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Santander Consumer Bank AG

Mortgage Pfandbriefe

Covered bonds rating/Outlook  AAA/Stable Asset type Residential mortgages
Issuer Default Rating/Outlook  A-/Negative/F2 Cover assets (EURm) 1,168
Resolution uplift 2 notches Covered bonds (EURm) 1,000
Payment continuity uplift 4 notches Nominal OC (%) 16.7
Recovery uplift 2 notches Breakeven OC (%) 8.5
Unused notches for rating 2 OC Fitch considers in its 12.5
analysis (%)

Credit loss (%) 2.9 Basis of OC relied upon Lowest of the last 12

months
ALM loss (%) 5.8 Covered bonds maturity Hard bullet

type

Notes: OC - Overcollateralisation. ALM - Asset and Liability Management. Data as of December 2020
Source: Fitch Ratings

Key Rating Drivers

Two-Notch Rating Cushion: The ‘AAA’ Pfandbriefe rating is based on Santander Consumer
Bank AG’s (SCB) Long-Term Issuer Default Rating (IDR) of ‘A-’, a resolution uplift of two
notches, a payment continuity uplift (PCU) of four notches and a recovery uplift of two notches.
The rating is also based on the overcollateralisation (OC) of 12.5% considered by Fitch Ratings
in its analysis. This is higher than the agency’s ‘AAA’ break-even OC of 8.5%. The two-notch
buffer against a downgrade of the IDR supports the Stable Outlook on the Pfandbriefe rating.

Four-Notch PCU: The four-notch PCU reflects the liquidity protection for principal and interest
payments provided by the 180-day liquidity reserve as stipulated under the Pfandbrief law. The
upcoming transposition of the European Covered Bond Directive in Germany could lead to
additional protection for Pfandbrief holders in terms of payment continuity, by introducing a
conditional 12-month maturity extension option. This could create an additional buffer against
issuer rating downgrade for the programme.

‘AAA’ Break-even OC: The ‘AAA’ break-even OC of 8.5% supports timely payments in a ‘AA’
stress scenario and recoveries given default in line with a two-notch recovery uplift under
Fitch’s criteria.

ALM Loss Currently Drives Breakeven OC: The asset and liability management (ALM) loss
component, which represents the non-credit-loss component of the breakeven OC and reflects
the modelled maturity and interest rate mismatches, is the main component of the ‘AAA’ break-
even OC. It is based on a worst-case scenario that assumes an issuer default occurs just before
the next bond matures. This reflects the need for stressed asset sales to meet the bond payment
in a decreasing interest rate environment, in which assets may reset to a lower yield.

The ALM loss component would also be influenced by the introduction of extendible maturities
in the German Pfandbrief Law. A maturity extension would grant the cover pool administrator
additional time to secure alternative refinancing options and should also lower the risk that
stressed asset sales are needed to meet payments to covered bondholders. This would be
reflected in Fitch’s modelling of asset liability mismatches and could lead to a lower ALM Loss
component and reduced Fitch breakeven OC for a given rating.

Coronavirus Impact: Fitch acknowledges the uncertainty and volatility related to the
coronavirus pandemic. The agency has evaluated and considers SCB’s business continuity plan
adequate to minimise disruptions in the collection process. During a severe crisis, portfolio
delinquencies and losses could increase as a result of reduced income or temporary job losses.
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Programme Highlights

Granular Residential Mortgage Portfolio: At end-December 2020, the cover pool comprised
23,578 German residential mortgage borrowers with an average loan size of EUR57,500. The
top 10 borrowers in the cover pool make up 0.4% of the assets. The portfolio, combined with the
low weighted average current loan-to-value of 44.9%, would allow for outstanding recoveries.
The cover pool is also regionally well diversified with loan exposures in similar proportion to the
distribution of inhabitants in Germany.

Cover Pool

Characteristics as of 31 December 2020?

General

Current principal balance (EURm) 1,117.5 Average loansize (EUR) 57,500

Number of loans 19,432 Payment type (%)

Number of borrowers 23,578 Annuity 97

WA current loan-to-value (%) 44.9 Principal & interest 0
Interest-only 3

Loan characteristics (%) Occupancy type (%)

Residential mortgage loans to individuals 100 Owner-occupied 89.4

Fixed-rate loans with periodic resets 100 Multi-family housing 2.7

Loansin arrears 0 Construction 0.0
Other/unknown 10.6

2 Excluding substitute assets
Source: Fitch Ratings, SCB

Coronavirus Weakens Asset Performance Outlook: We expect a temporary weakening in
borrowers’ ability to keep up with mortgage payments due to the economic impact of the
coronavirus pandemic, although measures such as employee furlough schemes and support for
self-employed borrowers should buffer the near-term impact.

No Additional Impact from Payment Holidays: The pool cut underlying the analysis in this
report did not contain any loans subject to payment holiday provisions at 31 December 2020.
The relevant moratorium has expired in Germany and loans have reverted to a normal
amortisation.

Low Market Risks: The programme has no foreign-exchange exposure, as assets and liabilities
are exclusively denominated in euros. The outstanding fixed-rate Pfandbriefe are also secured
purely by fixed-rate assets and the maturity profile of loans is evenly distributed.

