  Unearned finance income    165 175
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    gRoUP PARent CoMPAny

 Note DKKm  2010 2009 2010 2009

       

 10 Portfolio of securities     

  danish government bonds  521 1.881 521 1,881

  Foreign bonds  10,023 1,073 10,023 1,073

  danish mortgage bonds  7,684 6,452 7,436 5,889

  CP notes  6,020 2,703 6,020 2,703

  Bonds stated at amortised cost  637 241 637 241

  Total portfolio of securities  24,885 12,350 24,637 11,787

       

  Fair value of bonds stated at amortised cost  638 243 638 243

       

 11 Investment in subsidiary     

  Balance at 1 January    148 148

  Additions    0 0

  disposals    0 0

  Total investment in subsidiary    148 148

       

 12 Intangible assets     

  Balance at 1 January  25 19 25 19

  Additions  6 6 6 6

  disposals  0 0 0 0

  Balance at 31 December  31 25 31 25

       

  Amortisation at 1 January  17 12 17 12

  Amortisation for the year  3 5 3 5

  Total amortisation  20 17 20 17

       

  Total intangible assets  11 8 11 8
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    gRoUP PARent CoMPAny

 Note DKKm  2010 2009 2010 2009

       

 13 Properties     

  Balance at 1 January  81 81 81 81

  Additions  0 0 0 0

  disposals  0 0 0 0

  Total  81 81 81 81

       

  depreciation at 1 January  0 0 0 0

  depreciation for the year  1 0 1 0

  Total depreciation  1 0 1 0

       

  Total properties  80 81 80 81

       

 14 Other property, plant and equipment     

  Balance at 1 January  11 8 11 8

  Additions  5 3 5 3

  disposals  0 0 0 0

  Total  16 11 16 11

       

  depreciation at 1 January  6 4 6 4

  depreciation for the year  3 2 3 2

  Total depreciation  9 6 9 6

       

  Total other property, plant and equipment  7 5 7 5
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    gRoUP PARent CoMPAny

 Note DKKm  2010 2009 2010 2009

       

 15 Current tax assets     

  Balance at 1 January  71 -34 84 -25

  Current tax  -99 -70 -99 -58

  Adjustments regarding previous years  3 0 1 0

  Corporation tax paid during the year  40 175 25 167

  Total current tax assets  15 71 11 84

 16 Deferred tax assets     

  Balance at 1 January  0 0 7 7

  Adjustments regarding previous years  0 0 -1 0

  deferred tax for the year  0 0 0 0

  Total deferred tax assets  0 0 6 7

       

  Deferred tax assets relate to:    

  Property, plant and equipment and intangible assets  0 0 -11 -10

  Lease assets  0 0 0 0

  Pension obligations  0 0 17 17

  Total deferred tax assets  0 0 6 7

       

  Deferred tax liabilities     

  Balance at 1 January  289 297 0 0

  Adjustments regarding previous years  3 0 0 0

  deferred tax for the year  3 -8 0 0

  Total deferred tax liabilities  295 289 0 0

       

  Deferred tax liabilities relate to:    

  Property, plant and equipment and intangible assets  11 10 0 0

  Lease assets  301 296 0 0

  Pension obligations  -17 -17 0 0

  Total deferred tax liabilities  295 289 0 0
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    gRoUP & PARent CoMPAny

 Note DKKm     

       

 17 Securities issued on OMX by type

  Nominal values    

      Disposals and 
     1 January Additions adjustment 31 Dec

  2010     

  Convertible bonds  8,749 159 1,256 7,652

  index-linked bonds  8,241 0 717 7,524

  Rate adjustable bonds  18,394 11,956 12,551 17,799

  inconvertible bonds  9,460 0 0 9,460

  structured bonds  12,912 6,254 9,321 9,845

  Total securities issued on OMX  57,756 18,369 23,845 52,280

       

  2009     

  Convertible bonds  11,199 234 2,684 8,749

  index-linked bonds  8,848 0 607 8,241

  Rate adjustable bonds  16,591 10,312 8,509 18,394

  inconvertible bonds  9,797 0 337 9,460

  structured bonds  12,105 4,427 3,620 12,912

  Total securities issued on OMX  58,540 14,973 15,757 57,756

 18 International securities calculated per instrument 

  Nominal values      

  2010     

  short-term bank loans  24 814 802 36

  CP notes  7,311 15,374 14,688 7,997

  short-term Mtns  11,740 0 -907 12,647

  Long-term bank loans  2,490 0 180 2,310

  Long-term Mtns  52,015 27,610 4,370 75,255

  Private Placements  3,326 857 -317 4,500

  Total international securities  76,906 44,655 18,816 102,745

      

  2009     

  short-term bank loans  231 3,048 3,255 24

  CP notes  4,584 21,232 18,505 7,311

  short-term Mtns  12,438 234 932 11,740

  Long-term bank loans  2,810 0 320 2,490

  Long-term Mtns  38,718 17,204 3,907 52,015

  Private Placements  3,130 261 65 3,326

  Total international securities  61,911 41,979 26,984 76,906
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    gRoUP & PARent CoMPAny

 Note DKKm   2010  

       

 19 International securities calculated by currency

  Nominal values   

      Disposals and
   Currency 1 January Additions adjustment 31 Dec

        

  Australian dollars AUd 10 1,827 -323 2,160

  Canadian dollars CAd 84 0 -11 95

  swiss francs CHF 12,305 6,537 -1,287 20,129

  danish kroner dKK 34 0 0 34

  eUR eUR 21,355 4,706 5,210 20,851

  Pounds sterling gBP 219 7 78 148

  Hongkong dollars HKd 1,191 0 189 1,002

  Hungarian forint HUF 109 0 2 107

  Japanese yen JPy 13,216 188 -1,788 15,192

  Mexican peso MXn 284 0 44 240

  norwegian kroner noK 3,442 185 -234 3,861

  new Zealand dollars nZd 1,577 0 -78 1,655

  Romanian lei Ron 79 0 1 78

  swedish krona seK 650 415 -93 1,158

  turkish lira tRy 680 0 680 0

  Us dollars Usd 20,170 30,397 15,565 35,002

  south African rand ZAR 1,501 393 861 1,033

  Total international securities DKK 76,906 44,655 18,816 102,745
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    gRoUP & PARent CoMPAny

 Note DKKm   2009  

       

 19 International securities calculated by currency

  Nominal values   

      Disposals and
   Currency 1 January Additions adjustment 31 Dec

        

  Australian dollars AUd 8 0 -2 10

  Canadian dollars CAd 73 0 -11 84

  swiss francs CHF 9,517 4,804 2,016 12,305

  danish kroner dKK 1,064 333 1,363 34

  eUR eUR 17,981 13,709 10,335 21,355

  Pounds sterling gBP 168 313 262 219

  Hongkong dollars HKd 1,213 0 22 1,191

  Hungarian forint HUF 112 0 3 109

  Japanese yen JPy 13,785 350 919 13,216

  Mexican peso MXn 398 0 114 284

  norwegian kroner noK 1,400 1,667 -375 3,442

  new Zealand dollars nZd 1,307 722 452 1,577

  Romanian lei Ron 83 0 4 79

  swedish krona seK 0 620 -30 650

  turkish lira tRy 683 0 3 680

  Us dollars Usd 12,576 19,095 11,501 20,170

  south African rand ZAR 1,543 366 408 1,501

  Total international securities DKK 61,911 41,979 26,984 76,906
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Note 20 Specification of fair value of financial instruments 
KommuneKredit has chosen to use fair value as their valuation 
method for the majority of assets and liabilities. Consequently, 
assets stated at fair value constitute approx. 98 percent of total 
assets while liabilities stated at fair value constitute almost 100 
percent of total liabilities.

