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BAWAG P.S.K. - Mortgage Covered Bonds
Growing share of Dutch mortgages in cover pool is credit
positive

Summary
Austrian bank BAWAG P.S.K. (A2 Stable, A1(cr), baa1)1 is increasing the share of Dutch loans
in its mortgage covered bond pool, a credit positive.

» Dutch mortgages increase cover pool diversification. BAWAG plans to increase the
share of Dutch loan in its mortgage covered bond pool to above 10% by the end of 2020.
Austrian mortgages make up most of BAWAG's cover pool, so the growing share of Dutch
loans increases pool diversification, a credit positive.

» Expected default probability is particularly low for Dutch mortgages. We assume
particularly low default probabilities for Dutch residential mortgages. As a result, we
expect the growing share of Dutch mortgages in the BAWAG cover pool will be positive.
Our collateral score for BAWAG's cover pool improved in the second quarter of 2020
because of the issuer's addition of Dutch mortgages.

» Dutch cover pool mortgages benefit from government guarantee scheme. All
Dutch mortgages in BAWAG's cover pool benefit from the Dutch national mortgage
guarantee scheme, which may substantially reduce losses on cover pool mortgages if
borrowers default, a credit positive.

» Euro-denominated Dutch mortgages do not increase foreign currency risk. All
Dutch mortgages in BAWAG's cover pool are Euro-denominated, so they do not increase
foreign currency risks. This differs to BAWAG's addition of Swiss Franc-denominated
residential mortgages to the cover pool in 2019, which increased foreign currency risk.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1241830
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Dutch mortgages increase cover pool diversification
Austrian bank BAWAG increased the share of Dutch loans in its mortgage covered bond pool to almost 9% by June and plans to
increase this to above 10% by the end of 2020.2 The growing share of Dutch mortgages increases cover pool diversification, a credit
positive for BAWAG's mortgage covered bonds.

BAWAG started originating Dutch residential mortgages at the end of 2019 and added Dutch loans to its cover pool from the first
quarter of 2020. By 30 June, the share of Dutch mortgages in the cover pool was 8.9%, up from 1.1% at 31 March. Austrian mortgages
make up most of BAWAG's cover pool, so the growing share of Dutch loans increases pool diversification.

It is common for Austrian covered bond programmes to include foreign assets in cover pools. However, the share of foreign assets
in BAWAG's cover pool is much higher than average for Austrian cover pools. The share of foreign assets is also usually higher in
commercial sub-pools than in residential sub-pools in Austria, but this is not the case for BAWAG. Between 2014 and 2020, the share
of foreign assets in Austrian mortgage programmes we rated averaged 1% in residential sub-pools (with the highest share of around
2%-3% in 2015) and 7.7% in commercial sub-pools (with the highest share of around 10%-12% in 2014-2015), as Exhibit 1 shows.

Exhibit 1

Share of foreign residential mortgages in Austrian cover pools is low on average
Simple average share of non-Austrian assets in mortgage cover pools as % of total pool
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Expected default probability for Dutch mortgages is particularly low
We assume particularly low default probabilities for Dutch residential mortgages. As a result, we expect the growing share of Dutch
mortgages in the BAWAG cover pool will be positive. We base our default probabilities on benchmark loan features, which vary in each
country.3

Our collateral score for BAWAG's cover pool improved in the second quarter of 2020 because of the issuer's addition of the Dutch
mortgages. We expect our collateral score for BAWAG's cover pool will continue to improve as the share of Dutch loans increases,
given the low default probability for Dutch loans. The collateral score is our measure of cover pool quality.

As of 30 June, our collateral score for BAWAG's cover pool was 6.3% (Exhibit 2), which is significantly better than the Austrian market
average of 9.1% and largely reflects the quality of the pool's residential mortgages, given these accounted for 89.0% of the total pool
as of June (Exhibit 3).

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

BAWAG mortgage cover pool collateral score improved in the second quarter of 2020
Collateral score and contribution to the score by asset type
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Exhibit 3

Most assets in BAWAG cover pool are residential mortgages
Total outstanding cover pool balance and share of balance by asset type
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Dutch cover pool mortgages benefit from government guarantee scheme
All Dutch mortgages in BAWAG's cover pool benefit from the Dutch national mortgage guarantee scheme (Nationale Hypotheek
Garantie, or NHG), which is credit positive.

Under the NHG, the Homeownership Guarantee Fund (Stichting Waarborgfonds Eigen Woningen, Aaa)4 covers losses to lenders after
the foreclosure process for defaulted loans.5 This guarantee may substantially reduce losses on cover pool mortgages if borrowers
default.

Euro-denominated Dutch mortgages do not increase foreign currency risk
All Dutch mortgages in BAWAG's cover pool are Euro-denominated, so they do not increase foreign currency risks.

This differs to BAWAG's addition of Swiss Franc-denominated residential mortgages to the cover pool in the fourth quarter of 2019,
which increased foreign currency risk and worsened the pool's collateral score. The Swiss Franc-denominated residential mortgages
were 6.4% of BAWAG's total cover pool as of 30 June.6
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Moody’s related publications
Rating Methodology

» Moody's Approach to Rating Covered Bonds, June 2020

» Moody’s Approach to Rating RMBS Using the MILAN Framework, May 2020

Sector research

» Covered Bonds: Sector update – Q1 2020: Coronavirus outbreak not yet reflected in performance, May 2020

» Covered Bonds - Europe: 2020 Outlook - Credit quality will remain strong despite slowing global economy, December 2019

» Covered bonds - Global: 2020 Outlook, December 2019

» Covered Bonds - Austria: Sector update - Robust fundamentals support credit quality, December 2019

» Structural Protection Mechanisms for Non-EEA Assets in German Cover Pools, July 2014

Performance Overview

» BAWAG P.S.K. - Mortgage Covered Bonds, July 2020

Webpages

» Covered Bonds: www.moodys.com/coveredbonds

» Covered Bond Legal Frameworks: www.moodys.com/Pages/CoveredBondLegalFrameworks.aspx

To access any of these reports or webpages, 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.
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Endnotes
1 The bank ratings shown in this report are the LT bank deposits rating, LT counterparty risk assessment and adjusted baseline credit assessment.

2 BAWAG's mortgage covered bonds programme is governed by the Austrian Covered Bond Act (Gesetz betreffend fundierte Bankschuldverschreibungen).

3 See Moody’s Approach to Rating RMBS Using the MILAN Framework, May 2020.

4 The Dutch government and municipalities represented by the Association of Dutch Municipalities (Vereniging Nederlandse Gemeenten) set up the
Stichting Waarborgfonds Eigen Woningen.

5 Subject to a loss coverage formula.

6 As of 30 June, 5.6% of the cover pool were Swiss Franc-denominated residential mortgages and 0.8% were Swiss Franc-denominated commercial
mortgages.
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