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Class
Preliminary
rating*

Class
size (%)

Credit
enhancement (%) Interest

Step-up
margin

Step-up
date

Legal final
maturity

A AAA (sf) 83.15 17.39 SONIA plus a
margin

SONIA plus a
margin

May 2024 May 2054

B-Dfrd AA+ (sf) 6.50 10.93 SONIA plus a
margin

SONIA plus a
margin

May 2024 May 2054

C-Dfrd AA- (sf) 4.50 6.46 SONIA plus a
margin

SONIA plus a
margin

May 2024 May 2054

D-Dfrd BBB+ (sf) 2.85 3.63 SONIA plus a
margin

SONIA plus a
margin

May 2024 May 2054

X NR 2.10 1.55 SONIA plus a
margin

SONIA plus a
margin

May 2024 May 2054

Z-VFN NR 5.00 0.0 N/A N/A N/A May 2054

Note: This presale report is based on information as of Jan. 11, 2021. The ratings shown are preliminary. Subsequent information may result in
the assignment of final ratings that differ from the preliminary ratings. Accordingly, the preliminary ratings should not be construed as
evidence of final ratings. This report does not constitute a recommendation to buy, hold, or sell securities. *Our ratings address timely receipt
of interest and ultimate repayment of principal on the class A notes, and the ultimate payment of interest and principal on the other rated
notes. SONIA--Sterling Overnight Index Average. NR--Not rated. N/A--Not applicable.
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Transaction Summary

- S&P Global Ratings has assigned preliminary ratings to Hops Hill No.1 PLC's class A
notes and class B-Dfrd to D-Dfrd interest deferrable notes. This is a static RMBS
transaction that securitizes a portfolio of buy-to-let (BTL) mortgage loans secured on
properties located in the U.K. The closing mortgage portfolio (approximately £337 million
as of Dec. 31, 2020) will increase to up to £400 million during a four-month prefunding
period. The loans in the pool were originated by Keystone Property Finance.

- At closing, the issuer will use the issuance proceeds to purchase the full beneficial
interest in the mortgage loans from the seller. The issuer will grant security over all of its
assets in the security trustee's favor.

- Our preliminary ratings are based on the credit quality of the Nov. 30, 2020 £316 million
pool. We have upscaled this pool for our cash flow analysis. Loans were originated
between 2018 and 2020.

- Of the preliminary pool, 3.1% (by current balance) of the mortgage loans have been
granted payment holidays due to COVID-19. However, as of Nov. 30, 2020, no loan in the
pool is under a payment holiday.

- We consider the collateral to be prime, based on the originator's conservative lending
criteria, and the fact that none of the loans are related to borrowers currently under a
bankruptcy proceeding or county court judgment, and loans in arrears in the securitized
pool are minimal (only one as of Nov. 30, 2020).

- Credit enhancement for the rated notes will consist of subordination, a credit reserve
available to cure principal losses of the rated notes from the closing date, as well as
excess spread.

- A liquidity reserve will provide liquidity support to cure interest shortfalls on the class A
and B-Dfrd notes, and a credit reserve funded at closing will be available to cure interest
shortfalls on the class A and B-Dfrd through D-Dfrd notes. The class A and B-Dfrd
through D-Dfrd notes will benefit from principal to be used to pay interest, provided that,
in the case of the class B-Dfrd to D-Dfrd notes, they are the most senior class
outstanding or, in the case of the class B-Dfrd notes, if there is no outstanding principal
deficiency ledger (PDL).

- There are no rating constraints in the transaction under our counterparty, operational
risk, or structured finance sovereign risk criteria. We consider the issuer to be
bankruptcy remote.

The Credit Story

Strengths Concerns and mitigating factors

Keystone Property Finance is a specialist BTL
mortgage lender that started its business in 2007.
Keystone's leadership team is experienced. The
lending process and underwriting criteria are strong.

Up to 2018 Keystone sold its pools of loans to other lenders for
funding. From 2018 Keystone started lending on its own. For this
reason, there are limited performance data on the issuer's mortgage
book.

www.standardandpoors.com January 11, 2021       2

© S&P Global Ratings. All rights reserved. No reprint or dissemination without S&P Global Ratings' permission. See Terms of Use/Disclaimer
on the last page.

2577692

Presale: Hops Hill No.1 PLC



The Credit Story (cont.)

Strengths Concerns and mitigating factors

Even though Keystone Property Finance is not
specifically bound by the Prudential Regulatory
Authority's (PRA) underwriting guidance on BTL
loans, it adheres to its principles.