General
Unless market prices or other observable market data is used, loss 
or gain cannot be recognised in connection with or immediately 
after the conclusion of transactions with financial instruments.

in accordance with iFRs 7 regarding further disclosure require-
ments for financial instruments, financial instruments measured 
at fair value are to be classified in a fair value hierarchy ranging 
from level 1-3 depending on how the fair value has been deter-
mined and the data on which it is based. Moreover, we refer to 
note 33.

Fair value level 1
securities traded in an active market are determined based on 
the most recent listed market price. 

the level is used for listed securities traded in an active market 
and issues, as well as receivables from credit institutions in the 
form of bank account deposits. in 2010, one international issue 
has been transferred from level 2 to level 1 as the security has 
become more liquid.

Fair value level 2
if there is no quoted price in an active market, a valuation based 
on observable market data is to be applied if possible. in this 
case, valuation models are used such as discounted cash flow 
models where all estimated and fixed cash flows are discounted 
using zero-coupon yield curves or option models.

the level is used for illiquid securities and issues, bond loans, 
unlisted deposits and loans as well as derivative financial instru-
ments. Bonds issued on oMX or international stock exchanges 
are all listed, but the market price does not reflect the fair value 
due to the fact that the bonds are illiquid. Consequently, the fair 
value of securities issued on oMX are calculated by an unbiased 
market participant and in some cases also based on own valua-
tion models. the valuation includes listed prices of similar issues 
adjusted for liquidity and credit risk. in connection with convert-
ible bonds, prices are also adjusted for the right of early repay-
ment at par. Bond loans are based on the fair value of the under-
lying issued bonds. the fair value adjustment of the bond loans 
essentially offsets the fair value adjustment of the issued bonds.

Fair value level 3
the fair value of structured illiquid and unlisted issues and relat-
ed derivative financial instruments, where unobservable market 
data is included, is calculated based on valuation models such as 
yield curve models or option models. the expected cash flows 
of the individual contract are based on observable market data, 
e.g. yield curves, exchange rates as well as share and raw mate-
rial prices, and on unobservable data, e.g. currency correlations 
and volatilities in currency, shares, raw materials and interest rate 
swap options.

the level is used for structured issues on oMX and international 
securities and the related hedging by means of derivative finan-
cial instruments. overall, KommuneKredit’s willingness to accept 
risks is low, and consequently, it hedges all structured issues 
completely. therefore, there is no net profit effect on level 3 is-
sues, and the fair value calculation will only affect the recognition 
of the value in the financial position. Moreover, this level includes 
unlisted shares in VP securities A/s.
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    gRoUP & PARent CoMPAny 

 Note DKKm     

       

 20 Specification of fair value of financial instruments    

    Level 1 Level 2 Level 3 Total

  2010

     

  Assets     

  Receivables from credit institutions  47 1,392 0 1,439

  Lending  0 122,290 0 122,290

  Portfolio of securities stated at fair value  18,227 6,020 0 24,247

  shares  0 0 3 3

  derivative financial instruments  0 10,416 4,196 14,612

  Total assets  18,274 140,118 4,199 162,591

       

  Liabilities     

  securities issued on oMX    0 44,037 10,209 54,246

  international securities  7,904 63,798 30,287 101,989

  derivative financial instruments  0 3,943 643 4,586

  Total liabilities  7,904 111,778 41,139 160,821

  

     

  2009

     

  Assets     

  Receivables from credit institutions  242 10,759 0 11,001

  Lending  0 106,232 2,433 108,665

  Portfolio of securities stated at fair value  9,406 2,703 0 12,109

  shares  0 0 3 3

  derivative financial instruments  0 5,229 2,826 8,055

  Total assets  9,648 124,923 5,262 139,833

       

  Liabilities     

  securities issued on oMX   0 45,351 13,391 58,742

  international securities  0 51,504 23,680 75,184

  derivative financial instruments  0 3,109 839 3,948

  Total liabilities  0 99,964 37,910 137,874
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     gRoUP & PARent CoMPAny

 Note DKKm     

       

 20 Specification of fair value of financial instruments     

  Specification of level 3     

      Primary Derivative 
      financial financial 
  Assets and liabilities    instruments instruments

 

  2010     

  Balance at 1 January    39,507 3,665

  included in comprehensive income    14 -159

  issue, purchase, sale and settlement    975 1,333

  Balance at 31 December    40,496 4,839

       

  2009     

  Balance at 1 January    36,234 4,701

  included in comprehensive income    -1,682 1,967

  issue, purchase, sale and settlement    4,955 -3,003

  Balance at 31 December    39,507 3,665
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    gRoUP PARent CoMPAny

 Note DKKm  2010 2009 2010 2009

 21 Other liabilities     

  Holiday allowance payable  7 8 7 8

  trade payables  105 142 0 7

  other liabilities  227 449 6 226

  Total other liabilities  339 599 13 241

  

 22 Pension obligations     

  Balance at 1 January  70 67 70 67

  Adjustments for the year  2 5 2 5

  Payments for the year  4 2 4 2

  Total pension obligations  68 70 68 70

  

  including pension for Management  25 24 25 24

   

   the pension obligations refer to the fact that the group has entered into defined benefit plans with a few present and 

former employees.

  

  

 23 Adjustment for non-cash operating items,  

  depreciation and provisions      

  Pensions  -2 2 -2 2

  depreciation and provisions, etc.  7 7 7 7

  Corporation tax paid  -40 -176 -26 -167

  Total adjustment  -35 -167 -21 -158

 24 Contingent assets and liabilities

   Pursuant to section 81(4) of the danish securities trading Act, KommuneKredit together with other custodian institutes 

is liable for compensation for losses resulting from mistakes in the reporting, etc., to the danish securities Centre (VP se-

curities A/s).  KommuneKredit’s liability is maximised to dKK 1.8 million.

