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Key Takeaways

— Total arrears in S&P Global Ratings' U.K. nonconforming RMBS index stood at 10.16% at the end of Q2 2022, the lowest level since
we began producing the index.

— Current cost of living pressures could soon cause arrears to rise. Borrowers with variable-rate loans could see additional stress due
to the accompanying rise in mortgage rates and higher mortgage payments.

— Inthis article, we look beyond headline arrears figures to alternative metrics that we will monitor during the cost of living crisis. We
believe that these metrics could provide early signals of future deterioration in RMBS transaction performance.

— Inourview, nonconforming RMBS collateral will be more severely affected by the cost of living crisis than the collateral typically
backing prime and buy-to-let transactions, as discussed in our recent publication: "Cost Of Living Crisis: How Bad Could It Get For
U.K. RMBS?," published on May 20, 2022.

— Based on our most recent macroeconomic forecasts, we have maintained our mortgage market outlook for the U.K. to reflect
uncertain economic conditions and increased credit risk. This continues to affect our ‘B’ foreclosure frequency assumption for the
archetypal pool (see "Residential Mortgage Market Outlooks Maintained For 15 European Jurisdictions Following Revised Economic
Forecasts," published on April 28, 2022).
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U.K. Nonconforming RMBS Arrears Have Been Broadly Stable So Far

U.K. Nonconforming RMBS Total Arrears Index
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S&P Global Ratings' total arrears index for U.K. nonconforming
RMBS stood at 10.16% at the end of Q2 2022--the lowest level
since we began producing the index.

This latest downtrend is driven by a decrease in arrears for pre-
2014 collateral, slightly offset by an increase for post-2014
mortgage loan originations, which to some degree reflects the
respective assets' seasoning and the expected build-up of
some arrears from a low level at transaction issuance.

However, headline arrears figures alone give only a limited
indication of future arrears performance.



New Arrears Could Be A Leading Indicator Of Future Arrears Growth

New Arrears Per Quarter New Arrears Versus Next 18-Month Arrears Growth
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New arrears as % of arrears stock
Source: U.K. Financial Conduct Authority, Bank of England Source: U.K. Financial Conduct Authority, Bank of England

— The U.K. Financial Conduct Authority (FCA) collects mortgage origination and performance information from lenders through the Mortgage
Lending and Administration Return (MLAR).

- These data show a historical relationship between the scale of new arrears in a quarterly reporting period and the longer-term growth in
arrears over, say, the following 18 months. In other words, there is a degree of "momentum" in arrears growth.

— There are clearly some limitations to this data. For example, the limited history beginning in 2007 means that observations surrounding
downturn performance are effectively only based on the 2007-2009 period. The MLAR also covers a broad swathe of the U.K. mortgage
market, rather than being solely focused on the type of collateral backing U.K. nonconforming RMBS.

- However, we would expect similar behavior for nonconforming collateral and will monitor new arrears as a potential indicator of future
arrears growth.
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New Arrears Are Typically Higher For Nonconforming Collateral

— We have used loan level surveillance data to

calculate a new arrears metric for the pools New Arrears As A Percentage Of Arrears Stock, U.K. Nonconforming RMBS
backing U.K. nonconforming RMBS

transactions that we rate based on loans iﬂ mOverall ®Pre-2014 collateral Post-2014 collateral
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seasoning. In these cases, a larger proportion
of arrears are new arrears. Source: S&P Global Ratings.
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Another Metric: New Arrears As A Percentage Of Collateral Balance

New Arrears As A Percentage Of Pool Balance, U.K. Nonconforming RMBS

mm Overall

w

N

New arrears %

RN

Source: S&P Global Ratings.

S&P Global
Ratings

mm Pre-2014 Collateral

Post-2014 Collateral

O}\

= CUrrent balance of collateral (Ebn)

0 I | I I I I I I I
&) &) ) Q Q Q Q N N N N a,
N Q N o o o o O o o o q)
> P o> o> o> o o> o o o a2 a2

25
20
15

10

5
0

Current balance of collateral (Ebn)

In addition to monitoring new arrears as a
proportion of the existing arrears stock in
transactions, we also monitor new arrears as
a proportion of the pool balance.

Our analysis indicates that for U.K,
nonconforming RMBS transactions that we
rate, this proportion stood at 1.4% at end-
March 2022.

Although transactions with post-2014
collateral showed higher new arrears as a
proportion of the arrears stock, new arrears
as a proportion of the pool balance was less
than 1% for post-2014 transactions in March
2022.



Some Borrowers Are Current On Payments But May Be Vulnerable

- Another potentially informative way to analyze arrears beyond the headline figures using loan-level data involves identifying borrowers
who are current on their monthly mortgage payments but were recently in arrears.

