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Overall Evaluation of the Social Bond
Bayerische Landesbodenkreditansalt (BayernLabo) commissioned ISS ESG to assist with the reverification of its Social Bond Programme by confirming the three core elements to determine the
sustainability quality of the Bond:
1. BayernLabo’s Social Bond framework – benchmarked against the International Capital
Market Association's (ICMA) Social Bond Principles (SBPs).
2. The asset pool – whether the projects aligned with ISS ESG’s issue-specific key performance
indicators (KPIs) (See Annex 2).
3. BayernLabo’s sustainability performance, according to the ISS ESG Corporate Rating.

ISS ESG ASSESSMENT SUMMARY
SPO SECTION
Part 1:
Performance
against SBPs

Part 2:
Sustainability
quality of the
asset pool

Part 3:
Issuer
sustainability
performance

SUMMARY
The issuer has defined a formal concept for its Social
Bonds regarding use of proceeds, processes for project
evaluation and selection, management of proceeds and
reporting. This concept is in line with the ICMA SBPs.
The overall sustainability quality of the asset pool in terms
of sustainability benefits, risk avoidance and minimisation
is good based upon the ISS ESG Social Bond KPIs. The
Social Bond KPIs contain a clear description of eligible
asset categories which include: mortgage loans for
residential buildings and social housing.

EVALUATION1

Positive

Positive

All assets of the asset pool are located in Germany, a
highly regulated and developed country. Legislative
frameworks in this country sets minimum standards,
which reduce environmental and social risks.
The issuer itself shows a medium sustainability
performance and has been given a rating of C+, which
classifies it as ‘Prime’ by the methodology of the ISS ESG
Corporate Rating.
It is rated 1st out of 103 companies within its sector as of
05.12.2019. This equates to a high relative performance,
with a Decile Rank2 of 1.

Status: Prime
Rating: C+
Decile Rank: 1

1

ISS ESG’s evaluation will remain valid until any modification of the Sustainability Bond Framework or addition of new assets into the asset
pool by the issuer and as long as the Corporate Rating does not change (last modification on the 08.10.2018). The controversy check of the
underlying assets was conducted on the 03.12.2019.
2 Rank relative to industry group. 1 indicates a high relative ESG performance, while 10 indicates a low relative ESG performance.
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Contribution of the Social Bond to the UN SDGs
Based on the assessment of the sustainability quality of the social bond asset pool and using a
proprietary methodology, ISS ESG assessed the contribution of the BayernLabo’s social bond to the
Sustainable Development Goals defined by the United Nations (UN SDGs).
This assessment is displayed on 5-point scale (see Annex 2 for methodology):
Significant
Obstruction

Limited
Obstruction

No
Net Impact

Limited
Contribution

Significant
Contribution

Each of the bond’s Use of Proceeds categories has been assessed for its contribution to, or
obstruction of, the SDGs:
USE OF PROCEEDS

Mortgage loans for
residential buildings
and social housing

CONTRIBUTION OR
OBSTRUCTION

SUSTAINABLE DEVELOPMENT GOALS

Significant
contribution
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ISS ESG SPO ASSESSMENT
PART I: SOCIAL BOND PRINCIPLES
1. Use of Proceeds
The proceeds of the social bonds to be issued by BayernLabo (“the Social Bond”) will be exclusively
used to finance or refinance subsidised loans granted in the year of issuance of the respective bond
as well as loans from three preceding financial years from the following three BayernLabo loan
programmes (“Eligible Loans”):
Bavarian interest subsidy programme to promote home ownership
BayernLabo supports primarily young families in building or buying their own house or flat with the
aid of a low-interest loan by providing loans from the Bavarian interest subsidy programme to
promote home ownership.
The idea behind the Bavarian interest subsidy programme to promote home ownership is to enable
mainly young families to build or buy their own home. The subsidies on offer therefore depend on
the family’s annual gross income. All households whose total income does not exceed the income
threshold stated in Article 11 of BayWoFG, the Bavarian Housing Promotion Act can apply for a
subsidised loan. Within the confines of the Bavarian interest subsidy programme, BayernLabo offers
loan variants with a 10 or 15-year fixed interest rate and, as an additional alternative, with a 30-year
fixed interest rate (full repayment).
Bavarian modernisation programme
BayernLabo grants low-interest loans for eligible modernisations and renewal measures of rental
housing in apartment blocks as well as in in-patient elderly care facilities.
The objectives of the programme are to increase the utility value of housing, improve general
housing conditions, adapt housing to the needs of the elderly, save energy and water, reduce carbon
emissions as a result of modernisations, preserve and restore the urban function of older residential
areas, ensure a socially acceptable rent after modernisations and to guarantee housing is provided
to low-income households.
For a period of 10 years after modernisation, flats to be re-let must be rented to households, who’s
total income does not exceed certain income limits.
Municipal subsidised housing programme
With the municipal rental housing subsidy programme the Free State of Bavaria, together with
BayernLabo, supports Bavarian municipalities in their own construction of reasonably priced living
space. The programme benefits the construction, alteration, extension as well as the modernisation
and first purchase of rented flats. The aim of the programme is to promote residential buildings that
can be used in the long term and that correspond to the goal of an orderly urban development.
The target group of the municipal rental housing subsidy programme includes municipalities which
cannot construct or purchase housing on the housing market by their own efforts. The apartments
should also be made available to recognized refugees to an appropriate extent, in accordance with
local needs. It is the task of the respective municipality to coordinate this. The municipalities are also
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required to ensure socially acceptable rent so that apartments can be rent by low-income persons in
particular.
Details regarding the loan programmes included in the asset pool as of 31 December 2018 are listed
in the following table:
BAYERNLABO’S LOAN PROGRAMME

