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RATING ACTION COMMENTARY

Fitch Revises
NORD/LB's Outlook to
Negative, Affirms IDR
at 'A-'
Mon 06 Apr, 2020 - 4:54 AM ET

Fitch Ratings - Frankfurt am Main - 06 Apr 2020: Fitch Ratings has revised the

Outlooks on the Long-Term Issuer Default Ratings (IDRs) of Norddeutsche

Landesbank Girozentrale (NORD/LB) and of its subsidiary NORD/LB

Luxembourg S.A. Covered Bond Bank (NORD/LB CBB) to Negative from Stable

and affirmed the IDR at 'A-'. It also downgraded NORD/LB's Viability Rating (VR)

to 'bb' from 'bb+' due to the coronavirus disruption.

The revision of the Outlooks follows the revision of Sparkassen-Finanzgruppe's

(SFG, A+/Negative) Outlook (see 'Fitch takes Rating Action on 6 German Banks'

dated 27 March 2020) as NORD/LB's IDR is driven by institutional support from

SFG and NORD/LB CBB's IDR is driven by institutional support from NORD/LB.

A full list of rating actions is at the end of this Rating Action Commentary.

RATING ACTIONS

ENTITY/DEBT RATING

https://www.fitchratings.com/
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VIEW ADDITIONAL RATING DETAILS

KEY RATING DRIVERS

Unless noted below, the key rating drivers for NORD/LB and NORD/LB CBB are

those outlined in our Rating Action Commentary published in January 2020

(Fitch Affirms NORD/LB's IDR at 'A-'; off RWN; Outlook Stable).

LONG-TERM IDR

NORD/LB's Long-Term IDR is driven by institutional support from the bank's

owners. Fitch's institutional support assumptions are underpinned by provisions

contained in the statutes of the institutional protection fund of the SFG and the

Landesbanken. The recapitalisation of NORD/LB by its public-sector owners in

December 2019 underlines their commitment to their long-term investment in

the bank, in our view. This is underpinned by NORD/LB's focus on the bank's

statutory roles, which include supporting the regional economy as well as acting

as the central institution for the regional savings banks and as house bank for its

federal states owners.

Fitch uses SFG's Long-Term IDR as the anchor rating for determining the bank's

support-driven ratings. Fitch believes support would need to be forthcoming

from SFG along with the bank's federal states owners to avoid triggering state-

aid considerations and resolution under the German Recovery and Resolution

Act if NORD/LB fails again.

We notch down NORD/LB's Long-Term IDR twice from SFG's 'A+', to reflect

regulatory restrictions to support due to the requirement for state aid
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examination under the EU competition rules despite the short-term exception

communicated by the European Commission in March 2020 that allows for state

aid to compensate for losses that are directly related to the coronavirus

outbreak, which we expect to be only temporary. The two-notch difference in the

ratings also reflects NORD/LB's strategic but not key and integral role for their

respective owners and its weak past performance.

VR

Fitch has downgraded NORD/LB's VR because we believe that economic

disruption in Germany could result in very high execution risk for the bank's

deleveraging and restructuring plan. We believe that NORD/LB faces

substantially weaker profitability and asset-quality prospects compared with

when we last reviewed the bank in January. In particular, a protracted crisis could

significantly challenge the plan's revenue targets and lead to much-higher-than-

expected loan impairment charges. At the same time, we believe that NORD/LB's

capitalisation could absorb a moderate, but not a severe shock at the current

rating level.

SUBORDINATED DEBT

We downgraded NORD/LB's non-guaranteed Tier 2 debt by two notches. The

downgrade reflects the downgrade of the VR and the switch to a baseline

notching of two notches for loss severity from the bank's VR under Fitch's new

Bank Rating Criteria, from one notch under the previous criteria. The widened

notching reflects our expectation that the bank will not maintain buffers of Tier 2

and additional Tier 1 debt exceeding 10% of its respective risk-weighted assets.

NORD/LB CBB

NORD/LB CBB's IDRs and senior debt ratings are at the same level as those of its

parent NORD/LB. We believe that NORD/LB CBB is an integral and important

part of its parent funding franchise whose default would constitute a huge

reputational risk to its parent, despite decreasing issuance volume in

Luxembourg's lettres des gage market, NORD/LB CBB primary business focus.

NORD/LB has also issued a declaration of backing NORD/LB CBB, which helps

drive our assessment of the bank's institutional support.

NORD/LB's and NORD/LB CBB's preferred ratings, which were placed under

criteria observation (see "Fitch Places German and Austrian Banks Under

Criteria Observation" published on 04 March 2020) following the publication of

the updated Bank Rating Criteria, are maintained under criteria observation and
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will be reviewed and resolved as soon as practical and in any case within six

months.