50.9% of the loans have a debt service coverage ratio (DSCR) lower
than 120% when assuming a 5.5% stress rate. In reality, the
weighted-average interest rate of the fixed-rate loans in the pool is
3.4%. In our credit analysis we apply a penalty for BTL loans between
1.25x and 1.55x based on the DSCR. The DSCR is calculated with a
stressed rate of 5.5%.

The servicer, Pepper U.K. is an established and
leading U.K. servicer specialist. We believe that its
team is experienced and have already rated several
transactions in which Pepper U.K. was the servicer.

52.5% of the loans were granted to limited companies, as opposed to
private individuals. Loans granted to such companies must benefit
from personal guarantees from their directors and significant
shareholders, and from a first ranking charge on the security
property. Also, the primary purpose of these limited companies must
be the purchase and the holding of residential investment properties.

We consider the loans to be prime as no loan relates
to a borrower under a bankruptcy proceeding or
county court judgment and the number of loans in
arrears in the pool is limited (only one as of Nov. 30,
2020).

Given the professional nature of the lending markets, the originators
have exposure to HMOs and other assets that may be considered to
have specialist appeal such as multi-unit blocks (21.6% combined).
The HMO valuations are generally made on both an investment
valuation and "bricks and mortar" basis. The LTV ratio must not
exceed 75% of the investment value and 90% of the "bricks and
mortar" value. The lender's valuation process for these assets are
appropriate, in our view, because it does not rely exclusively on the
investment valuation basis, as we deem the "bricks and mortar" basis
to be more conservative. We have tested the pool for an accrued
valuation decline for HMOs.

During the affordability process, the minimum
stressed rental coverage is 125% for limited liability
companies and 145% for individual borrowers.
There is no top-slicing (i.e., the originator does not
add personal income to the calculation of the DSCR)

50.1% of the provisional portfolio is classified as remortgage loans in
order to withdraw equity. We consider loans for this purpose, rather
than to purchase a property, to be higher risk. This is reflected in our
credit analysis.

The transaction does not allow for any further
advances or product switches within the structure.

All loans in the pool currently have a fixed interest rate. 85.9% of the
loans in the pool bear a fixed rate of interest with a remaining three-to
five-year tenure, after which the interest rate on such loans will
become floating. Higher reversion floating rates on the loans pose a
prepayment risk for noteholders, which we have stressed in our cash
flow analysis.

Up to 3.3% of the loans in the pool have been in
payment holidays. There were no loans under
payment holidays in the pool as of Nov. 30, 2020.
These figures are lower than what we observe in
other BTL pools and lower than the U.K. Finance
estimates.

The transaction structure will be prefunded with cash (accounting for
15.7% of total assets at close). Then cash may be progressively
replaced by additional loans in the pool. The prefunding process is
expected to last four months from closing. The eligibility criteria of
additional loans are tight and close to the features of the pool as of
the cut-off date. Nonetheless, loans can be added to the pool even
though they have not paid a first installment, which we consider to be
a weakness. We addressed the risk of adverse changes in the pool
characteristics during the prefunding period in the originator penalty.

The capital structure will be fully sequential for the
application of principal proceeds. Credit
enhancement can therefore build up over time for
the senior rated notes, enabling the capital
structure to withstand performance shocks.

The Financial Conduct Authority's guidance states that lenders
should not start or continue repossession due to the COVID-19
pandemic until the end January 2021. This could delay the recoveries
from defaulted mortgage loans. We have tested the sensitivity of
extended recovery timing assumptions by six and 12 months over our
standard assumptions in our analysis and have used the six-months
recovery extension as our driving run.
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The Credit Story (cont.)

Strengths Concerns and mitigating factors

Two reserves will be fully funded at closing. The
liquidity reserve will be available to meet revenue
shortfalls on the class A and B-Dfrd notes. The
credit reserve will be available to meet interest
shortfalls and principal losses of the class A and
B-Dfrd through D-Dfrd notes. The transaction can
also use principal receipts to pay for interest
shortfalls on the class A and B-Dfrd through D-Dfrd
notes, provided that they are the most senior class
outstanding, or for the class B-Dfrd notes, if there is
no PDL outstanding.

Our credit and cash flow analysis and related assumptions consider
the transaction's ability to withstand the potential repercussions of
the COVID-19 outbreak, namely, higher defaults, longer recovery
timing, and additional liquidity stresses. Considering these factors,
we believe that the available credit enhancement is commensurate
with the preliminary ratings assigned. As the situation evolves, we will
update our assumptions and estimates accordingly.