Assets and Liabilities Unstressed Amortisation Profile
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Peer Comparison

The table at the bottom of the page compares the key rating drivers for the covered bond
programme with other Fitch-rated residential mortgage covered bond programmes with similar
characteristics.

The ‘AAA’ breakeven OC for SCB’s covered bond programme is 8.5%. This is lower than the
‘AAA’ breakeven OC for Sparkasse Hannover (SPK Hannover) of 10.5% and for Coventry
Building Society of 14.3%.

In the case of SCB, the ALM loss of 5.8% mainly reflects a worst-case scenario that assumes an
issuer default occurs just before the first bond maturity, which triggers the need of a stressed
asset sale to meet the bond payment. The component is driven by the excess spread available in
the programme, the amortisation profile of the assets and the interest rate scenario modelled.
The ALM Loss component for SCB is lower than Coventry’s because, despite SCB'’s
concentrated bond maturities, the mortgage loans’ maturity profile is evenly distributed. SPK
Hannover is rated ‘AAA’ based on the IDR plus resolution uplift plus two notches of recovery
uplift. In this case, there is no cash flow modelling.

The credit loss component of 2.9% for SCB'’s cover assets is lower than for SPK Hannover, since
its pool consists entirely of residential mortgage loans whereas SPK Hannover’s also includes
commercial mortgage loans. SPK Hannover’s credit loss component is also based on a ‘AAA’
rating scenario, whereas SCB'’s is based on the ‘AA’ scenario. SCB’s credit loss component is
broadly in line with Coventry, which also has a purely residential pool. The 2.8% ‘AA’ expected
loss for SCB is based on a 10% weighted average foreclosure frequency and a 72% weighted
average recovery rate, which is floored at the minimum loss assumption for German mortgage
loans under the European RMBS Rating Criteria.

Please see Fitch’s Covered Bond Surveillance Snapshot (January 2021) and the related Excel file
for a detailed comparison of rating drivers across all Fitch-rated covered bond programmes.

Peer Comparison: Key Rating Drivers

Santander Consumer
Bank AG - Sparkasse Hannover -
Mortgage Pfandbriefe Mortgage Pfandbriefe

Coventry Building
Society - Mortgage
Covered Bonds

IDR/Outlook A-/Negative A+/Negative A-/Negative
Resolution uplift (notches) 2 2 2
PCU (notches) 4 4 6
Recovery uplift (notches) 2 2 1
‘B’ portfolio loss rate (%) 0.4 0.4 0.4
‘AAA’ breakeven OC (%) 8.5 10.5 14.3
Breakeven OC components (%)

Credit loss 2.9 10.5 3.3
ALM loss 5.8 - 10.9

Source: Fitch Ratings, data at February 2021

Covered Bonds
Germany

Applicable Criteria

Covered Bonds Rating Criteria
(November 2020)

European RMBS Rating Criteria
(December 2020)

Bank Rating Criteria (February 2020)

Structured Finance and Covered Bonds
Interest Rate Stresses Rating Criteria
(November 2020)

Structured Finance and Covered Bonds
Country Risk Rating Criteria

(September 2020)

Structured Finance and Covered Bonds
Counterparty Rating Criteria (January 2020)

Related Research

Fitch Affirms Santander Consumer Bank AG's
IDR at 'A-'/Negative; VR at 'a-'

(September 2020)

Pfandbrief Act Proposals Would Reduce
Payment Interruption Risk (October 2020)

Covered Bonds Surveillance Snapshot
(January 2021)

Covered Bonds Protection Dashboard
(February 2021)

Structured Finance and Covered Bonds ESG
Relevance Heatmap - 4Q20 (January 2021)
Fitch Ratings 2021 Outlook: Global Covered
Bonds (November 2020)

German Home Price Data Consistent with
Regional Demand Trends (February 2021)
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Diagram of a Pfandbrief Issuance
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Source: Fitch Ratings

List of Outstanding Mortgage Covered Bonds as of February 2021

ISIN Currency Amount (m) Maturity
XS1727499680 EUR 500 5 December 2024
XS52114143758 EUR 500 14 February 2030

Source: Fitch Ratings, SCB
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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.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND
DISCLAIMERS BY FOLLOWING THIS LINK: HTTPS://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. 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. FITCH MAY
HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR WHICH THE LEAD ANALYST IS BASED IN AN ESMA- OR FCA-REGISTERED FITCH RATINGS COMPANY (OR BRANCH OF
SUCH A COMPANY) CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH RATINGS WEBSITE.

Copyright © 2021 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-
4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights
reserved. Inissuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual information
it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the
factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from
independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch’s factual
investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the
requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and
nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing third-party
verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other
reports provided by third parties, the availability of independent and competent third-party verification sources with respect to the particular
security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings and reports should understand that
neither an enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection
with arating or areport will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information
they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must rely on the
work of experts, including independent auditors with respect to financial statements and attorneys with respect to legal and tax matters.
Further, ratings and forecasts of financial and other information are inherently forward-looking and embody assumptions and predictions
about future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts
can be affected by future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant
that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of
individuals, 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 fromissuers, 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 equivalent)
per issue. In certain cases, Fitch will rate all or a number of issues 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.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd 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 retail clients within the meaning of the Corporations Act 2001.
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