   Pursuant to section 82 of the danish securities trading Act, KommuneKredit together with other custodian institutes 

guarantees the liabilities of the danish securities Centre. KommuneKredit’s guarantee is maximised to dKK 4.0 million.
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notes to RisK MAnAgeMent

gRoUP*

Note DKKm 2010

25 Credit risk

investment credit risk derivative credit risk

Cash  
and cash 

 equivalents

Receivables 
from credit 
institutions Securities

Derivative financial  
instruments

Correction 
for neg. FV 

per counter-
party

Collateral 
after haircut Net

external 
rating

number of 
counter-

parties

Positive  
fair  

value

Positive  
fair   

value

Positive  
fair   

value

Positive  
fair   

value

negative 
fair   

value
Fair  

value

Fair  
value of 

collateral Credit risk

AAA 33 - - 17,642 49 - - - 17,691

AA+ 6 - - 2,795 108 -25 - - 2,878

AA 8 - - 2,025 789 -406 - - 2,408

AA- 16 1 - 2,264 9,600 -2,390 499 -7,211 2,763

A+ 13 1,192 19 12 2,967 -1,508 200 -767 2,115

A 4 200 27 - 811 -193 174 -680 339

A- 0 - - - - - - - -

not rated 1 - - - - - - - -

Total 81 1,393 46 24,738 14,324 -4,522 873 -8,658 28,194

*Credit risk for the parent company is 241 dKKm lower in the category of securities.

The Group’s financial risks
For information on KommuneKredit’s risk management policies 
and procedures, see the Management commentary pp. 16-18. 
the risk management of KommuneKredit is carried out at group 
level. in the case that the risks for the parent is different from the 
group, this will be stated.

KommuneKredit distinguishes between the following types of 
financial risks:
 Credit risk is the risk that the counterparty of a financial in-

strument does not settle a liability and thus exposes Kom-
muneKredit to a loss.

 Liquidity risk is the risk that KommuneKredit will not be able to 
meet its financial obligations.

 Market risk is the risk that changes in market prices will affect 
the fair value of a financial instrument.

Credit risk
KommuneKredit determines the maximum credit risk as the fair 
value, and netting is used for counterparties for which there is a 
netting agreement.

the external rating is based on Moody’s investors services, stand-
ard & Poor’s and/or Fitch Ratings. if the counterparty is rated 
by two credit rating agencies, the lower rating 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.

Compared to the annual report for 2009, investments covered by 
the danish government guarantee have been reclassified so that 
they are now classified as AAA, which is the rating of the guar-
antee. in the comparative figures for 2009, they are classified 
based on the rating of the investment counterparty irrespective 
of the government guarantee.
 
in respect of the counterparties where the counterparty provides 
collateral for their liabilities to KommuneKredit, the fair value of the 
collateral is classified based on the counterparty’s rating. thus, 
the classification does not reflect the rating of the collateral.

As the credit risk at counterparty level cannot be negative, ad-
justment in this respect has been made in the column ”Correc-
tion for neg. FV per counterparty”.
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gRoUP*

Note DKKm 2009

25 Credit risk

investment credit risk derivative credit risk

Cash  
and cash 

 equivalents

Receivables 
from credit 
institutions Securities

Derivative financial  
instruments

Correction 
for neg. FV 

per counter-
party

Collateral 
after haircut Net

external 
rating

number of 
counter-

parties

Positive  
fair  

value

Positive  
fair   

value

Positive  
fair   

value

Positive  
fair   

value

negative 
fair   

value
Fair  

value

Fair  
value of 

collateral Credit risk

AAA 16 - - 8,440 112 -25 13 - 8,540

AA+ 5 - - 2,494 85 -42 32 - 2,569

AA 5 - - 1,192 187 -160 120 - 1,339

AA- 14 1,031 1,003 217 5,431 -2,064 23 -2,684 2,957

A+ 11 2,898 785 12 1,494 -1,246 139 -144 3,938

A 5 2,373 - - 312 -214 - -103 2,368

A- 1 - - - 399 -147 - - 252

not rated 4 1,866 1,045 - - - - - 2,911

Total 61 8,168 2,833 12,355 8,020 -3,898 327 -2,931 24,874

*Credit risk for the parent company is 564 dKKm lower in the category of securities

the credit risk may be divided into two key components. the first 
component is credit risk on cash and cash equivalents as well as 
receivables from credit institutions and securities, collectively 
called credit risk on investments. the other component is credit 
risk on financial derivatives and related collateral, collectively 
called credit risk on financial derivatives.

the credit risk on investments increased by dKK 2.8 billion from 
dKK 23.4 billion at year end 2009 to dKK 26.2 billion at year end 
2010. the increase is mainly due to the fact that the investment 
volume increased during 2010. Partly because equity increased 
on an ongoing basis but primarily because the liquidity reserve 
increased from dKK 17.4 billion at year end 2009 to dKK 23.3 
billion at year end 2010.

the increase in the number of counterparties from 61 in 2009 to 
81 in 2010 is also a consequence of the increased investment 
of the liquidity reserve. the credit risk on financial derivatives in-
creased by dKK 6.2 billion from dKK 4.5 billion in 2009 to dKK 
10.7 billion in 2010.

the increased credit risk is primarily due to changes in exchange 
rates. to a large extent, KommuneKredit uses derivative financial 
instruments to convert funding denominated in foreign currencies 
into dKK. when the dKK exchange rate decreases during 2010 
compared to the large funding currencies, such as Usd, CHF and 
JPy, the fair value of the derivative financial instruments increases, 
and thus the credit risk increases. this is counterbalanced by a 
corresponding gain on the derivative financial instruments.

However, the increased credit risk on financial derivatives is coun-
terbalanced by an increase in collateral received of dKK 5.8 billion 
from dKK 2.9 billion in 2009 to dKK 8.7 billion in 2010. thus, the 
value of collateral received has tripled from 2009 to 2010.

the increase in the value of collateral is primarily due to the in-
creased fair value of financial derivatives but also to the fact that 
the number of collateral agreements increased from 20 at year 
end 2009 to 24 at year end 2010. thus, at year end 2010, 80 
percent of the fair value of financial derivatives had been collat-
eralised against 57 percent at year end 2009. this reflects the 
limited credit risk on counterparties with collateral agreements. 
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due to the collateral agreements, the total derivative credit risk 
has thus only increased by dKK 0.5 billion from dKK 1.5 billion in 
2009 to dKK 2.0 billion at year end 2010 in spite of increased 
volume and negative currency conversion effect.

therefore, the total increase in credit risks on both investments 
and financial derivatives is primarily due to the fact that the in-
crease in the liquidity reserve has created a greater need for 
making investments, which has increased the credit risk.

Collateral
it is KommuneKredit’s policy so far as possible to enter into col-
lateral agreements in order to reduce the credit risk on all finan-
cial derivatives. Consequently, in 2011, KommuneKredit also ex-
pects an increase in the number of counterparties with whom 
collateral agreements have been entered into.