OUTSTANDING AMOUNT

Bavarian programme of low-interest loans for private housing

EUR 2,173 million

Bavarian modernisation programme

EUR 1,062 million

Municipal subsidized housing programme to create rental housing
in Bavaria
Total outstanding

EUR 83 million
EUR 3,318 million

Opinion: ISS ESG considers the Use of Proceeds description provided by BayernLabo’s Social Bond
Framework as complete, exhaustive and aligned with SBPs. Social benefits are described and
quantified.

2. Process for Project Evaluation and Selection
According to the Law on Bayerische Landesbank, BayernLabo acts in accordance with the guidelines
of the responsible ministry of the state in the implementation of its own programmes. State
approval authorities examine the eligibility criteria and decide on the funding applications. If the
eligibility requirements are met, an approval certificate is issued within the scope of the available
funds and delivered to BayernLabo.
The state funding guidelines regulate, among other things, the application and approval procedures,
including the selection of the buildings to be promoted.
BayernLabo is responsible for the issuance and administration of loans.

Opinion: ISS ESG considers the Process for Project Evaluation and Selection description provided by
BayernLabo’s Social Bond Framework as aligned with the SBPs. Moreover, the projects selected show
alignment with the sustainability strategy of the issuer.

3. Management of Proceeds
BayernLabo plans to engage an auditor to review and approve the use of the proceeds to finance
new and/or existing loans as part of the Bavarian interest subsidy programme to promote home
ownership, the Bavarian modernisation programme and the municipal programme to create rental
housing in Bavaria sub-portfolios.

Opinion: ISS ESG finds that Management of Proceeds proposed by BayernLabo is aligned with the
SBPs.
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4. Reporting
BayernLabo commits itself to annual reporting, beginning one calendar year after issuance. The
reporting will cover the following aspects:
•

Amount of the issuance and the total amount of outstanding Social Bonds.

•

Use of proceeds:
•

Number of flats subsidised in the calendar year of issuance in the Bavarian
programme of low interest loans for private housing offering reduced interest rates
for the promotion of homeownership.

•

Number of persons who have been enabled to build or acquire their own living
space through the Bavarian programme of low-interest loans for private housing.

•

Number of flats subsidised in the calendar year of issuance in the Bavarian
modernization programme.

•

Number of care places subsidised in the calendar year of the issuance in the
Bavarian modernisation programme.

•

Number of flats subsidised in the calendar year of issuance in the Municipal
subsidised housing programme.

•

Analogously, data of the three calendar years prior to the issuing year for which the
use of proceeds were used.

•

Funding examples in the three programmes financed through the use of proceeds.

Opinion: ISS ESG finds that the allocation and impact reporting proposed by BayernLabo is in line
with industry best practices.

External review
BayernLabo commissioned ISS ESG to provide a second-party opinion on its social bonds issuances.
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PART II: SUSTAINABILITY QUALITY OF THE ASSET POOL
Mortgage loans for residential buildings and social housing
As a Use of Proceeds category, mortgage loans for residential buildings and social housing have a
significant contribution to the SDG 1 “No Poverty” and SDG 11 “Sustainable cities and communities”.
Additionally, when considering the deeper ESG management, mortgage loans for residential
buildings and social housing can be associated to other SDGs.
The table below presents the findings of an ISS ESG assessment of the assets (re-) financed against
KPIs and the association with SDGs based on a mapping methodology.
ASSESSMENT AGAINST ISS ESG KPI

ASSOCIATION
WITH THE SDGS

A.1. Achieved energy efficiency of residential buildings and social housing

✓

100% of the projects must observe the requirements of the Energy
Saving Ordinance (Energieeinsparverordnung / EnEV) in the version
applicable at the time of credit application.