RATING SENSITIVITIES

Unless noted below, the rating sensitivities for NORD/LB and NORD/LB CBB

outlined in our Rating Action Commentary published in January 2020 (Fitch

Affirms NORD/LB's IDR at 'A-'; off RWN; Outlook Stable) continue to apply.

LONG-TERM IDR

The Long-Term IDR is primarily sensitive to changes in our assumptions around

the propensity or ability of NORD/LB's owners to provide timely support. This

could result from a change to SFG's IDRs, to the owners' strategic commitment

to NORD/LB, or to the bank's importance for its home region or for the savings

bank sector.

Factors that could, individually or collectively, lead to positive rating

action/upgrade:

An upgrade of SFG's IDRs or a loosening of European state support regulation,

which we do not expect, could lead to an upgrade of the above ratings.

Factors that could, individually or collectively, lead to negative rating

action/downgrade:

A downgrade of SFG's IDRs, a change in the ownership structure or a change in

the owners' strategic commitment to the bank could lead to a downgrade of the

above ratings. A weaker VR could compromise the propensity of NORD/LB's

owners to support the bank, which would negatively affect NORD/LB's IDRs.

VR

Factors that could, individually or collectively, lead to positive rating

action/upgrade:

An upgrade of NORD/LB's VR would require the economic shock from the

pandemic to be short, followed by a swift recovery, resulting in a limited impact

on the bank's restructuring plan, and a structural improvement in NORD/LB's

profitability, which in our view is unlikely in the next two years.



4/6/2020 Fitch Revises NORD/LB's Outlook to Negative, Affirms IDR at 'A-'

https://www.fitchratings.com/research/structured-finance/covered-bonds/fitch-revises-nord-lb-outlook-to-negative-affirms-idr-at-a-06-04-2020 5/10

Factors that could, individually or collectively, lead to negative rating

action/downgrade:

NORD/LB has headroom to emerge from the crisis with its VR intact, but this

outcome will depend on the ultimate depth and duration of the coronavirus

shock to the domestic economy. The VR would likely be downgraded if the

economic and financial market disruption arising from the coronavirus outbreak

reaches a level that places sustained pressure on asset quality or earnings that

ultimately make the bank's business model less sustainable. The failure to

manage the bank's turnaround would also likely result in a downgrade of the VR.

SUBORDINATED DEBT

The rating of the non-guaranteed Tier 2 subordinated notes is primarily sensitive

to the level of NORD/LB's VR.

Factors that could, individually or collectively, lead to positive rating

action/upgrade:

An upgrade of NORD/LB's VR or a buffer of Tier 1 and Tier 2 debt sustainably

exceeding 10% of risk-weighted assets.

Factors that could, individually or collectively, lead to negative rating

action/downgrade:

A downgrade of NORD/LB's VR.

NORD/LB CBB

NORD/LB CBB's IDRs, SR and senior unsecured debt rating are primarily

sensitive to changes in NORD/LB's Long-Term IDR and to a reassessment of

NORD/LB's propensity to support the subsidiary.

Factors that could, individually or collectively, lead to positive rating

action/upgrade:

An upgrade of NORD/LB's Long-Term IDR.

Factors that could, individually or collectively, lead to negative rating

action/downgrade:
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A downgrade of NORD/LB's Long-Term IDR or a reduction of the subsidiary's

strategic importance to the parent.

Particularly a termination of NORD/LB's declaration of backing for the bank,

which we think is unlikely in the short term, could lead to a downgrade of

NORD/LB CBB's IDR.

BEST/WORST CASE RATING SCENARIO

Ratings of Financial Institutions issuers have a best-case rating upgrade scenario

(defined as the 99th percentile of rating transitions, measured in a positive

direction) of three notches over a three-year rating horizon; and a worst-case

rating downgrade scenario (defined as the 99th percentile of rating transitions,

measured in a negative direction) of four notches over three years. The complete

span of best- and worst-case scenario credit ratings for all rating categories

ranges from 'AAA' to 'D'. Best- and worst-case scenario credit ratings are based

on historical performance. For more information about the methodology used to

determine sector-specific best- and worst-case scenario credit ratings

https://www.fitchratings.com/site/re/10111579.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY
DRIVER OF RATING

The principal sources of information used in the analysis are described in the

Applicable Criteria.

PUBLIC RATINGS WITH CREDIT LINKAGE TO OTHER RATINGS

NORD/LB's IDRs are driven by institutional support from SFG. NORD/LB's CBB

IDRs are driven by institutional support from NORD/LB.

ESG CONSIDERATIONS

ESG issues are credit neutral or have only a minimal credit impact on the

entity(ies), either due to their nature or the way in which they are being managed

by the entity(ies).  For more information on Fitch's ESG Relevance Scores, visit

www.fitchratings.com/esg.