All KommuneKredit’s collateral agreements have been concluded 
as amendments to isdA agreements. in order to ensure as high a 
credit risk reduction as possible, low threshold values have been 
established as well as daily calculation and exchange of collateral. 
when the counterparties provide collateral, a haircut on the 

collateral is calculated dependent on type of security, rating 
and term to maturity. this haircut is a buffer safeguarding Kom-
muneKredit against fluctuations in fair values if the collateral is 
to be realised.

during 2010, there were more than 1,200 transfers of collateral 
at a total nominal value of more than dKK 77 billion. the high 
level of activity reflects the low threshold values and the daily ex-
change ensuring that as large a part of the credit risk as possible 
is collateralised on an ongoing basis.

in order to further reduce the credit risk, the collateral agreements 
also include strict requirements as to the quality of the provided 
collateral, and the collateral is received as transfer of title.

Moreover, under the collateral agreements, collateral must be 
highly rated mortgage bonds or government bonds issued by 
highly rated countries. At year end 2010, 63 percent of the pro-
vided collateral was danish, german, French, english and Belgian 
government bonds. the last 37 percent was danish mortgage 
bonds with the highest external rating. thus, all collateral re-
ceived is high-quality liquid bonds.

 

 Note DKKm   

 25 (continued)  Specification of collateral at year end 2010   

     

    External   Fair Fair value 
  Type of security   rating Currency value after haircut

  danish mortgage bonds  AAA dKK 3,288 3,197

  danish government bonds  AAA dKK 1,705 1,652

  danish bonds  not rated dKK 203 199

  german government bonds  AAA eUR 1,313 1,265

  French government bonds  AAA eUR 1,574 1,524

  european bonds  not rated eUR 78 74

  english government bonds  AAA gBP 224 217

  Belgian government bonds  AA+ eUR 540 529

  Total    8,925 8,657
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Credit quality
Historically, KommuneKredit has never incurred a loss as a result 
of a counterparty not settling an obligation.

62 percent of the credit risk relates to counterparties with the 
highest external rating, 29 percent has a credit rating between 
AA+ and AA-, and only 9 percent has a lower credit rating or no 
credit rating at all.

the counterparties with lower credit rating or no credit rating 
are danish banks or counterparties with whom collateral agree-
ments have been entered into.

the credit quality of KommuneKredit’s counterparties is thus 
very good based on an assessment of the external credit ratings. 
thus, KommuneKredit has succeeded in expanding the number 
of counterparties with high credit ratings at the same time as 
the increased mismatch has resulted in an increased investment 
need. At year end 2010, 91 percent of the credit risk on counter-
parties had a credit rating of at least AA- against 93 percent at 
year end 2009.
 
during 2010, the geographical credit risk on counterparties 
changed from danish and nordic counterparties to counterpar-
ties in other countries.

 Note DKKm

 25  (continued)  Credit risk by external ratings, excluding collateral

    Moody’s   
    Investors Fitch Fair 
  External rating Standard & Poor’s Services Ratings value %

  AAA AAA Aaa AAA 14,959 

   AAA Aaa - 1,566 

   AAA Aaa AA+ 1,117 

   AAA - - 2 

   - Aaa - 47 

  Total    17,691 62

  AA+ AAA Aa1 - 1 

   AA- Aa1 AAA 863 

   AA+ Aa1 AA+ 2,014 

  Total    2,878 10

  AA AA - AA 218 

   AA Aa1 AA 577 

   AA Aa1 AA- 241 

   AA Aa2 AA 123 

   AA Aa2 AA- 321 

   AA Aa2 - 452 

   AA- Aa1 AA 476 

  Total    2,408 9

continued on the next page
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 Note DKKm

 25  (continued)  Credit risk by external ratings, excluding collateral

    Moody’s   
    Investors Fitch Fair 
  External rating Standard & Poor’s Services Ratings value %

  AA- AAA Aa3 - 29 

   - Aa3 - 506 

   A+ Aa1 AA- 0 

   A+ Aa3 AA- 896 

   AA Aa3 - 132 

   AA- Aaa AA- 74 

   AA- Aa1 AA- 178 

   AA- Aa2 AA- 769 

   AA- Aa3 AA- 179 

  Total     2,763 10

  A+ - A1  - 1.145 

   A A1  A+ 88 

   A Aa3 A+ 321 

   A+ A1  A+ 3 

   A+ A1  - 1 

   A+ Aa2 A+ 121 

   A+ Aa3 A+ 436 

  Total     2,115 8

  A - A2  - 200 

   A A1  - 27 

   A A2  A+ 112 

  Total     339 1

  A- - -  - 0 

  not rated - -  - 0 

  Total     0 0

  Total     28,194 100
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this geographical change is primarily a result of the expiry of the 
danish government guarantee for ordinary debts in banks that 
were members of the danish Contingency Association under the 
danish Financial stability Act. thus, in 2010, guaranteed bank de-
posits in danish banks were substituted by investments in inter-
national securities with the highest external rating.

Previously, credit risk lines have been assigned to counterpar-
ties in ireland, Portugal and spain. due to the financial turmoil in 
Portugal and spain, Management decided in February 2010 to 
suspend all lines for counterparties in these countries in spite of 
the counterparties’ otherwise acceptable external ratings. Prior 
to 2010, it has been decided to suspend lines for counterparties 
in ireland, and the credit committee has never assigned lines to 
greek counterparties.
 
the majority of the credit risk relates to financial counterparties, 
while a small part relates to different types of public authorities.

Compared to 2009, CP notes, bonds and covered bonds con-
stitute a larger part of the credit risk. this is partly due to the 
increased mismatch and partly due to substitution of bank de-
posits in connection with the expiry of the danish government 
guarantee in the autumn of 2010.

Concentration risk
in order to manage the concentration risk, in 2010, Kom-
muneKredit assigned lines for concentration based on section 
145 of the danish Financial Business Act.

Accordingly, the exposure related to a counterparty or a group of 
mutually connected counterparties, after deduction of particu-
larly secure claims and collaterals, must not exceed 25 percent 
of base capital, which for KommuneKredit corresponds almost 
completely to equity.