- Forexample, in our article "Cost Of Living Crisis: How Bad Could It Get For U.K. RMBS?" we considered that transactions backed by pre-
2014 collateral had 17% of loans balances in arrears, but also identified that a further 14% of balances corresponded to borrowers who
were current but had been in arrears at some point over the prior two years.

— Combining these two groups implied that just under one in three borrowers in the pre-2014 nonconforming RMBS grouping could be
vulnerable to non-payment in the face of the current cost of living crisis. For post-2014 nonconforming collateral, the figure was closer to
onein 10 borrowers.

- We believe these cohorts of borrowers are likely to be the first to be affected if financial pressures increase. If headline arrears levels
remain flat but the proportion of vulnerable borrowers in a transaction increases, this may warrant additional sensitivity analyses in our
cash flow modeling, to explore the effects of these vulnerable borrowers going into arrears.

S&P Global
Ratings


https://www.spglobal.com/ratings/en/research/pdf-articles/220520-cost-of-living-crisis-how-bad-could-it-get-for-u-k-rmbs-101560901

Related Research

— European RMBS Index Report Q2 2022, Aug. 2, 2022

- Russia-Ukraine Military Conflict: Key Takeaways From QOur Articles, July 21, 2022

- EMEA Structured Finance Chart Book:July 2022, July 7, 2022

— Credit Conditions Europe Q3 2022: Pain On The Horizon, June 28, 2022

— Cost Of Living Crisis: Mapping Exposures In European RMBS And Covered Bond Markets, June 27, 2022

- U.K. Economic Outlook For Q3 2022 Signals The Great Inflation Squeeze,June 27, 2022

- European RMBS Market Update Q1 2022: Challenges And Opportunities From Rising Interest Rates, June 1, 2022
— Cost Of Living Crisis: How Bad Could It Get For U.K. RMBS?, May 20, 2022

S&P Global
Ratings


https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52330733&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?articleId=&ArtObjectId=12300240&ArtRevId=37&sid=&sind=A&
https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ArtObjectId=101563253&ArtRevId=1&isPDA=Y
https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ArtObjectId=101562863&ArtRevId=1&isPDA=Y
https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ArtObjectId=101562799&ArtRevId=2&isPDA=Y
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?articleId=&ArtObjectId=12423591&ArtRevId=1&sid=&sind=A&
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?articleId=&ArtObjectId=12391920&ArtRevId=1&sid=&sind=A&
https://www.capitaliq.com/CIQDotNet/CreditResearch/pdf.aspx?ArtObjectId=101560901&ArtRevId=2&isPDA=Y

Copyright © 2022 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any
means, or stored in a database or retrieval system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P
and any third-party providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible
for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P
PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS
OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct,
indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions
(described below) are not recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in
any form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P
does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or
independent verification of any information it receives. Rating-related publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a
periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement
at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account
thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result, certain business units of S&P may have information that is not available to
other S&P business units. S&P has established policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made
available on its Web sites, www.spglobal.com (free of charge), and www.ratingsdirect.com (subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information about our
ratings fees is available at www.standardandpoors.com/usratingsfees.

Australia: S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the Corporations Act 2001. S&P Global Ratings' credit ratings and related research are not intended for and must not be distributed to
any person in Australia other than a wholesale client (as defined in Chapter 7 of the Corporations Act).

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.

spglobal.com/ratings

S&P Global
Ratings


https://www.spglobal.com/ratings/en/
https://www.capitaliq.com/ciqdotnet/login-sso.aspx?bmctx=05D50DFC1A22D156FEC7A630EB2EFA98&enablePersistentLogin=true&OAUTH_SSO_ENC_KEY=C57DBB5C08DA42B6E90C86AF0C895A9B1C0828BB0FD48E2881852858161950DE&password=secure_string&OAUTH_TOKEN_RESPONSE=header&contextType=external&IS_OAUTH_OAM_SSO_LINK_ENABLED=true&OAUTH_SSO_ID_DOMAIN=SPGLBDomain&IS_OAUTH_USER_ASSERTION_ENABLED=true&OverrideRetryLimit=0&env=WAM12C&username=string&challenge_url=https%3A%2F%2Fwww.capitaliq.com%2Fciqdotnet%2Flogin-sso.aspx&request_id=6606484578417098939&authn_try_count=0&locale=en_US&resource_url=https%253A%252F%252Fwww.capitaliq.com%252FCIQDotNet%252FLogin.aspx

	U.K. Nonconforming RMBS:�Looking Beyond Headline Arrears
	Key Takeaways
	U.K. Nonconforming RMBS Arrears Have Been Broadly Stable So Far
	New Arrears Could Be A Leading Indicator Of Future Arrears Growth
	New Arrears Are Typically Higher For Nonconforming Collateral
	Another Metric: New Arrears As A Percentage Of Collateral Balance
	Some Borrowers Are Current On Payments But May Be Vulnerable
	Related Research
	Slide Number 9

