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The merger of the pools of assets (cover pools) backing Norddeutsche Landesbank's (NordLB,
A3(cr)) and Deutsche Hypothekenbank's (Deutsche Hypo, A3(cr)) covered bonds (all Aa1
rated) will be credit positive, because the combined pools will be more diverse and granular
than before the merger.
» Cover pool mergers will increase diversity and granularity. NordLB's and Deutsche
Hypo's cover pools differ significantly, so the combined pools will be more diverse after
the merger, which is positive. The merger will also increase the size of the pools, which
will reduce the concentration of exposures to individual obligors and therefore lower
cover pool credit risks.
» Mortgage cover pools differ significantly. For the banks' mortgage cover pools,
NordLB's pool contains both residential mortgages and commercial mortgages, while
Deutsche Hypo's cover pool contains only commercial mortgage. Furthermore, the
commercial mortgages in the two pools differ in terms of the types of properties and their
location. The combination of these two different mortgage pools will make the combined
pool more diverse.
» NordLB will make up most of the combined public sector pool, but Deutsche
Hypo will bring diversity. For the banks' public sector cover pools, NordLB's pool is
much bigger than Deutsche Hypo's and will make up most of the combined pool. The
combination of the two pools will nevertheless improve diversity and granularity, given
the differences between the two. NordLB's cover pool includes mostly German public
sector claims, while Deutsche Hypo's pool includes a mix of German and international
claims. In respect of debtor types, NordLB's cover pool includes a significant share of
claims against German municipalities, while Deutsche Hypo's cover pool mainly consists
of claims against regional and federal governments. There is limited overlap between the
largest obligors in the two pools, so the combined pool will be more granular.
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Cover pool mergers will increase diversity and granularity
On 1 July, NordLB and subsidiary Deutsche Hypo will merge and combine their mortgage cover pools into one pool and their public
sector cover pools into another pool. The mergers will be credit positive for the banks' covered bonds, because the combined cover
pools will be more diverse and granular than before the mergers.
NordLB's and Deutsche Hypo's cover pools differ significantly, so the combined pools will be more diverse after the mergers, which will
disperse risks. The mergers will also increase the size of the pools, which will reduce the concentration of exposure to individual obligors
and therefore lower cover pool credit risks.

Mortgage cover pools differ significantly
For the mortgage cover pools, NordLB's cover pool contains both residential mortgages (22.5% of pool) and commercial mortgages
(77.5%), while Deutsche Hypo's cover pool contains only commercial mortgages. Furthermore, most commercial mortgages in
NordLB's cover pool are for multifamily properties (46.8% of total pool) located in Germany. By comparison, the largest share of
commercial mortgages in Deutsche Hypo's cover pool are for office (36.5% of pool) and retail (35.9%) properties, with a near even
split between properties in Germany and elsewhere. Deutsche Hypo's mortgage cover pool is the bigger of the two and will make up a
larger share of the merged pool, but the combination with the significantly different loans in NordLB's pool will nevertheless make the
combined pool more diverse.
NordLB's overcollateralisation (OC) is much higher than Deutsche Hypo's OC (149.0% versus 11.2%). The blended OC of the combined
pool will be about 32%1 and will provide stronger credit support to the covered bonds and more leeway regarding additional covered
bond issuance compared with Deutsche Hypo's standalone OC. The combined cover pool's OC level will be much lower than NordLB's
current excessive OC level but will not be a threat to the credit quality of the covered bonds because the actual OC level will still well
exceed the OC level that is currently consistent with the rating of the covered bonds.2
Our collateral score, which measures cover pool quality, is weaker for NordLB's cover pool (12.4%) than for Deutsche Hypo's cover
pool (10.0%). One of the main reasons for this difference is that NordLB only reports to us its loan-to-value (LTV) ratio for the loan
parts that are eligible for the cover pool and not the LTV ratio for the whole loan amount. As a result, we do not have loan-byloan information about individual borrowers' total leverage, which is one of the characteristics we use to determine the borrower's
probability of default and our collateral score. To compensate for this lack of data, we adjust the reported data to cover the missing
data. If this reporting gap carries over to the merged pool, we might apply this adjustment to all loans in the combined pool, which for
the purposes of our collateral score, would offset the positive effects of the pool's improved diversity.
Exhibits 1-5 compare the NordLB and Deutsche Hypo mortgage cover pools.3
Exhibit 1

Deutsche Hypo's mortgage cover pool is bigger than NordLB's
NordLB and Deutsche Hypo mortgage covered bonds — overview
NordLB

Deutsche Hypo

Cover pool assets

€4.9bn

€8.7bn

Covered bonds

€2.0bn

€8.3bn

A3(cr)

A3(cr)

Issuer CR assessment
Covered bond rating
Collateral score
Over-collateralisation (present value)