There is a swap in place to cover the interest rate
risk of loans that generate a fixed interest rate for a
certain period (from two to five years) and notes that
are paid based on SONIA.

The notes will pay a coupon based on the compounded daily SONIA,
while interest rates on the mortgage loans after the end of their fixed
rate period will be based on either the BBR or three-month British
pound sterling LIBOR. To account for this risk, we applied basis risk
stresses in our cash flow modeling.

HMOs—Houses in multiple occupations. LIBOR--London Interbank Offered Rate. BBR--Bank base rate. SONIA--Sterling Overnight Index
Average.

The Originator

The pool comprises loans originated by Keystone Property Finance, a specialist BTL mortgage
lender. Keystone was established in 2007 in partnership with Bradford & Bingley that provided
funding. Keystone withdrew from the market in 2008 because of the financial crisis. Activity was
relaunched in 2012 using funding provided by two other lenders, Aldermore and Paratus. Since
September 2018, after the partnership with Paratus ceased, Keystone entered into a financial
arrangement with UK Mortgages Ltd. and started lending on its own balance sheet. For this
reason, limited performance data on Keystone's mortgage book exist. Although Keystone was
involved in the issuance of preceding transactions in partnership with other lenders, Hops Hill
No.1 will be its first securitization to be launched without a partnership with other lenders.

Key factors of the origination process include the following:

- Keystone lends through intermediaries, following which all applications are submitted to an
internal platform, MyKeystone. The underwriting process is centralized and managed manually
by mandated Keystone employees.

- All borrowers must meet a minimum age of 18 and own at least one other property. All must
present a proof of income.

- Expatriates must have a credit footprint and own a property in the UK.

- The interest coverage ratio is calculated with a stressed rate of 5.5% for loans with a fixed-rate
period of up to but not including five years, in line with the Prudential Regulation Authority's
guidelines on affordability assessment. We consider this to be current market standard
practice.

- The minimum stressed rental coverage is 125% for limited liability companies and 145% for
individual borrowers. There is no top-slicing (i.e., the originator does not add personal income to
the calculation of the DSCR).

- Keystone does not accept borrowers that were subject to County Court Judgments (CCJs) in the
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six years before applications. However, since this requirement is recent, some loans in the pool
relate to borrowers that have been subject to CCJs 24 months before their application.

- HMO valuations are generally made on both a investment valuation and "bricks and mortar"
basis. The LTV ratio must not exceed 75% of the investment value and 90% of the "bricks and
mortar" value.

- A full valuation is required for all properties. Valuation is made by qualified surveyors (Royal
Institution of Chartered Surveyors; RICS), including a surveyor with HMO expertise.

In August 2020 we participated in a corporate overview video conference with Keystone. In our
view, despite the short-track record in performance data, Keystone's leadership team is
experienced and the lending process and underwriting criteria are strong. Although Keystone is
not regulated by the Prudential Regulation Authority and Financial Conduct Authority, it largely
bases the origination process on their standards.

Servicing

The servicer is Pepper (UK) Ltd., which is a specialist lending and loan servicing company funded in
2003, with 250 employees in London and North Yorkshire. Pepper currently manages £16.4 billion
of assets and is a leading servicer of commercial and residential mortgages. Its assets are diverse
with prime, near prime, nonconforming, and small and midsize entity (SME) loans. It is an
established servicer of U.K. RMBS deals. We believe that Pepper has an experienced team and is
capable of performing its function as part of the transaction. Pepper UK is owned by Pepper
Group, an Australian financial institution specialized in residential, commercial, and consumer
loans, with activities of lending, servicing, asset management, and advisory.

Collateral

The portfolio collateralizing the structure is the end-December pool and we received loan-level
data to analyze as of Nov. 30, 2020, which is a slightly smaller portfolio (£316.0 million vs. £337.2
million). The overall quality of data provided is in line with our standards. We received a pool audit
report and did not apply any adjustment to our weighted-average foreclosure frequency given
there was no material error in the report.

Table 1

Collateral Key Features*

Hops Hill No.1 Canterbury 3 CSF 2020-2 Mortimer BTL 2020-1

Pool cut-off date Nov. 30, 2020 May 31, 2020 May 31, 2020 Feb. 28, 2020

Jurisdiction U.K. U.K. U.K. U.K.

Principal outstanding of the
preliminary pool (mil. £)

316.0 1,049.1 154.1 285.0

Number of loans 1,456 N/A 679 N/A

Number of properties 1,456 4,835 679 1,484

Number of borrowers 1,065 N/A 541 N/A

Weighted-average interest
rate (%)

3.4 3.8 3.5 3.5

Average loan balance (£) 217,005 216,989 226,990 192,048
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Table 1

Collateral Key Features* (cont.)