Liquidity risk
due to its high external credit rating, it is easy for KommuneKredit 
to raise cash in both the danish and the international capital mar-
kets, e.g. by means of issuing CP notes or Mtn notes via existing 
programmes. 
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in KommuneKredit, the liquidity risk is primarily managed based on 
two liquidity scenarios which reflect and support KommuneKredit’s 
long-term lending strategy (called First execution) and a situation 
where KommuneKredit in the short term experiences maximum 
liquidity pressure (called worst Case), respectively:

 First execution is KommuneKredit’s primary scenario where 
all binding lending commitments must be fully financed 
from the moment the lending commitment is entered into, 
but where the non-statutory part of equity can, however, fi-
nance lending.

 worst Case is a very extreme and stressful scenario where the 
time line in which KommuneKredit can be expected to meet 
all financial liabilities is determined.

investment of excess liquidity is thus subject to a wide number 
of restrictions, e.g. regarding the type of securities, external rat-
ing, term to maturity, etc., for the purpose of ensuring that these 
investments are also highly liquid in stressful periods. 
 
in order to ensure that the investments are highly liquid, Kom-
muneKredit makes strict demands to the external rating of the 

       

 Note DKKm   2010  

       

 26 Liquidity risk     

  Distribution of maturity according to remaining term in nominal values   

   0-3 months 3-12 months 1-5 years Over 5 years Total

    

  Financial assets     

  Cash and cash equivalents 1,394 0 0 0 1,394

  Receivables from credit institutions 19 27 0 0 46

  Portfolio of securities 12,833 4,465 6,960 0 24,258

  Lending 33,168 17,777 28,669 39,773 119,387

  Lease receivables 200 637 1,564 445 2,846

  Total recognised financial assets 47,614 22,906 37,193 40,218 147,931

  Loan commitments received 4 0 0 0 4

  Total financial assets 47,618 22,906 37,193 40,218 147,935

  Financial liabilities     

  securities issued on oMX 8,409 6,676 26,177 11,018 52,280

  international securities 9,327 24,415 46,658 22,345 102,745

  derivative financial instruments -2,704 -3,297 -2,252 -4,116 -12,369

  Total recognised financial liabilities 15,032 27,794 70,583 29,247 142,656

  Loans commitments made 4,313 0 0 0 4,313

  Total financial liabilities 19,345 27,794 70,583 29,247 146,969

gRoUP*

*Liquidity risk for the parent company is 632 dKKm lower in the category of lease receivables and 241 dKKm lower in the category of 
portfolio of securities
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 Note DKKm   2009  

       

 26 Liquidity risk     

  Distribution of maturity according to remaining term in nominal values   

   0-3 months 3-12 months 1-5 years Over 5 years Total

  Financial assets     

  Cash and cash equivalents 7,821 0 0 0 7,821

  Receivables from credit institutions 2,638 179 0 0 2,817

  Portfolio of securities 11,983 191 16 0 12,190

  Lending 23,824 15,828 29,685 37,260 106,597

  Lease receivables 249 622 1,611 391 2,873

  Total recognised financial assets 46,515 16,820 31,312 37,651 132,298

  Loan commitments received 298 0 0 0 298

  Total financial assets 46,813 16,820 31,312 37,651 132,596

  Financial liabilities     

  securities issued on oMX 14,951 4,308 25,358 13,139 57,756

  international securities 6,487 15,921 31,474 23,024 76,906

  derivative financial instruments -355 -1,253 -3,604 -1,787 -6,999

  Total recognised financial liabilities 21,083 18,976 53,228 34,376 127,663

  Loans commitments made 804 0 0 0 804

  Total financial liabilities 21,887 18,976 53,228 34,376 128,467

investments. this means that 62 percent of all investments at 
year end 2010 was AAA rated, 29 percent was rated between 
AA+ and AA-, and only 9 percent was rated A+ or A.

therefore, there are also restrictions on the term to maturity as 
short-term investments are more liquid. At year end 2010, the 
term to maturity of the majority of KommuneKredit’s invest-
ments was very short, which ensures a high degree of liquidity.

KommuneKredit’s supervisory authority has permitted that the 
total limit for the liquidity reserve may amount to a maximum 

gRoUP*

*Liquidity risk for the parent company is 562 dKKm lower in the category of lease receivables and 346 dKKm lower in the category of 
portfolio of securities

of 25 percent of nominal lending for the previous quarter, cor-
responding to dKK 29.8 billion at year end 2010. this makes it 
possible for KommuneKredit to raise funding when it is most op-
portune.

As previously mentioned, KommuneKredit increased its liquidity 
reserve from 16 percent to 19 percent during 2010. However, 
the mismatch limit is far from utilised, and it has not been fully 
utilised during the year.
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     gRoUP

 Note DKKm    2010 2009

       

 27 Mismatch     

  Nominal values     

  Lending at fair value    122,290 108,665

  Fair value adjustment at 31 december    -2,903 -547

  Lease receivables in nominal value    2,846 3,050

  total lending in nominal value     122,233 111,168

  Portfolio development in the fourth quarter    -2,844 -865

  Total lending in nominal value at 30 September    119,389 110,303

       

  securities issued on oMX    52,280 57,756

  international securities    102,745 76,906

  derivative financial instruments    -12,369 -6,999

  Total funding in nominal values at 31 December    142,656 127,663

       

  total mismatch    23,267 17,360

  Mismatch as a percentage of lending    19 16

       

  Mismatch limit    29,847 27,576

  Mismatch limit as a percentage of lending    25 25

Market risk
Currency risk
due to KommuneKredit’s extremely low willingness to accept 
risks, only minimal currency risks are accepted in all parts of 
the business. generally, KommuneKredit’s currency exposure is 
hedged by financial derivatives or by lending and investments be-
ing in the same currency as funding.

the currency risk has been calculated as the currency position 
per currency on the basis of principal amounts, instalments, etc. 
interest and future value adjustments of securities are not in-
cluded in the calculation. AAA AA+ AA-AA A+ A A- BBB+ BBB BBB-

0
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18 DKKm

FAIR VALUE OF INVESTMENTS ACCORDING TO THE EXTERNAL RATINGS

At the end of 2010, KommuneKredit’s currency position was 
close to 0, which was also the case at year end 2009. this is far 
from the upper limit according to the Board of directors’ guide-
lines on currency risk. According to the guidelines, the net posi-
tion in eUR may amount to the equivalent value of dKK 1,000 

million, and the net position of all other currencies may jointly 
amount to the equivalent value of dKK 100 million.

the structure of the limit shows that KommuneKredit wants to 
be able to make investments in eUR.
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Interest rate risk
KommuneKredit’s interest rate risk relates to lending, funding, 
financial derivatives and investments.

KommuneKredit’s business model for interest rate risk is based 
on portfolio management. interest rate risk occurs as fixing risk 
due to differences between the fixing dates for floating-rate 
loans, deposits, short-term CP notes, funding and financial de-
rivatives. KommuneKredit hedges this risk partly by adjusting 
funding and lending so that the fixing dates match as much as 
possible and partly by using financial derivatives.

in the core business, it is only in connection with the portfolio 
hedging of minor fixed-rate loans and lease agreements that 

     gRoUP*

 Note DKKm   2010  

 28 Currency risk     

  Nominal values     

      Derivative Currency 
      financial position 
   Currency Receivables Liabilities instruments DKK

  Australian dollars AUd 0 2,160 2,160 0

  Canadian dollars CAd 0 95 95 0

  swiss francs CHF 5,318 20,126 14,808 0

  eUR eUR 17,650 20,798 3,148 0

  Pounds sterling gBP 708 148 -560 0

  Hongkong dollars HKd 0 1,002 1,002 0

  Hungarian forint HUF 0 107 107 0

  Japanese yen JPy 832 15,191 14,359 0

  Mexican peso MXn 0 240 240 0

  norwegian kroner noK 0 3,899 3,899 0

  new Zealand dollars nZd 0 1,655 1,655 0

  Romanian lei Ron 0 78 78 0

  swedish krona seK 484 1,158 674 0

  turkish lira tRy 0 0 0 0

  Us dollars Usd 2,518 32,199 29,681 0

  south African rand ZAR 565 1,033 468 0

   Total 28,075 99,889 71,814 0

interest risk occurs in other forms than fixing risk, and the size of 
this other interest rate risk is minimal.

