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Fitch Downgrades Santander's Legacy Hybrid Preferred
Securities to 'CCC'

Fitch Ratings-Barcelona-02 October 2020:

Fitch Ratings has downgraded three of Banco Santander, S.A.'s (A-/Negative) legacy hybrid

preferred securities to 'CCC' from 'BB'. The downgrades reflect the heightened non-performing

risks of these securities due to their profit test trigger and our expectation that the bank will report

a net loss in the unconsolidated accounts of the parent bank in 2020. The three notes have the

following ISINs: US05971K4067, XS0307728146 and XS0202197694.

Santander's Issuer Default Ratings, Viability Rating and other debt ratings are unaffected by this

rating action.

Key Rating Drivers

The notes' ratings reflect Fitch's view that there is a heightened risk that these hybrid securities will

become non-performing in 2021 as reported distributable profit, which excludes reserves under

the original terms of the notes, is a distribution trigger. Therefore, a net loss reported in the

unconsolidated accounts of the parent bank would prevent Santander from paying coupons on

these securities under the terms and conditions of the notes.

We expect that Santander will report a net loss in unconsolidated accounts of the parent bank for

2020 as the result of a sizeable one-off negative impact from impairments on investments in some

of its foreign subsidiaries recorded in 1H20. In our view, Santander will not generate sufficient

profit in 2H20 to offset these one-offs and will not be able to make coupon payments on these

legacy hybrid preferred securities.

The ratings on the securities reflect our expectation that the economic losses to investors in these

securities in case of non-performance will be very low (below 10%) as the coupon payments should

resume in 2022, if the bank returns to profitability in 2021 as we expect. In our view, Santander

remains structurally profitable, as reflected in its VR and earnings and profitability score of 'a-',

which is one of Santander's rating strengths.

RATING SENSITIVITIES



Factors that could, individually or collectively, lead to positive rating action/upgrades:

The securities' ratings are primarily sensitive to Santander returning to profitability in 2021, which

would allow the hybrid securities to return to performing status. At that point, we will use the

bank's VR as the anchor rating and we expect that these legacy hybrid preferred securities will

likely be rated five notches below Santander's VR to reflect higher loss severity risk of these

securities when compared with average recoveries (two notches from the VR), as well as high risk

of non-performance (an additional three notches) due to a profit test.

Factors that could, individually or collectively, lead to negative rating action/downgrades:

The securities could be downgraded if we expect that Santander will continue to report losses on

an unconsolidated basis at the parent bank level in 2021 and beyond, resulting in a higher loss

severity for investors than we currently expect.

ESG Considerations

The highest level of ESG credit relevance, if present, is a score of 3. This means ESG issues are

credit-neutral or have only a minimal credit impact on the entity(ies), either due to their nature or

to 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.

Best/Worst Case Rating Scenario

International scale credit ratings of Financial Institutions and Covered Bond 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, visit

[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.



Banco Santander, S.A.

----preferred; Long Term Rating; Downgrade; CCC

Contacts:

Primary Rating Analyst

Cristina Torrella Fajas,

Senior Director

+34 93 323 8405

Fitch Ratings Espana. S.A.U.

Av. Diagonal 601

Barcelona 08028

Secondary Rating Analyst

Pau Labro Vila,

Director

+34 93 494 3464

Committee Chairperson

Christian Scarafia,

Senior Director

+44 20 3530 1012

Media Relations: Louisa Williams, London, Tel: +44 20 3530 2452, Email:

louisa.williams@thefitchgroup.com

Pilar Perez, Barcelona, Tel: +34 93 323 8414, Email: pilar.perez@fitchratings.com

Additional information is available on www.fitchratings.com

Applicable Criteria

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

Additional Disclosures

Dodd-Frank Rating Information Disclosure Form

Solicitation Status

Endorsement Status

Endorsement Policy

https://app.fitchconnect.com/search/research/article/RPT_10110041
https://www.fitchratings.com/site/dodd-frank-disclosure/10138310
https://www.fitchratings.com/site/pr/10138310#solicitation
https://www.fitchratings.com/site/pr/10138310#endorsement_status


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/RATING-DEFINITIONS-DOCUMENT 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 RATINGS

WEBSITE.
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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
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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 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



Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally
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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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