Hops Hill No.1 Canterbury 3 CSF 2020-2 Mortimer BTL 2020-1

Weighted-average indexed
current LTV ratio (%)

70.8 72.3 71.3 73.0

Weighted-average original
LTV ratio (%)

71.6 73.5 71.3 72.8

Weighted-average effective
LTV ratio (%)

71.4 73.2 71.3 72.9

Weighted-average seasoning
(months)

10 17 2 5

DSCR (S&P stressed rate)

<=1.0x 25.2% 13.1 N/A N/A

>1.0 and <=1.20 25.7% 25.3 N/A N/A

>1.20 and <=1.35 15.3% 15.0 N/A N/A

>1.35 33.7% 46.6 N/A N/A

Loan purpose – purchase
(%)

39.4 44.2 N/A N/A

Loan purpose – remortgage
(%)

10.5 11.6 N/A N/A

Loan purpose - equity
extraction (%)

50.1 47.1 N/A N/A

Top two regional
concentration (by balance)

Greater London
(43.0%) and the

South East (13.8%)

Greater London
(28.7%) and the South

East (26.0%)

Greater London
(41.8%) and the

South East (15.0%)

Greater London
(35.2%) and the

South East (17.4%)

Interest only loans (%) 94.4 95.2 97.2 100

Buy-to-let (%) 100 100.0 100 100

CCJs >= one (%) 1.4 0.0 0.2 0.1

Bankruptcy 0.0 0.0 0.0 0.0

Jumbo valuations (%) 6.5 11.9 15.4 4.4

'AAA' RMVD (%) 68.1 68.1 68.0 67.2

Current arrears > one month
(%)

0.0 0.0 0.0 0.0

'AAA' WAFF (%) 26.09 26.15 25.06 25.82

'AAA' WALS (%) 58.08 58.06 57.42 57.75

*Calculations are according to S&P Global Ratings' methodology. LTV--Loan-to-value. DSCR--Debt service coverage ratio. CCJs--County Court
Judgments. RMVD--Repossession market value declines. WAFF--Weighted-average foreclosure frequency. WALS--Weighted-average loss
severity. N/A--Not applicable.

The transaction comprises a U.K. pool of residential mortgage loans (100% first-ranking and BTL).
We benchmarked the transaction against the recently closed Canterbury 3, Canada Square
Funding 2020-2, and Mortimer BTL 2020-1 PLC, which are also 100% BTL transactions. Our
preliminary ratings are based on the quality of the £316.0 million pool (as of Nov. 30, 2020)
although we understand that portfolio collateralizing the structure is the £337.2 end of December
2020 one and the final pool may be increased to £400 million.
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Of the loans in the provisional portfolio as of end November 2020, 94.4% are interest-only
mortgage loans. Given that interest-only is a standard product in the U.K. BTL market, we do not
consider this to pose additional credit risk. As part of our surveillance process we will monitor the
success ratio of bullet payments at maturity (although most interest-only loans have their
maturity dates in 2044 or 2045).

The assets are primarily concentrated in Greater London (43.0%) and the South East (13.8%).
Pools from peer originators show similar propensity toward these two regions, which is a common
feature in U.K. BTL transactions. However, given that the concentration in Greater London exceeds
the threshold defined in our criteria (26.0%), we applied an adjustment to the excess (17.0%) in
our WAFF calculation.

Chart 1

We applied a 1.2x adjustment for those cases where the borrower increased the size of the loan
when remortgaging (whether to raise additional capital, for debt consolidation, or to purchase
another BTL property) or there was no data relating to the purpose of the remortgage. The
additional leverage may increase the risk of default when compared to a refinance where no
further funds are drawn. In our view, in a professional BTL context, remortgages are normally used
as a means to fund the purchase of additional properties.

The pool is newly originated with low seasoning and most of the loans are to professional portfolio
BTL landlords. Of the preliminary pool, 52.5% of the loans have been granted to U.K. limited
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companies and U.K. limited liability partnerships, reflecting the recent trend of lending to
corporate borrowers in the BTL space. These loans benefit from personal guarantees provided by
the directors and a first-ranking charge on the property.

The exposure to new builds is limited to 13.1% of the November 2020 pool balance, which we do
not deem to be excessive. New build properties must benefit from a third-party warranty or
equivalent and have all planning consents at the time of application. The LTV ratio of new build
flats must not exceed 75%.