KommuneKredit has a conservative policy for investment of eq-
uity where only limited interest rate risks are accepted. the pur-
pose of this interest rate exposure on the own portfolio of bonds 
is to ensure a stable return based on conservative limits:
 investments are only made in danish mortgage bonds, danish 

government bonds, etc.
 Part of the own portfolio of bonds is managed by external 

asset managers with identical investment limits so that the 
results of the asset managers can be benchmarked.

 the duration must be between 0 and 5 years. 

*Currency risk for the parent company is the same as the currency risk for the group
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     gRoUP*

 Note DKKm   2009  

 28 Currency risk     

  Nominal values     

      Derivative Currency 
      financial position 
   Currency Receivables Liabilities  instruments DKK

  Australian dollars AUd 0 9 9 0

  Canadian dollars CAd 0 84 84 0

  swiss francs CHF 4,514 12,371 7,857 0

  eUR eUR 8,629 21,357 12,728 0

  Pounds sterling gBP 1 218 218 1

  Hongkong dollars HKd 0 1,191 1,191 0

  Hungarian forint HUF 0 109 109 0

  Japanese yen JPy 10 13,215 13,205 0

  Mexican peso MXn 0 284 283 -1

  norwegian kroner noK 0 3,534 3,534 0

  new Zealand dollars nZd 56 1,577 1,521 0

  Romanian le Ron 0 79 79 0

  swedish krona seK 0 651 651 0

  turkish lira tRy 0 679 679 0

  Us dollars Usd 3,908 20,171 16,263 0

  south African rand ZAR 157 1,500 1,343 0

   Total 17,275 77,029 59,754 0

the interest rate risk is calculated as a parallel shift in the yield 
curve of 1 percentage point, where the interest rate risk on the 
own portfolio of bonds has been calculated as the sensitivity to 
price changes on the basis of the modified duration adjusted for 
the deduction factors of the danish Financial supervisory Au-
thority.

the absolute external interest rate risk limit has been deter-
mined by the supervisory authority and amounts to 4.5 percent 
of equity.

At year end, the interest rate risk is below the total average 
for the year. At year end, KommuneKredit had used 32 percent 
of the interest rate risk limit determined by the supervisory 

authority. internally, KommuneKredit uses more narrow limits 
than those provided by the supervisory authority in order to man-
age the interest rate risk of the core business and the own port-
folio of bonds, respectively.

on average, the utilisation of the interest rate risk limit increased 
in 2010 compared to the average in 2009; however, the utilisa-
tion did not come close to the upper limit. the increase in utilisa-
tion is primarily due to the fact that, in connection with invest-
ments of the portfolio, KommuneKredit has made long-term 
investments concurrently with the increasing normalisation of 
the financial markets. 

*Currency risk for the parent company is the same as the currency risk for the group



55

notes to RisK MAnAgeMent

AnnUAL RePoRt 2010

Note 2010

28 (continued) 

Exchange rates at the balance sheet date

DKK per 100 units of foreign currency

Official exchange rates quoted by Danmarks Nationalbank

Currency 2010 2009 Develop. in pct.

Australian dollars AUd  569.95  464.05 22.8

Canadian dollars CAd  561.54  494.81 13.5

swiss francs CHF  597.55  500.17 19.5

eUR eUR  745.44  744.15 0.2

Pounds sterling gBP  866.59  823.17 5.3

Hongkong dollars HKd  72.13  66.93 7.8

Hungarian forint HUF  2.67  2.74 -2.3

Japanese yen JPy  6.89  5.62 22.5

Mexican peso MXn  45.32  39.82 13.8

norwegian kroner noK  95.34  89.42 6.6

new Zealand dollars nZd  433.22  372,65 16.3

Romanian le Ron  173.87  175.82 -1.1

swedish krona seK  82.70  72.28 14.4

turkish lira tRy  361.23  343.08 5.3

Us dollars Usd  561.33  519.01 8.2

south African rand ZAR  84.68  70.20 20.6

Most currencies have appreciated against dKK during 2010.

source: official homepage of danmarks nationalbank (the national Bank of denmark).
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     gRoUP*

 Note DKKm  2010  2009

 29 Interest rate risk     

     Average Max. 31 Dec Average Max. 31 Dec

  Core business      

  - Fixing risk 5 -19 5 4 -28 0

  - other interest rate risk 1 -3 0 2 4 -2

  Portfolio of bonds** -89 -121 -68 -70 -93 -85

  Total interest rate risk   -63   -87

        

  equity at 1 January   4,375   4,183

  Absolute external interest rate risk limit   197   188

  Utilisation of limit as a percentage   32   46

        

   *interest rate risk for the parent company is 3 dKKm lower in 2010 and 2 dKKm lower in 2009

  **Calculations based on figures at month end
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otHeR notes

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

KommuneKredit’s related parties exercising significant influence 
comprise the association’s Board of directors and Management 
and their family members. Further, related parties comprise com-
panies in which the above persons have substantial interests.

Moreover, related parties comprise the subsidiary Kommune-
Leasing A/s.

Board of Directors and Management
For information on remuneration, reference is made to note 5. 
For information on managerial posts, reference is made to pages 
64-65.

Group enterprises
transactions with group enterprises comprise:

 KommuneKredit did not receive dividends from Kommune-
Leasing in 2010 and 2009.

 KommuneKredit is jointly taxed with KommuneLeasing.
 KommuneKredit manages KommuneLeasing’s investment 

assets, and KommuneLeasing is funded through Kom-
muneKredit.

 KommuneLeasing has raised funding with KommuneKredit of 
dKK 2,222 million at year end 2010 against dKK 2,530 million 
at year end 2009.

 KommuneLeasing receives administrative fees from Kom-
muneKredit. the fee is disclosed in note 3.

 transactions between KommuneKredit and KommuneLeasing 
are made on an arm’s length basis.

transactions with group enterprises have been eliminated in the 
consolidated financial statements in accordance with the ac-
counting policies used.

Apart from this, no other transactions have been carried out with 
the Board of directors, Management, employees or other related 
parties during the year.