No information is available either on the annual primary energy
consumption or on energy performance certification with a minimum
energy performance labelled “B” (on a scale from H to A+).



No information is available on whether home improvement projects
reach or exceed a 20% energy efficiency improvement.

A.2. Social standards for construction

✓

100% of the projects are located in Germany where high labour and
health and safety standards are in place for construction and
maintenance work conducted by own employees and contractors (e.g.
ILO core conventions).
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A.3. Responsible treatment of customers with debt repayment problems

✓

For 100% of projects, pre-emptive actions to prevent client debt
repayment problems (e.g. proactively approaching customers
potentially at risk, use of responsible lending performance indicators,
long-term fixed interest rates) are in place.

✓

For 100% of projects, sustainable solutions for customers with debt
repayment problems are in place (e.g. forbearance measures,
foreclosure as a last resort).

✓

For 100% of projects, the creditor excludes the selling of contractually
serviced loans.

Controversy assessment
Due to a low controversy risk, ISS ESG does not carry out a controversy assessment for private
mortgage loans.
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PART III: ASSESSMENT OF BAYERNLABO’S ESG PERFORMANCE
The ISS ESG Corporate Rating provides a rating and then designates a company as ‘Prime3’ or ‘Not
Prime’ based on its performance relative to the industry sector. It is also assigned a Decile Rank,
indicating this relative industry group performance, with 1 indicating a high relative ESG
performance, and 10 a low relative ESG performance.
COMPANY

STATUS

Rating

DECILE RANK

BAYERNLABO

PRIME

C+

1

This means that the company performed well in terms of sustainability, both compared against
others in the industry and in terms of the industry-specific requirements defined by ISS ESG. In ISS
ESG’s view, the securities issued by the company therefore all meet the basic requirements for
sustainable investments.
As of 05.12.2019, this rating places BayernLabo 1st out of 103 companies rated by ISS ESG in the
Financials/ Commercial Banks & Capital Markets sector.
Key Challenges facing companies in term of sustainability management in this sector are:
▪
▪
▪
▪

Sustainability impacts of lending and other financial services/products
Customer and product responsibility
Statutory ESG-standards linked to the geographical allocation of the lending portfolio
Employee relations and work environment

For all of the key issues, BayernLabo rates above the average for the sector. A very significant
outperformance was achieved in “Customer and product responsibility” and “Employee relations
and work environment”
The company does not face significant controversy.
Details on the rating of the issuer can be found in Annex 1.

