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Ratings

Scope affirms Banco Santander SA’s mortgage and public
sector covered bonds at AAA/Stable

The issuer's rating of AA- combined with fundamental credit support for the covered
bonds supports the highest achievable ratings for both covered bond programmes.

Rating action

Scope Ratings has today affirmed the AAA ratings® of the Spanish mortgage and public sector covered bonds issued by
Banco Santander SA (Santander). All ratings have a Stable Outlook. The ratings reflect Santander’stissuer rating of AA-
enhanced by fundamental credit support of up to six notches for the cédulas hipotecarias_(mortgage covered bonds)

and five notches for the cédulas territoriales (public sector covered bonds).
Rating rationale

The affirmation of the senior secured covered bonds reflects'the selid issuer rating of AA- (the analytical anchor for the
covered bonds issued by Santander) enhanced by the stable fundamental credit support available to the covered

bonds. This results in the highest achievable“rating. As such, cover pool support is not a rating driver.

Scope monitors the development of the covered bond programmes” risk profiles and performed a limited cover pool
analysis. The analysis identified whether cover pool support could further stabilise the ratings — if needed. The agency
used publicly available information and applied conservative'assumptions, concluding that additional rating stability is

likely forthe mortgage covered bond programme, but unlikely for the public sector programme.
Key rating drivers

Issuer rating (positive). Santander’s issuer rating reflects: i) a business model that has w ithstood crisis challenges,

w ith cost-efficient provision of retail and commercial banking services and resilient group profitability; i) globally
diversified revenue and earnings streams w ith strong market positions in several key markets including Spain, Portugal,
Argentina, Brazil, the UK, Mexico, Chile, and Poland; iii) ongoing improvement of capital, liquidity and funding positions
in recent years; and iv) the high likelihood that the European Banking Union will strengthen the regulatory and
supervisory framew ork. The Stable Outlook forthe rating is supported by evidence that Santander’s digital investments

can drive material business and revenue grow thand market share gains.

Fundamental credit support (positive). The legal covered bond framew orkin Spain just meets Scope’s criteria fora

tw 0-notch rating uplift.

Four additional notches are granted for the Spanish mortgage covered bonds specifically. This reflects: i) their exclusion

from bail-in upon a potential regulatory intervention in the issuer; ii) the very high likelihood of regulators maintaining the

1 The creditrating and outlook(s) provided in thisdocument are deemedinside information and may not be shared withany unaut horised third
party.
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issuer as a going concern; iii) the high ongoing systemic importance of mortgage covered bonds in Spain and the high
visibility of Santander; and iv) the cohesion of Spain’s covered bond stakeholders and their willingness to preserve and
enhance the bonds as an attractive funding instrument. This equates to a total fundamental credit support-based uplift of

six notches above issuer rating for these covered bonds.

The Spanish public sector covered bonds w ere granted three notches for fundamental credit support in addition to the
tw o notches from the Spanish legal framew ork (five-notch uplift in total). This reflects the bonds’ low er systemic
importance as they fund the domestic public sector, their low er visibility on the capital markets, and that only a few

Spanish banks use this instrument opportunistically.
Rating-change drivers

The covered bond ratings may be dow ngraded upon: i) an issuer rating dow ngrade by at least four and three notches
forthe mortgage and public sector covered bonds, respectively; i) a deterioration in Scope’s view on fundamental
support factors relevant to the issuer and Spanish covered bonds in general; and/or iii) the loss of the cover pools’ ability

to sustain the current ratings, if needed.
Transaction overview

For the mortgage programme, EUR 74.2bn of cover assets provided 89.9% of overcollateralisation forthe EUR 39bn of
covered bonds as of 30 June 2019. The cover pool is fully domestic and comprises mortgage loans in Madrid (26%),
Catalonia (18%), Andalusia (12%) and the rest of the autonomous communities in Spain. Of the total loans, 76% are
secured by residential and 24% by commercial properties. The indexed w eighted average loan-to-value ratio is 65.4%,

withthe Spanish act stipulating a limit of 80%. Scope assesses the credit risk for the mortgage loans as medium.

The collateral supporting the outstanding mortgage covered bonds can provide additionalrating stability. The regularly
available level of overcollateralisation is sufficient to mitigate credit and cash flow.risks. Scope calculated this level

based on public information and its limited cover pool analysis.

For the public sector programme, EUR 9.7bn of cover assets provided 68.5% of.overcollateralisation. for the EUR 5.8bn
of covered bonds as of 30 June 2019. The cover pool is fully domestic and consists of loans in Madrid (28%), Castile
and Leon (12%), Aragon-Navarre (11%) and the rest of the autonomous communities in Spain. Scope assesses the

credit risk for the Spanish public sectorloans as high, particularly.in an international context.