31 Events after the balance sheet date
no events have occurred after the balance sheet date that have 
a significant effect on KommuneKredit’s results.

32 Accounting estimates and judgements
in the determination of the carrying amount of certain assets 
and liabilities, estimates are required of the effect of future 
events on the value of these assets and liabilities at the balance 
sheet date. estimates that are significant for the financial report-
ing 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 Manage-
ment finds reasonable but which are inherently uncertain and 
unpredictable. the assumptions may be incomplete or inaccu-
rate, and unexpected events or circumstances may arise. Moreo-
ver, the enterprise is subject to risks and uncertainties that may 
cause actual results to deviate from these estimates. special 
risks for KommuneKredit are disclosed in notes 25-29.

the fair value of unlisted and illiquid financial instruments is cal-
culated by means of valuation models such as discounted cash 
flow models or option models. the expected cash flows of the in-
dividual contract are based on observable market data, e.g. yield 
curves, share and raw material prices as well as exchange rates. 
the fair value of unlisted financial instruments is also based on 
non-observable data, e.g. currency volatilities, correlations be-
tween the yield curve and exchange rates and option volatilities. 
the calculation of these non-observable market data is based on 
assumptions and estimates. Changes to these assumptions and 
estimates may have a significant gross effect on the estimated 
fair value of unlisted and illiquid financial assets and liabilities. For 
a statement of assets and liabilities at level 3, see note 20.

KommuneKredit follows a conservative risk management strat-
egy. Consequently, market risks are eliminated when applying 
derivative financial instruments (see notes 25-29). the total 
net effect on the statement of comprehensive income and the 
statement of financial position of changes in estimates and as-
sumptions when assessing the fair value is therefore considered 
to be limited. 

the net effect on the statement of comprehensive income and 
the statement of financial position of changes in the fair value of 
financial instruments determined on the basis of valuation mod-
els amounted to dKK 14 million in 2010 compared to a negative 
dKK 39 million in 2009. 
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33 Accounting regulation
the iAsB has issued the following new international Financial 
Reporting standards (iAs and iFRs), amendments to standards 
and interpretations (iFRiC) which have been adopted by the eU: 
amendments to iFRs 1, 7 and amendments to iAs 24 and 32, 
and iFRiC 19 as well as amendments to iFRiC 14. the above-men-
tioned adopted standards and interpretations, which have not 
yet come into effect, have been early adopted in 2010.

in 2010, the iAsB has issued the following new international Fi-
nancial Reporting standards and amendments to standards, 
which have not been adopted by the eU: iFRs 9 and revised iFRs 7 
and “improvements to iFRs (2010)”.

KommuneKredit expects to adopt the new international Financial 
Reporting standards and amendments to standards when they 
become compulsory in 2011 and 2013, respectively. 

iFRs 9 changes the classification and measurement of financial 
assets and liabilities (currently iAs 39). in the future, the main 
categories for the measurement of financial assets will be am-
ortised cost and fair value, either through profit or loss or other 

comprehensive income. the present categories is fair value 
through profit or loss, held for sale, hold to maturity and loans 
and receivables. For financial liabilities, the provisions are changed 
so that changes in own credit risk no longer affect the income 
statement but should only be recognised in other comprehensive 
income. the changes are expected to affect both comprehen-
sive income and equity. Management has not determined the ef-
fect of the changes in monetary terms. the standard is effective 
for financial years beginning on or after 1 January 2013.

Moreover, the iAsB has published an exposure draft for a new 
standard on leases. As the KommuneKredit group is lessor of 
finance leases, it is assessed that the effect on the financial re-
porting will be less significant. Management has not determined 
the effect of the changes in monetary terms. the standard is 
expected to become effective at the earliest for financial years 
beginning on or after 1 January 2013.

the standards and interpretations that are adopted with a dif-
ferent effective date in the eU than the corresponding effective 
dates from the iAsB will be early adopted so that the adoption 
follows the iAsB’s effective dates.
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the Board of directors and Management have today discussed 
and approved the annual report of KommuneKredit for the finan-
cial year 1 January to 31 december 2010. 

the annual report has been prepared in accordance with interna-
tional Financial Reporting standards (iFRs) as adopted by the eU. 

it is our opinion that the consolidated financial statements and 
the parent company financial statements give a true and fair 
view of the group’s and the parent company’s financial position 

stAteMents

at 31 december 2010 and of the comprehensive income of the 
group’s and the parent company’s operations and cash flows for 
the financial year 1 January – 31 december 2010. 

Further, in our opinion, the Management commentary gives a fair 
review of the development in the group’s and the parent compa-
ny’s operations and financial matters, the comprehensive income 
for the year and the group’s and the parent company’s financial 
position and describes the material risks and uncertainties af-
fecting the group and the parent company.
 

Copenhagen, 4 March 2011

Management:

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

Board of Directors:

erik Fabrin Henning g. Jensen
Chairman Vice chairman

Kaj Petersen  Vibeke storm Rasmussen  Hans toft 

Henrik Zimino Anker Boye  Lars Krarup

Mariann nørgaard  Aleksander Aagaard

stAteMent By tHe BoARd oF diReCtoRs And MAnAgeMent
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To the Board of Directors of KommuneKredit
we have audited the consolidated financial statements and the 
parent company financial statements of KommuneKredit for 
the financial year 1 January – 31 december 2010, pp. 21-62. 
the consolidated financial statements and the parent company 
financial statements comprise statement of comprehensive 
income, statement of financial position, statement of changes 
in equity, statement of cash flows and notes for the group and 
the parent company, respectively. the consolidated financial 
statements and the parent company financial statements are 
prepared in accordance with international Financial Reporting 
standards as adopted by the eU.

in addition to our audit, we have read the Management commen-
tary and provided a statement hereon.

Management’s responsibility
Management is responsible for the preparation and presenta-
tion of consolidated financial statements and parent company 
financial statements that give a true and fair view in accordance 
with international Financial Reporting standards as adopted by 
the eU. this responsibility includes: designing, implementing and 
maintaining internal controls relevant to the preparation and 
presentation of consolidated financial statements and parent 
company financial statements that give a true and fair view and 
that are free from material misstatement, whether due to fraud 
or error; selecting and applying appropriate accounting policies; 
and making accounting estimates that are reasonable according 
to the circumstances. 
Management is also responsible for the preparation of a Manage-
ment commentary.

Auditors’ responsibility and basis of opinion
our responsibility is to express an opinion on the consolidated 
financial statements and the parent company financial state-
ments 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 as to whether the conso-
lidated financial statements and the parent company financial 
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence 
about the amounts and disclosures in the consolidated financial 
statements and the parent company financial statements. the 
procedures selected depend on the auditors’ judgement, inclu-
ding the assessment of the risks of material misstatement of 

the consolidated financial statements and the parent company 
financial statements, whether due to fraud or error. in making 
those risk assessments, the auditors consider internal controls 
relevant to the Company’s preparation and presentation of con-
solidated financial statements and parent company financial 
statements that give a true and fair view 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 reasonable-
ness of accounting estimates made by Management, as well as 
evaluating the overall presentation of the consolidated financial 
statements and the parent company financial statements.