Robert Hassler, Head of ISS ESG Ratings
London/Munich/Rockville/Zurich

3

Prime is only awarded to the top sector performers, often less than 10% of companies within the respective sector.
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DISCLAIMER
1. Validity of the SPO: For BayernLabo’s potential Social Bond issuances occurring between
12/2019 and 12/2020.
2. ISS ESG uses a scientifically based rating concept to analyse and evaluate the environmental and
social performance of companies and countries. In doing so, we adhere to the highest quality
standards which are customary in responsibility research worldwide. In addition, we create a
Second Party Opinion (SPO) on bonds based on data from the issuer.
3. We would, however, point out that we do not warrant that the information presented in this
SPO is complete, accurate or up to date. Any liability on the part of ISS ESG in connection with
the use of these SPO, the information provided in them and the use thereof shall be excluded. In
particular, we point out that the verification of the compliance with the se- lection criteria is
based solely on random samples and documents submitted by the issuer.
4. All statements of opinion and value judgements given by us do not in any way constitute
purchase or investment recommendations. In particular, the SPO is no assessment of the
economic profitability and credit worthiness of a bond but refers exclusively to the social and
environmental criteria mentioned above.
5. We would point out that this SPO, in particular the images, text and graphics contained therein,
and the layout and company logo of ISS ESG and ISS-ESG are protected under copyright and
trademark law. Any use thereof shall require the express prior written consent of ISS. Use shall
be deemed to refer in particular to the copying or duplication of the SPO wholly or in part, the
distribution of the SPO, either free of charge or against payment, or the exploitation of this SPO
in any other conceivable manner.
The issuer that is the subject of this report may have purchased self-assessment tools and
publications from ISS Corporate Solutions, Inc. ("ICS"), a wholly-owned subsidiary of ISS, or ICS may
have provided advisory or analytical services to the issuer. No employee of ICS played a role in the
preparation of this report. If you are an ISS institutional client, you may inquire about any issuer's
use of products and services from ICS by emailing disclosure@issgovernance.com.
This report has not been submitted to, nor received approval from, the United States Securities and
Exchange Commission or any other regulatory body. While ISS exercised due care in compiling this
report, it makes no warranty, express or implied, regarding the accuracy, completeness or
usefulness of this information and assumes no liability with respect to the consequences of relying
on this information for investment or other purposes. In particular, the research and scores provided
are not intended to constitute an offer, solicitation or advice to buy or sell securities nor are they
intended to solicit votes or proxies.
ISS is an independent company owned by entities affiliated Genstar Capital ("Genstar"). ISS and
Genstar have established policies and procedures to restrict the involvement of Genstar and any of
Genstar's employees in the content of ISS' reports. Neither Genstar nor their employees are
informed of the contents of any of ISS' analyses or reports prior to their publication or
dissemination. The issuer that is the subject of this report may be a client of ISS or ICS, or the parent
of, or affiliated with, a client of ISS or ICS.
© 2019 | Institutional Shareholder Services and/or its affiliates
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ANNEX 1: ISS ESG Corporate Rating
The following pages contain extracts from BayernLabo’s 2019 ISS ESG Corporate Rating.
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ANNEX 2: Methodology
ISS ESG Social Bond KPIs
The ISS ESG Social Bond KPIs serves as a structure for evaluating the sustainability quality – i.e. the
social and environmental added value – of the use of proceeds of BayernLabo’s Social Bond.
It comprises firstly the definition of the use of proceeds category offering added social and/or
environmental value, and secondly the specific sustainability criteria by means of which this added
value and therefore the sustainability performance of the assets can be clearly identified and
described.
The sustainability criteria are complemented by specific indicators, which enable quantitative
measurement of the sustainability performance of the assets and which can also be used for
reporting.
To review the KPIs used in this SPO, please contact Federico Pezzolato (details on the following page)
who will send them directly to you.

Asset evaluation methodology
ISS ESG evaluates whether the assets included in the asset pool match the eligible project category
and criteria listed in the Social Bond KPIs.
All percentages refer to the amount of assets within one category (e.g. wind power). Additionally,
the assessment “no or limited information is available” either indicates that no information was
made available to ISS ESG or that the information provided did not fulfil the requirements of the ISS
ESG Social Bond KPIs.
The evaluation was carried out using information and documents provided to ISS ESG on a
confidential basis by BayernLabo (e.g. Due Diligence Reports). Further, national legislation and
standards, depending on the asset location, were drawn on to complement the information
provided by the issuer.

Assessment of the contribution and association to the SDG
The 17 Sustainable Development Goals (SDGs) were endorsed in September 2015 by the United
Nations and provide a benchmark for key opportunities and challenges toward a more sustainable
future. Using a proprietary method, ISS ESG identifies the extent to which BayernLabo’s Social Bond
contributes to related SDGs and has a positive association with their respective sub-targets.
The contribution assessment is split into two Levels:
1. Level 1: Contribution and/or obstruction of the Use of Proceeds categories to be financed
through the bond to the UN SDGs
2. Level 2: Association of the assets’ ESG performance with further SDGs
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About ISS ESG SPO
ISS ESG is one of the world’s leading rating agencies in the field of sustainable investment. The
agency analyses companies and countries regarding their environmental and social performance.
As part of our Sustainable (Green & Social) Bond Services, we provide support for companies and
institutions issuing sustainable bonds, advise them on the selection of categories of projects to be
financed and help them to define ambitious criteria.
We assess alignment with external principles (e.g. the ICMA Green / Social Bond Principles), analyse
the sustainability quality of the assets and review the sustainability performance of the issuer
themselves. Following these three steps, we draw up an independent SPO so that investors are as
well informed as possible about the quality of the bond / loan from a sustainability perspective.
Learn more: https://www.isscorporatesolutions.com/solutions/esg-solutions/green-bond-services/
For Information about SPO services, and this Social Bond, contact:
Federico Pezzolato
Federico.Pezzolato@isscorporatesolutions.com
SPO@isscorporatesolutions.com
+44.20.3192.5760
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