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The Luxembourgian covered bond market amounted to EUR 33.23 bn as of 31 
Dec 2009. With a market share of almost 45%, Eurohypo Luxembourg (-/A-n/As) is 
the biggest issuer. The other issuers are Hypo Pfandbrief Bank International SA, 
Erste Europäische Pfandbrief- und Kommunalkreditbank SA, Nord/LB Covered 
Bond Finance SA and Dexia Banque à International Lux SA.  
 
Applying the new covered bond rating approach, Eurohypo Luxembourg Lettres 
de Gage were affirmed AAA by S&P on 2 June 2010. Given that Lettres de Gage 
are only categorized in so-called category 2 at S&P (mainly due to shorter history 
and less systemic support), this suggests good cover pool credit quality.  
 
The AAA rating of Eurohypo Lettres de Gage at S&P is currently the full six 
notches above Eurohypo Lux's senior rating (A-n), and thus a potential downgrade 
of Eurohypo Lux or a change to the asset liability mismatch measure (from low 
currently) would automatically lead to a change in the rating for Lettres de Gage. 
While recent rating actions have shown that covered bond ratings are generally 
extremely vulnerable in case of severe sovereign downgrades, the risk seems 
limited in case of Eurohypo Lux Lettres de Gage. 
 
With 13.43% nominal overcollateralisation (OC) as of March 2010 (15.8% on a net 
present value basis, investors should be well protected. Eurohypo Lettres de Gage 
are rated AAA by Fitch. A supporting OC of 12% (a measure used by Fitch to 
show the OC needed to keep the current covered bond rating) also suggests good 
cover pool quality. As of 31 May 2010, the total cover pool volume amounted to 
EUR 16.7 bn. With EUR 3.635 bn, US exposure was dominating. With EUR 2.67 bn, 
German exposure ranked second before the UK with EUR 2.4 bn and Canada with 
EUR 2.26 bn. There is no exposure to Greece and Portugal in the cover pool.  
 
At this stage, Eurohypo Luxembourg is 100% subsidiary of Eurohypo (A1n/A-
n/Awn) which is member of Commerzbank Group (Aa3n/An/A+s). Commerzbank is 
25% owned by the German government and supported by EUR 16.4 bn of silent 
participations by the German government.  
 
Total assets of Eurhypo Lux SA amounted to EUR 23.45 bn as of Dec 2009 and 
total capital amounted to EUR 437 m (Total Capital ratio of 31%). The cost-income 
ratio was 11.6% as of 31 Dec 2009. With EUR 750 m as of 31 Dec 2009, ECB 
Tender was back to levels as of 31 Dec 2007 (EUR 650 m). 
 
Eurohypo Lux has only two EUR benchmark bonds outstanding (EUR 1.25 bn 
maturing in 2011 and EUR 1 bn maturing in 2018). Eurohypo Lux has also large 
internationally placed bonds in foreign currencies (mainly USD, GBP and CHF), 
which provide a diversified refinancing source for the diversified cover pool.  
 
Lettres de Gages EURHYP 5.125% Jan 2016 are indicated around ms+160 bp. 
Public Pfandbriefe EURHYP 3.875% Nov 2016 are offered at ms+20 bp. 
Secondary market liquidity of USD denominated Eurohypo Lux Lettres de Gage is 
very low. While comparisons with USD 144a issues are generally difficult and 
markets are segmented anyway, the spread to USD Canadian covered bonds 
seems high. RY 3.125% April 2015 is trading at ms+42 bp, BMO 2.85% June 
2015 is trading at ms+34.5 bp and CM 2.60% July 2015 is trading at +32.5 bp.  
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Eurohypo Luxembourg SA 
 

Asset Portfolio Eurohypo SA: Breakdown by countries 

and number of debtors (as of 31 Dec 2009) 
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Eurohypo SA: Breakdown cover pool by internal rating 
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Eurohypo SA: Breakdown cover pool by country 
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Eurohypo SA: Breakdown cover pool by currency 
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Breakdown of US exposure in the cover pool of 

Eurohypo SA (USD 6.318 bn) 
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Eurohypo SA: Cover pool versus outstanding bonds 
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Eurohypo SA cover pool: Currency composition of 

assets 
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Eurohypo SA cover pool: Currency composition of 

liabilities 
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Appendix 1 
Important Disclosures 

Additional information available upon request 

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see 
the most recently published company report or visit our global disclosure look-up page on our website at 
http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr. 