Aa1

Aa1

12.4%

10.0%

149.0%

11.2%

Source: Issuer reports and Moody's Investors Service

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Exhibit 2

Exhibit 3

Deutsche Hypo's mortgages cover pool is geographically diverse

NordLB's mortgage cover pool includes mostly German assets

Deutsche Hypo mortgage cover pool — asset location

NordLB mortgage cover pool — asset location

Others
5.2%

Others, 1.6%

Poland
5.1%
France
9.3%
Germany
49.2%

UK
10.9%

Netherlands
20.2%

Germany, 98.4%

Sources: Issuer reports and Moody's Investors Service

Sources: Issuer reports and Moody's Investors Service

Exhibit 4

Exhibit 5

Deutsche Hypo's mortgage cover pool includes mostly office and
retail assets

NordLB's mortgage cover pool mixes residential and commercial
assets

Deutsche Hypo mortgage cover pool — asset types

NordLB mortgage cover pool — asset types

Hotel
5.9%

Other
1.5%

Other
16.1%
Office
36.5%

Multi-family
20.2%

Residential
22.5%

Hotel
0.9%

Office
9.4%
Retail
4.3%
Multi-family
46.8%

Retail
35.9%

Sources: Issuer reports and Moody's Investors Service

Sources: Issuer reports and Moody's Investors Service

NordLB will make up most of the combined public sector pool, but Deutsche Hypo will bring diversity
For the public sector cover pools, NordLB's pool is much bigger than Deutsche Hypo's and will make up most (81%) of the combined
pool. The combination of the two pools will nevertheless improve diversity and granularity, given the differences between the two.
NordLB's cover pool includes mostly German public sector claims (92.2% of pool), while Deutsche Hypo's pool includes a mix of
German (58.7%) and international claims (41.3%). The smaller Deutsche Hypo cover pool will geographically diversify the combined
cover pool.
In respect of debtor types, NordLB's cover pool includes a significant share of claims against German municipalities (42.3% of pool),
while Deutsche Hypo's cover pool mainly consists of claims against regional and federal governments.
There is limited overlap between the largest obligors in the two pools. As a result, the combined pool will be more granular, with the
10 largest obligors making up a smaller share of the total pool. Deutsche Hypo's cover pool has a higher concentration regarding
exposures to the 10 largest obligors than NordLB's pool (59.6% of cover assets versus 23.5%) and a much bigger average exposure per
obligor (€46.7 million versus €8.9 million), but Deutsche Hypo's cover pool will make up a small share of the combined pool.
Exhibits 6-8 compare the NordLB and Deutsche Hypo public sector cover pools.
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Exhibit 6

NordLB's public sector cover pool is bigger than Deutsche Hypo's
NordLB and Deutsche Hypo public sector covered bonds — overview
Cover pool assets
Covered bonds
Issuer CR assessment
Covered bond rating
Collateral score
Over-collateralisation (present value)

NordLB

Deutsche Hypo

€13.5bn

€3.1bn

€9.7bn

€2.7bn

A3(cr)

A3(cr)

Aa1

Aa1

6.5%

7.1%

33.4%

17.2%

Source: Issuer reports and Moody's Investors Service
Exhibit 7

Deutsche Hypo's public sector pool is geographically diverse
Deutsche Hypo public sector cover pool — obligor location and debtor type
Germany

Austria

Luxembourg

Other

Direct claim against supranational

0.0%

0.0%

7.6%

0.0%

7.6%

Direct claim against sovereign

0.0%

13.7%

0.0%

2.4%

16.1%

Loan with guarantee of sovereign

Totals

0.0%

0.0%

0.0%

2.2%

2.2%

Direct claim against region/federal state

45.8%

0.0%

0.0%

8.4%

54.2%

Loan with guarantee of region/federal state

10.9%

0.0%

0.0%

5.4%

16.3%

Direct claim against municipality

1.0%

0.2%

0.0%

1.3%

2.5%

Loan with guarantee of municipality

0.0%

0.0%

0.0%

0.0%

0.1%

Others

1.0%

0.0%

0.0%

0.0%

1.0%

58.7%

14.0%

7.6%

19.7%

Sources: Issuer reports and Moody's Investors Service
Exhibit 8

NordLB's cover pool includes mostly German public sector claims
NordLB public sector cover pool — obligor location and debtor type
Germany

France

USA

Other

Totals

Direct claim against supranational

0.0%

0.0%

0.0%

0.0%

0.0%

Direct claim against sovereign

0.4%

0.0%

0.0%

0.0%

0.4%

Loan with guarantee of sovereign

0.2%

1.6%

1.4%

2.8%

6.0%

19.5%

0.0%

0.0%

0.0%

19.5%

Direct claim against region/federal state
Loan with guarantee of region/federal state
Direct claim against municipality
Loan with guarantee of municipality
Others

2.8%

0.0%

0.0%

0.0%

2.8%

42.3%

0.0%

0.0%

0.2%

42.4%

4.2%

0.0%

0.0%

0.3%

4.5%

22.8%

0.0%

0.0%

1.6%

24.4%

92.2%

1.6%

1.4%

4.8%

Sources: Issuer reports and Moody's Investors Service
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Moody’s related publications
» Rating Methodology - Moody's Approach to Rating Covered Bonds, 26 October 2020.
» Covered Bonds- Global: Sector Update - Q1 2021: Slow economic recovery and uneven pandemic affects will shape credit
environment in 2021, 1 June 2021.
» Covered Bonds - Germany: Proposed maturity extension and increased overcollateralization for Pfandbrief is credit positive, 12
October 2020.
To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients

Endnotes
1 Based on nominal values
2 This is based on cover pool information as per 31 March 2021. Please note that the issuers can add and remove cover pool assets at any time so that the
total size and composition of the cover pool might change until the merger takes place.
3 For ease of comparison, the percentage numbers in the charts below consider the regular assets only and exclude substitute assets.
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