Additional information is available on www.fitchratings.com

https://www.fitchratings.com/site/re/10111579
http://www.fitchratings.com/esg
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APPLICABLE CRITERIA

ADDITIONAL DISCLOSURES

Dodd-Frank Rating Information Disclosure Form

Solicitation Status

Endorsement Policy

ENDORSEMENT STATUS

DISCLAIMER

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND

DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY

FOLLOWING THIS LINK:

HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN

ADDITION, THE FOLLOWING

https://www.fitchratings.com/site/dam/jcr:6b03c4cd-611d-47ec-b8f1-

183c01b51b08/Rating%20Definitions%20-

%203%20May%202019%20v3%206-11-19.pdf DETAILS FITCH'S RATING

DEFINITIONS FOR EACH RATING SCALE AND RATING CATEGORIES,

INCLUDING DEFINITIONS RELATING TO DEFAULT. PUBLISHED RATINGS,

CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL

TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF

INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT

POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF

CONDUCT SECTION OF THIS SITE. DIRECTORS AND SHAREHOLDERS

RELEVANT INTERESTS ARE AVAILABLE AT

HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE

PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS

RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR

WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN

BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE

FITCH WEBSITE.

READ LESS

COPYRIGHT

Bank Rating Criteria (pub. 28 Feb 2020) (including rating assumption sensitivity)

NORD/LB Luxembourg S.A. Covered Bond Bank EU Issued

Norddeutsche Landesbank Girozentrale EU Issued

https://www.fitchratings.com/research/structured-finance/covered-bonds/fitch-revises-nord-lb-outlook-to-negative-affirms-idr-at-a-06-04-2020/dodd-frank-disclosure
https://www.fitchratings.com/regulatory
https://www.fitchratings.com/UNDERSTANDINGCREDITRATINGS
https://www.fitchratings.com/site/dam/jcr:6b03c4cd-611d-47ec-b8f1-183c01b51b08/Rating%20Definitions%20-%203%20May%202019%20v3%206-11-19.pdf
https://www.fitchratings.com/site/regulatory
https://www.fitchratings.com/research/banks/bank-rating-criteria-28-02-2020
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is solely responsible for a rating or a report. The rating does not address the risk

of loss due to risks other than credit risk, unless such risk is specifically

mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch

reports have shared authorship. Individuals identified in a Fitch report were

involved in, but are not solely responsible for, the opinions stated therein. The

individuals are named for contact purposes only. A report providing a Fitch rating

is neither a prospectus nor a substitute for the information assembled, verified

and presented to investors by the issuer and its agents in connection with the

sale of the securities. Ratings may be changed or withdrawn at any time for any

reason in the sole discretion of Fitch. Fitch does not provide investment advice of

any sort. Ratings are not a recommendation to buy, sell, or hold any security.

Ratings do not comment on the adequacy of market price, the suitability of any

security for a particular investor, or the tax-exempt nature or taxability of

payments made in respect to any security. Fitch receives fees from issuers,

insurers, guarantors, other obligors, and underwriters for rating securities. Such

fees generally vary from US$1,000 to US$750,000 (or the applicable currency
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issued by a particular issuer, or insured or guaranteed by a particular insurer or

guarantor, for a single annual fee. Such fees are expected to vary from

US$10,000 to US$1,500,000 (or the applicable currency equivalent). The

assignment, publication, or dissemination of a rating by Fitch shall not constitute

a consent by Fitch to use its name as an expert in connection with any

registration statement filed under the United States securities laws, the Financial

Services and Markets Act of 2000 of the United Kingdom, or the securities laws

of any particular jurisdiction. Due to the relative efficiency of electronic

publishing and distribution, Fitch research may be available to electronic

subscribers up to three days earlier than to print subscribers. 
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holds an Australian financial services license (AFS license no. 337123) which

authorizes it to provide credit ratings to wholesale clients only. Credit ratings

information published by Fitch is not intended to be used by persons who are
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Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange

Commission as a Nationally Recognized Statistical Rating Organization (the

"NRSRO"). While certain of the NRSRO's credit rating subsidiaries are listed on

Item 3 of Form NRSRO and as such are authorized to issue credit ratings on

behalf of the NRSRO (see https://www.fitchratings.com/site/regulatory), other
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the NRSRO. However, non-NRSRO personnel may participate in determining

credit ratings issued by or on behalf of the NRSRO.

https://www.fitchratings.com/site/regulatory
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READ LESS

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained at the request of the

rated entity/issuer or a related third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch's approach to ratings endorsement so that ratings produced outside the EU

may be used by regulated entities within the EU for regulatory purposes,

pursuant to the terms of the EU Regulation with respect to credit rating agencies,

can be found on the EU Regulatory Disclosures page. The endorsement status of

all International ratings is provided within the entity summary page for each

rated entity and in the transaction detail pages for all structured finance

transactions on the Fitch website. These disclosures are updated on a daily basis.
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