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

our audit has not resulted in any qualification.

Opinion
in our opinion, the consolidated financial statements and the 
parent company financial statements give a true and fair view 
of the group’s and the parent company’s financial position at 31 
december 2010 and of the results of the group’s and the pa-
rent company’s operations and cash flows for the financial year 
1 January – 31 december 2010 in accordance with international 
Financial Reporting standards as adopted by the eU.

Statement on the Management commentary
we have read the Management commentary in the annual re-
port. we have not performed any further procedures in addition 
to the audit of the consolidated financial statements and the pa-
rent company financial statements. on this basis, it is our opinion 
that the information provided in the Management commentary 
is consistent with the consolidated financial statements and the 
parent company financial statements.

Copenhagen, 4 March 2011

KPMG
Statsautoriseret Revisionspartnerselskab

torben Bender Anders duedahl-olesen
State Authorised State Authorised
Public Accountant Public Accountant

indePendent AUditoRs’ RePoRt
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RePoRt By tHe AUditoR APPointed By tHe MinistRy oF tHe inteRioR And HeALtH

To the Board of Directors of KommuneKredit
As auditor appointed by the Ministry of the interior and Health, 
i have reviewed the consolidated financial statements and the 
parent company financial statements of KommuneKredit for the 
financial year 1 January – 31 december 2010, prepared by the 
Board of directors and Management. in addition, i have read the 
Management commentary in the annual report.

during my review, i did not identify any non-compliance with nei-
ther the Act on KommuneKredit nor the articles of association of 
KommuneKredit. the audit procedures carried out by KPMg did 
not give rise to any comments on my part.

Copenhagen, 4 March 2011

emil le Maire
Former Prefectt
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MAnAgeMent

Board of Directors
Mayor erik Fabrin, Rudersdal, chairman
Mayor Henning g. Jensen, Aalborg, vice chairman
Council member Kaj Petersen, guldborgsund
Region council chairman Vibeke storm Rasmussen, the Capital Region of denmark
Mayor Hans toft, gentofte
Mayor Henrik Zimino, tårnby
Mayor Anker Boye, odense
Mayor Lars Krarup, Herning
Alderman Mariann nørgaard, Aalborg
Region council member Aleksander Aagaard, Central denmark Region

Management
Chief executive officer and Managing director søren Høgenhaven
Managing director Johnny Munk

 
Departments

Lending
Managing director Johnny Munk

Finance
Chief Financial officer Jens Bloch Behrendt

Funding and Treasury
senior Vice President and Head of Funding eske Hansen
senior Vice President and Head of treasury Jette Moldrup

Risk management and support
senior Vice President and Head of Risk Management and support Morten søtofte

KommuneLeasing A/S
director Frank Hammer 

Auditors
KPMg, appointed by the Board of directors
Former Prefect emil le Maire, appointed by the Ministry of the interior and Health
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MAnAgeRiAL Posts

Mayor Erik Fabrin, Rudersdal
year of birth: 1941
Joined the Board of directors: 1 January 2004
Directorships:
gl. Holtegaard/Bredafonden (chairman)
KL (vice chairman)
Kommunernes Lønningsnævn
nordforbrænding i/s (vice chairman)  
KoMBit A/s (chairman)
nærum gymnasium (chairman)
PReFA A/s (chairman)

Mayor Henning G. Jensen, Aalborg
year of birth: 1950 
Joined the Board of directors: 1 January 2001
Directorships:
Aalborg lufthavn A.m.b.A (chairman)
Aalborg Havn A/s (chairman)
grønlandshavnens ejendomme A/s (chairman)
ntC ejendomme A/s (chairman)
noVi (chairman)
Aalborg erhvervsråd (chairman)
nordjysk el Handel (vice chairman)
danske Havne

Councilmember
Kaj Petersen, Guldborgsund
year of birth: 1942
Joined the Board of directors: 19 october 1992
Directorships:
Movia
guldborgsund Forsyning A/s
guldborgsund Havne
Privatbaners forsikringsforening (chairman)
ReFA i/s

Mayor Hans Toft, Gentofte
year of birth: 1947
Joined the Board of directors: 1 January 1995
Directorships:
i/s Vestforbrænding (vice chairman)
Movia
HMn i/s
Lokale- og Anlægsfonden (chairman)
elitefacilitetsudvalget (chairman)
sport event danmark

Region council chairman 
Vibeke Storm Rasmussen, the Capital Region of Denmark
year of birth: 1945
Joined the Board of directors: 1 January 1995
Directorships:
danske Regioner
Øresundskomiteen (chairman)
Vækstforum (chairman)

Mayor Henrik Zimino, Tårnby
year of birth: 1950
Joined the Board of directors: 1 January 1995
Directorships:
i/s Amagerforbrænding (vice chairman)
tårnby Forsyning A/s (chairman)
tårnby Forsyning Vand A/s (chairman)
tårnby Forsyning spildevand A/s (chairman)
tårnby Forsyning Varme A/s (chairman)
tårnby Forsyning service A/s (chairman)

Mayor Anker Boye, Odense
year of birth: 1950
Joined the Board of directors: 1 January 2004
Directorships:
naturgas Fyn i/s (chairman)
odense Havn (chairman)
Udviklingsforum (vice chairman)
Rådgivende havnekomite (chairman)
KL
Pensam Liv
Pensam Liv forsikringsaktieselskab
Realdania

Alderman Mariann Nørgaard, Aalborg
year of birth: 1961
Joined the Board of directors: 1 January 2007
Directorships:
Aalborg Havn A/s 
ntC ejendomme A/s
noVi ejendomsfond
Aalborg erhvervsråd (vice chairman)

MAnAgeRiAL Posts oF tHe MeMBeRs oF tHe BoARd oF diReCtoRs
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Mayor Lars Krarup, Herning
year of birth: 1972
Joined the Board of directors: 1 January 2007
Directorships:
KL (chairman)
KoMBit A/s
Profilværktøj A/s
socle du Monde
sport event danmark (chairman)
elitefacilitetsudvalget
 
Region council member Aleksander Aagaard, 
Central Denmark Region
year of birth: 1946
Joined the Board of directors: 1 January 2010
Directorships:
det danske Hedeselskab/dalgas group
Affaldsselskabet Reno syd i/s (vice chairman)
develop Center UMt, Herning

Søren Høgenhaven
year of birth: 1949
Joined Management: 1 February 1992
Directorships:
european Association for Public Banks
international Center for Local Credit

Johnny Munk
year of birth: 1951
Joined Management: 1 June 2000 

MAnAgeRiAL Posts oF tHe MeMBeRs oF MAnAgeMent
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