
Vienna, 5 November 2010 

Central European Covered Bond Conference 

Covered Bond Legislations 
A valuation model 

 

Michael Schulz 

Covered Bond Analyst 



Covered Bond Legislations – A valuation model 

2 

First steps of the development  

ECBC questioner 
NORD/LB  

legislation overwiew 

Round table 



Covered Bond Legislations – A valuation model 

3 

The valuation model 

 Analysis of the legislation frameworks for covered bonds 

 A two step process: 

1-Rating of the criteria for each country on a scale from 1 to 4 

2-Weighting of the 22 criteria on a scale from 1 to 4 

 Identification of 22 main criteria 

 dual criteria 

 complex criteria 

 Taking into account my chosen weighting for the criterias  

the maximum achivable score is 284 

 The goal was to develop a relative value model for covered bond legislations 
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Dual criteria 

 Existence of a special covered bond legislation 

 Specialized bank requirements 

 Existence of a cover pool register 

 Fulfilment of UCITS 22.4 

 Fulfilment of CRD requirements 

 Eligibility in repo transactions with the national central bank 

 Recourse to the credit institution 

 Benefit of portion of the loan which exceeds the LTV cap 
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Complex criteria 

 Types of assets in the cover pool 

 Geographical scope 

 Calculation method and maximum loan to value 

 Handling of derivatives in the cover pool 

 Eligibility and maximum value of substitute assets 

 Mandatory minimum overcollateralisation 

 Owner of the cover assets 

 Handling of market risks 

 Handling of stress tests 

 Handling of liquidity risks 

 Handling of covered bonds after an issuer default 

 Handling of collateral assets after an issuer default 

 Investors rights after an issuer default 

 Handling of derivatives after an issuer default 
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Overall results (draft) 

 
Source: NORD/LB Economics & Strategy 

112 106 112 106 106 106 100 106 103 106 100 109 105 106 112 106 105

172

158 147
149 149 148

149 140 142 139 144 134 137 134 128
131 127

0

50

100

150

200

250

300

MAX GE SE DK NO IE LU HU AT PT FR IT ES FI GR NL UK

S
c
o

re



Covered Bond Legislations – A valuation model 

7 

Single results in detail (draft) 

 
Source: NORD/LB Economics & Strategy 

Criteria AT DK ES FI FR GE GR HU IE IT LU NL NO PT SE UK

Existence of a special covered bond legislation 4 4 3 4 4 4 4 4 4 4 4 4 4 4 4 4

Specialized bank requirements 3 3 4 2 2 4 4 2 2 4 2 4 2 4 4 4

Existence of a cover pool register 4 3 3 4 2 4 4 4 4 3 4 2 4 4 4 3

Fulfilment of UCITS 22.4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4

Fulfilment of CRD requirements 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 3

Eligibility in repo transactions 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4

Recourse to the credit institution 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4 4

Benefit of portion of the loan which exceeds the LTV cap 2 4 4 4 4 2 4 4 4 4 2 4 4 2 4 4

Types of assets in the cover pool 4 3 3 3 2 4 3 4 2 2 3 4 3 3 3 3

Geographical scope 3 2 3 3 2 2 2 3 2 3 2 1 2 3 2 1

Calculation method and maximum loan to value 4 3 2 4 2 4 2 3 3 2 4 2 3 2 3 2

Handling of derivatives in the cover pool 4 4 4 3 4 4 4 4 4 4 4 4 4 4 4 4

Eligibility and maximum value of substitute assets 3 3 4 2 2 3 2 2 3 3 2 4 4 2 2 3

Mandatory minimum overcollateralisation 1 3 4 1 2 2 3 1 2 1 2 3 1 3 1 1

Owner of the cover assets 4 4 3 4 4 4 3 4 4 4 4 2 4 3 4 2

Handling of market risks 2 4 2 4 4 4 4 4 4 4 4 4 4 4 4 4

Handling of stress tests 1 2 1 1 4 4 2 2 3 1 3 1 2 3 4 1

Handling of liquidity risks 4 4 4 4 4 4 4 2 4 2 4 4 4 2 4 4

Handling of covered bonds after an issuer default 4 4 4 4 4 4 4 4 4 4 4 2 4 4 4 4

