FITCH AFFIRMSREALKREDIT DANMARK'S CAPITAL
CENTRESS& T COVERED BONDSAT 'AAA''AA+

Fitch Ratings-Frankfurt/London-19 November 2018: Fitch Ratings has affirmed Realkredit
Danmark A/S's (Realkredit, A/Stable/F1/a) mortgage covered bonds issued out of Capital Centre
(CC) Sand CC T at 'AAA' and 'AA+', respectively. The Outlook is Stable.

KEY RATING DRIVERS

CC S covered bonds rating is based on Realkredit's Long-Term Issuer Default Rating (IDR) of

'A', a payment continuity uplift (PCU) of six notches, a two-notch recovery uplift and the 5.9%
overcollateralisation (OC) that Fitch takes into account in its analysis, which provides more
protection than the revised 4% 'AAA' breakeven OC. Thislevel supports a'AA+' tested rating on
aprobability of default (PD) basis and a one-notch recovery uplift to 'AAA'. The Stable Outlook is
driven by that on Realkredit's IDR and reflects a three-notch cushion against an IDR downgrade.

CC T covered bonds rating is based on Realkredit's Long-Term IDR of 'A’, a PCU of six notches,
atwo-notch recovery uplift and the 7.1% OC that Fitch takes into account inits analysis, which
provides more protection than the revised 6.5% 'AA+' breakeven OC. Thislevel supportsa'AA'
tested rating on a PD basis and a one-notch recovery uplift to 'AA+'. The Stable Outlook is driven
by that on Realkredit's IDR, afour-notch cushion against an IDR downgrade and the current rating
constraint by the relied-upon OC.

Fitch currently does not assign an IDR uplift to Realkredit's covered bonds, as the issuer isa
specialised mortgage lender not operationally integrated into a parent bank and also because the
bail-in tool is not applicable to specialised mortgage banks in Denmark.

The six-notch PCU for CC Sreflects the liquidity protection in place for at least 12 months.
Ninety-nine per cent of the outstanding bonds have a pass-through amortisation profile while the
remaining 1% is hard bullet, whose redemptions are covered by liquid assets for at least 12 months.
The six notches also reflect interest payment protection for at |east three months.

The six-notch PCU for CC T reflects the extendible maturity feature of the bonds issued since
2014 and the liquidity protection for the hard-bullet bonds (8%) as their redemptions are covered
by eligible liquid assets on a 12-month rolling basis. The six notches also reflect interest payment
protection for at least three months.

CC Ss'AAA' breakeven OC has decreased to 4% from 5% due to higher excess spread in
Fitch's worst case scenario, which is now based on alow prepayment stress. L osses assumed on
commercial assets are reduced as Fitch gave credit to prepayments in the portfolio credit model.
CC T 'AA+" breakeven OC has decreased to 6.5% from 7% mainly due to smaller credit losses
on the commercial assets from alower PD benchmark of 1.5% from 1.75% that was applied to
all segments apart from the social and cooperative housing segments. The breakeven OC for
both covered bond programmes remains driven by the credit risk of the pools (5.2% on a'AA+'
probability of default (PD) basisfor CC Sand 6.3% on a'AA' PD for CC T) as Fitch does not
model asset sale inits cash flow analysis, but considers the possibility of bond refinancing post
insolvency or models the maturity extension of bonds with this feature.

CC Ssand CC T's cover assets contain, respectively, 68% and 54% of residential mortgage loans
to private individuals, with the remainder being commercial mortgage loans. The residential
mortgage loans in CC S are mostly 30-year fixed rate mortgages for which Fitch applies lower
default assumptions than for floating-rate or interest reset mortgages that are predominant in



CC T's programme (see 'Denmark Residential Mortgage Rating Criteria Addendum’, dated 21
November 2017). There were no material changesin the residential pools' characteristicsand in
Fitch's assumptions for these assets.

Fitch has analysed the commercial sub-portfolios using its Criteriafor the Analysis of Commercial
Real Estate L oans Securing Covered Bonds. These |oans are subject to significantly larger loss
rates than the residential loans in Fitch's stress scenarios, albeit lower than last year, as Fitch

has reviewed the annual default rate assumption for commercial loans, given the good historical
performance of this portfolio. In addition, we gave credit to the very good performance of the
social and cooperative housing segments which represent, respectively, about 49% and 17% of CC
Ssand CC T's commercial sub-pools. The expected average annual default rate assumed for the
performing social and cooperative housing mortgage sub-portfolio was in line with prior year at
0.5% (floored at 0.25% for each loan). We have taken into account that this segment may gradually
reduce over timein CC S. We also applied low and high stressed prepayment rates of 0% and
15%-25% depending on the rating scenario, cure rates of 50% in a'B' scenario, and a three-year
recovery timing assumption for these loans.

On the commercia sub-pool analysis, Fitch has further tested high and low prepayment
assumptionsin both its portfolio credit and cash-flow models. For CC S, the worst case scenario
was low prepayment, resulting in larger credit losses (5.2%), but more excess spread (-1.3% ALM
loss component) than under a high prepayment scenario. For CC T, the worst case scenario was

a high prepayment assumption, resulting in low excess spread (0.1% ALM loss component) and
credit losses of 6.3%.

RATING SENSITIVITIES

Realkredit Capital Centre (CC) S Covered Bonds

The rating would be vulnerable to a downgrade if any of the following occurs: (i) Realkredit's
Long-Term IDR is downgraded by four notches to '‘BBB-' or below; (ii) the PCU islowered to two
notches; or (iii) the relied-upon OC decreases below Fitch's'AAA' breakeven OC of 4%. Should
the relied-upon OC decrease to the legal minimum of 8% of risk-weighted assets, the covered
bonds would be downgraded to 'A+'.

Realkredit Capital Centre (CC) T Covered Bonds

The rating would be vulnerable to a downgrade if any of the following occurs: (i) Realkredit's
Long-Term IDR is downgraded by five notches to 'BB+' or below; (ii) the PCU islowered to one
notch; or (iii) the relied-upon OC decreases below Fitch's 'AA+' breakeven OC of 6.5%. The rating
of CC T could be upgraded to '"AAA' should the relied-upon OC increase to 8%. Should the relied-
upon OC decrease to the legal minimum, the covered bonds would be downgraded to 'A+'.

Fitch's breakeven OC for a given covered bond rating will be affected by, among other factors, the
profile of the cover assets relative to outstanding covered bonds, which can change over time even
in the absence of new issuance. Therefore, breakeven OC for the covered bond rating cannot be
assumed to remain stable over time.
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