 
Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition, the 
undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation or view in 
this report. Bernd Volk 

 

 

Deutsche Bank debt rating key   

CreditBuy (“C-B”): The total return of the Reference 
Credit Instrument (bond or CDS) is expected to 
outperform the credit spread of bonds / CDS of other 
issuers operating in similar sectors or rating categories 
over the next six months.  
CreditHold (“C-H”): The credit spread of the 
Reference Credit Instrument (bond or CDS) is expected 
to perform in line with the credit spread of bonds / CDS 
of other issuers operating in similar sectors or rating 
categories over the next six months.  
CreditSell (“C-S”): The credit spread of the Reference 
Credit Instrument (bond or CDS) is expected to 
underperform the credit spread of bonds / CDS of other 
issuers operating in similar sectors or rating categories 
over the next six months.  
CreditNoRec (“C-NR”): We have not assigned a 
recommendation to this issuer. Any references to 
valuation are based on an issuer’s credit rating.  
 
Reference Credit Instrument (“RCI”): The Reference 
Credit Instrument for each issuer is selected by the 
analyst as the most appropriate valuation benchmark 
(whether bonds or Credit Default Swaps) and is detailed 
in this report. Recommendations on other credit 
instruments of an issuer may differ from the 
recommendation on the Reference Credit Instrument 
based on an assessment of value relative to the 
Reference Credit Instrument which might take into 
account other factors such as differing covenant 
language, coupon steps, liquidity and maturity. The 
Reference Credit Instrument is subject to change, at the 
discretion of the analyst.  
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Regulatory Disclosures 

1. Important Additional Conflict Disclosures 

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the 
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing. 
 

2. Short-Term Trade Ideas 

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent 
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at 
http://gm.db.com. 
 

3. Country-Specific Disclosures 

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 
Corporations Act. 
EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures. 
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name – Deutsche Securities Inc. 
Registration number – Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) 
No. 117. Member of associations: JSDA, The Financial Futures Association of Japan. This report is not meant to solicit the 
purchase of specific financial instruments or related services. We may charge commissions and fees for certain categories of 
investment advice, products and services. Recommended investment strategies, products and services carry the risk of 
losses to principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in market 
value. Before deciding on the purchase of financial products and/or services, customers should carefully read the relevant 
disclosures, prospectuses and other documentation. 
Malaysia: Deutsche Bank AG and/or its affiliate(s) may maintain positions in the securities referred to herein and may from 
time to time offer those securities for purchase or may have an interest to purchase such securities. Deutsche Bank may 
engage in transactions in a manner inconsistent with the views discussed herein. 
New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the 
New Zealand Securities Market Act 1988. 
Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any 
appraisal or evaluation activity requiring a license in the Russian Federation. 
 

Risks to Fixed Income Positions 

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay 
fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash flows), increases in 
interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the 
maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in 
inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to 
receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets 
holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency 
conversion, repatriation of profits and/or the liquidation of positions), and settlement issues related to local clearing houses are 
also important risk factors to be considered. The sensitivity of fixed income instruments to macroeconomic shocks may be 
mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates – these are 
common in emerging markets. It is important to note that the index fixings may -- by construction -- lag or mis-measure the 
actual move in the underlying variables they are intended to track. The choice of the proper fixing (or metric) is particularly 
important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate 
reference index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs 
from the currency in which the coupons to be received are denominated carries FX risk. Naturally, options on swaps 
(swaptions) also bear the risks typical to options in addition to the risks related to rates movements. 
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