Handling of collateral assets after an issuer default 4 4 4 4 4 4 3 4 4 4 4 3 4 4 4 3

Investors rights after an issuer default 4 4 3 4 4 4 4 4 4 4 4 4 4 4 4 4

Handling of derivatives after an issuer default 4 4 4 2 4 4 2 4 4 4 4 4 4 4 4 4

Sum 79 82 79 77 78 85 78 79 81 77 80 76 81 79 83 74
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Overall results in detail (draft) 

 
Source: NORD/LB Economics & Strategy 

Criteria
Weighting 

(1-4)

Score

(max)
MAX AT DK ES FI FR GE GR HU IE IT LU NL NO PT SE UK

Existence of a special covered bond legislation 4 4 16 16 16 12 16 16 16 16 16 16 16 16 16 16 16 16 16

Specialized bank requirements 3 4 12 9 9 12 6 6 12 12 6 6 12 6 12 6 12 12 12

Existence of a cover pool register 3 4 12 12 9 9 12 6 12 12 12 12 9 12 6 12 12 12 9

Fulfilment of UCITS 22.4 4 4 16 16 16 16 16 16 16 16 16 16 16 16 16 16 16 16 16

Fulfilment of CRD requirements 4 4 16 16 16 16 16 16 16 16 16 16 16 16 16 16 16 16 12

Eligibility in repo transactions 3 4 12 12 12 12 12 12 12 12 12 12 12 12 12 12 12 12 12

Recourse to the credit institution 4 4 16 16 16 16 16 16 16 16 16 16 16 16 16 16 16 16 16

Benefit of portion of the loan which exceeds the LTV cap 3 4 12 6 12 12 12 12 6 12 12 12 12 6 12 12 6 12 12

Types of assets in the cover pool 2 4 8 8 6 6 6 4 8 6 8 4 4 6 8 6 6 6 6

Geographical scope 3 4 12 9 6 9 9 6 6 6 9 6 9 6 3 6 9 6 3

Calculation method and maximum loan to value 3 4 12 12 9 6 12 6 12 6 9 9 6 12 6 9 6 9 6

Handling of derivatives in the cover pool 2 4 8 8 8 8 6 8 8 8 8 8 8 8 8 8 8 8 8

Eligibility and maximum value of substitute assets 4 4 16 12 12 16 8 8 12 8 8 12 12 8 16 16 8 8 12

Mandatory minimum overcollateralisation 2 4 8 2 6 8 2 4 4 6 2 4 2 4 6 2 6 2 2

Owner of the cover assets 3 4 12 12 12 9 12 12 12 9 12 12 12 12 6 12 9 12 6

Handling of market risks 4 4 16 8 16 8 16 16 16 16 16 16 16 16 16 16 16 16 16

Handling of stress tests 3 4 12 3 6 3 3 12 12 6 6 9 3 9 3 6 9 12 3

Handling of liquidity risks 3 4 12 12 12 12 12 12 12 12 6 12 6 12 12 12 6 12 12

Handling of covered bonds after an issuer default 3 4 12 12 12 12 12 12 12 12 12 12 12 12 6 12 12 12 12

Handling of collateral assets after an issuer default 3 4 12 12 12 12 12 12 12 9 12 12 12 12 9 12 12 12 9

Investors rights after an issuer default 4 4 16 16 16 12 16 16 16 16 16 16 16 16 16 16 16 16 16

Handling of derivatives after an issuer default 4 4 16 16 16 16 8 16 16 8 16 16 16 16 16 16 16 16 16

Sum 284 245 255 242 240 244 264 240 246 254 243 249 237 255 245 259 232
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Conclusion  

 Covered bond legislations in Europe already contain a high standard 

Without going into the details the valuation model allows a relative value comparision 