Collateral supporting the outstanding' public sector coveredbonds is currently insufficient to provide additional rating
stability. The regularly available level of overcollateralisation' is low er than the conservatively established support
needed to ensure'a very high likelihood of full repayment on the covered bonds. The level needed to provide additional
rating stability and to mitigate creditand cash flow risks w as calculated based on public information and Scope’s limited

cover pool analysis.

Research on the issuers as well as performance updates on the rated covered bonds can be found on ScopeOne.

Stress testing and cash flow analysis

No stress testing and no cash flow analysiswas performed. For fundamental credit support-based covered bond ratings, a simplified
cash flowrisk assessment is performed, however. The assessmentidentifieswhetherthe cover pool, including available
overcollateralisation, would be very likely to providerating stability in the event of an issuer downgrade.

Methodology
The methodology used for the ratings and rating outlooks is Scope’s Covered bond Rating Methodology which isavailable on
www.scoperatings.com.

Historical default rates of the entities rated by Scope Ratings can be viewed in the rating performance report on
https://www.scoperatings.com/#governance-and-policiesregulatory-ESMA Please also referto the central plattorm (CEREP) of the
European Securitiesand Markets Authority (ESMA): http://cerep.esma.europa.eu/cerep-web/statistics/defaults.xhtml. A comprehensive
clarification of Scope’sdefinitionsof default and rating notationscan be found at https://www.scoperatings.com/#governance -and-
policiegrating-scale.

The rating outlookindicatesthe most likely direction of the rating if the rating were to change withinthe next 12 to 18 months.

Solicitation, key sources and quality of information
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The rating was not requested by the rated entity or itsagents. The rated entity and/or its agents did not participate in the rating
process. Scope had no accessto accounts, management and/or other relevant internal documentsfor the rated entity orrelated third

party.
The following substantially material sourcesof informationwere used to prepare the creditrating: public domain, third parties and
Scope internal sources. Scope considers the quality of information available to Scope on the rated entity orinstrument to be

satisfactory. The information and data supporting Scope’sratingsoriginate from sources Scope considersto be reliableand accurate.
Scope doesnot, however, independently verify the reliability and accuracy of the information and data.

Priorto the issuance of the rating or outlookaction, therated entity wasgiven the opportunity to review the ratingand/or outlook and
the principal groundson which the credit rating and/or outlookisbased. Following that review, the ratingwas ended/not amended>
before being issued.

Regulatory disclosures
Thiscredit rating and/or rating outlookisissued by Scope Ratings GmbH.

Lead analyst MathiasPleissner, Director
Person responsible forapproval of the rating: Karlo Fuchs, Managing

The ratings/outlookswere first released as a publicrating by Scop
Sept. 2015 and regularly monitored since. Ratingsand outlookswe

updated on 22
ic to subscriptionratingson 29 August 2019.

Potential conflicts

Please see www.scoperatings.com. for a i ance of credit ratings.

Conditions of use/exclusion of liab
© 2019 Scope SE & Cg ope Ratings GmbH, Scope Analysis GmbH, Scope Investor
Services GmbH angd i ). All rights reserved. The information and data supporting

reliableand accurate. ) ependently verify the reliability and accuracy of the informationand data. Scope’s
ratings, rating reports, ini esearch and credit opinions are provided ‘asis without any representation or
warranty of any kind. In n all Scopeoritsdirectors, officers, employeesand other representatives be liable to any
party forany direct, indireg dtherdamages, expensesofany kind, orlosses arising from any use of Scope’s ratings,

rating reports, rating opinio esearch orcredit opinions. Ratingsand otherrelated creditopinionsissued by Scope are, and
have to be viewed by any pa opinionson relative creditriskand not a statement of fact or recommendation to purchase, hold or
sell securities. Past performance doesnot necessarily predict future results. Any reportissued by Scope isnot a prospectusor similar
document related to a debt security or issuing entity. Scope issues credit ratings and related research and opinions with the
understanding and expectation that partiesusing them will assess independently the suitability of each security forinvestme ntor
transaction purposes. Scope’scredit ratingsaddressrelative credit risk, they do not addressotherrisks such as market, liquidity,legal,
or volatility. The informationand data included herein isprotected by copyright and otherlaws. To reproduce, transmit, tra nsfer,
disseminate, translate, resell, or store for subsequent use forany such purpose the informationand data contained herein, contact
Scope RatingsGmbH at LennéstralRe 5 D-10785 Berlin.

Scope RatingsGmbH, LennéstraBe 5, 10785 Berlin, District Court for Berlin (Charlottenburg) HRB 192993B, Managing Directors:
Torsten Hinrichsand Guillaume Jolivet.
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