 The results enables only a relative value comparison of the legislations 

 There are no bad legislations  

 Ongoing changes within legislation frameworks will bring future results closer together 

 The valuation model contains a lot of „setscrews“ 

 The weightings of the criteria are key 

 The weighting of the criteria differs between investor groups 
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Thank you very much for your attention 

 

Michael Schulz, MBA, CIIA, CEFA 

NORD/LB  

Norddeutsche Landesbank Girozentrale 

Friedrichswall 10 

30159 Hannover 

Tel.: +49 (0)511/ 361-5309 

Fax: +49 (0)511/ 361-985309  
Bitte hier 
Ihr Foto 
einfügen 



Covered Bond Legislations – A valuation model 

11 

Disclaimer 
This presentation and the information contained herein, as well as any additional documents and explanations (together the „material“), are issued by 

NORDDEUTSCHE LANDESBANK GIROZENTRALE (“NORD/LB”).   

The material is provided to you for informational purposes only, and NORD/LB is not soliciting any action based upon it. The material is not intended as, shall not 

be construed as and does not constitute, an offer or solicitation for the purchase or sale of any security or other financial instrument or financial service of 

NORD/LB or of any other entity. Any offer of securities, other financial instruments or financial services would be made pursuant to offering materials to which 

prospective investors would be referred. Any information contained in the material does not purport to be complete and is subject to the same qualifications and 

assumptions, and should be considered by investors only in light of the same warnings, lack of assurances and representations and other precautionary matters, 

as disclosed in the definitive offering materials. The information herein supersedes any prior versions hereof and will be deemed to be superseded by any 

subsequent versions, including any offering materials. NORD/LB is not obliged to update or periodically review the material. All information in the material is 

expressed as at the date indicated in the material and is subject to changes at any time without the necessity of prior notice or other publication of such changes to 

be given. The material is intended for the information of NORD/LB´s institutional clients only. The information contained in the material should not be relied on by 

any person.  

In the United Kingdom this communication is being issued only to, and is directed only at, intermediate customers and market counterparties for the purposes of 

the Financial Services Authority’s Rules ("relevant persons"). This communication must not be acted on or relied on by persons who are not relevant persons. To 

the extent that this communication can be interpreted as relating to any investment or investment activity then such investment or activity is available only to 

relevant persons and will be engaged in only with relevant persons. 

Receipt of the material involves no obligation or commitment of any kind by any person. Recipients of the material are not to construe information contained in it as 

a recommendation that an investment is a suitable investment or that any recipient should take any action, such as making or selling an investment, or that any 

recipient should refrain from taking any action. Prior to making an investment decision, investors should conduct such investigations as they consider necessary to 

verify information contained in the relevant offering materials and to determine whether the relevant investment is appropriate and suitable for them. In addition, 

investors should consult their own legal, accounting and tax advisers in order to determine the consequences of such investment and to make an independent 

evaluation of such investment. Opinions expressed in the material are NORD/LB´s present opinions only. The material is based upon information that NORD/LB 

considers reliable, but NORD/LB does not represent, guarantee, or warrant, expressly or implicitly, that the material or any part of it is valid, accurate or complete 

(or that any assumptions, data or projections underlying any estimates or projections contained in the material are valid, accurate or complete), or suitable for any 

particular purpose, and it should not be relied upon as such. NORD/LB accepts no liability or responsibility to any person with respect to, or arising directly or 

indirectly out of the contents of or any omissions from the material or any other written or oral communication transmitted to the recipient by NORD/LB. 

Neither the material nor any part thereof may be reproduced, distributed, passed on, or otherwise divulged directly or indirectly by the party that receives it, to any 

other person without the prior written consent of NORD/LB.  

The distribution of the material in certain jurisdictions may be restricted by law and persons into whose possession the material comes are required by NORD/LB 

to inform themselves about, and to observe, any such restrictions.  

By receiving the material, the recipient acknowledges, and agrees to abide by, the aforementioned. 