The entire provisional portfolio as of November 2020 comprises fixed-rate loans with a future
switch to a floating rate. Therefore, borrowers who are not able to refinance might be exposed to a
payment shock. We have reflected this in our analysis by applying a 1.2x adjustment to the
foreclosure frequency for loans that have a fixed rate period of two or three years. However, since
Keystone applies a stressed rate of 5.5% as part of the affordability process for loans with a fixed
rate for up (excluding) five years, we believe that this mitigates the payment shock and we apply a
reduced adjustment of 1.1x.

The top 10 borrowers in the provisional November 2020 portfolio account for 5.85% of the pool. We
considered this concentration in our analysis, but in BTL portfolios, such high concentrations are
not unusual. All the top 10 borrowers own several properties (at least three), which mitigates the
risk of default of the borrower because if one tenant does not pay the rent, the borrower will still
receive the rental income of the other properties.

The provisional portfolio as of November 2020 has a weighted-average current LTV ratio (WA CLTV)
ratio of 70.8% and a weighted-average original LTV ratio (WA OLTV) of 71.6%. We consider
borrowers with minimal equity in their property to be less likely able to refinance and more likely to
default on their obligations than borrowers with lower-current-indexed LTV ratio loans. At the
same time, loans with high-current-indexed LTV ratios are likely to incur greater loss severities if
the borrower defaults.
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Chart 2

Chart 3
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Payment holidays

Up to 3.1% of loans in the pool (based on the current balance) have been in payment moratoria
due to COVID-19 so far. However, as of Nov. 2020, no loan was under a payment holiday. This is
less than what we observe in other BTL transactions and less than U.K. Finance estimates.

The monthly payments for these borrowers are deferred to a later date, while interest continues to
accrue. Borrowers that are under payment holidays will not be classified in arrears if they were
previously up to date on payments and any arrears balance is frozen for borrowers who were in
arrears when availing of the payment holiday.

Given the absence of a substantial proportion of loans in a payment holiday and as the transaction
structure can meet timely payment of class A interest and senior fees for a year without income,
we have not applied any COVID-19-specific liquidity stress in our cash flow analysis.

Historical performance data

We received performance data for the last two years only because Keystone started lending on its
own from 2018. We have some data from 2016 when Keystone was lending in partnership with
Paratus. However, given the small number of loans originated at that time the data is limited. We
have factored data limitations to the originator adjustment in our credit model.

The provisional portfolio as of Nov. 30, 2020, contains only one loan in arrears.

Prefunding

The transaction structure will be prefunded with cash (accounting for 15.7% of total assets at
closing). Cash will then be progressively replaced by additional loans in the pool. The prefunding
process is expected to last four months from closing. The eligibility criteria of additional loans are
tight and close to the features of the pool as of the cut-off date. Nonetheless, loans can be added
to the pool even though they have not paid a first installment, which we consider to be a weakness,
although there is a provision for the seller to buy them back if they do not make the first payment.
Cash unused at the end of the prefunding period will flow in the structure to amortize the notes
(excluding the class X notes) on a pro rata basis. We address the risk of adverse changes in the
pool characteristics during the prefunding period by an increase in the originator penalty.

Credit Analysis And Assumptions

We applied our global residential loans criteria to the provisional pool in order to derive the WAFF
and the WALS at each rating level (see table 3).

The WAFF and WALS assumptions increase at each rating level because notes with a higher rating
should be able to withstand a higher level of mortgage defaults and loss severity. Our credit
analysis reflects the characteristics of the loans, properties, and associated borrowers.
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Table 3

Portfolio WAFF And WALS

Rating
level WAFF (%) WALS (%)

Credit coverage
(%)

Base foreclosure frequency component for an archetypical
U.K. mortgage loan pool (%)

AAA 26.09 58.08 15.15 12.00

AA 17.61 50.80 8.95 8.10

A 13.26 37.83 5.02 6.10

BBB 9.13 29.40 2.68 4.20

BB 4.78 23.02 1.10 2.20

B 3.80 17.05 0.65 1.75

WAFF--Weighted average foreclosure frequency. WALS--Weighted average loss severity.

Chart 4

Macroeconomic And Sector Outlook

S&P Global Ratings believes there remains a high degree of uncertainty about the evolution of the
coronavirus pandemic. While the early approval of a number of vaccines is a positive development,
countries' approval of vaccines is merely the first step toward a return to social and economic
normality; equally critical is the widespread availability of effective immunization, which could
come by mid-2021. We use this assumption in assessing the economic and credit implications
associated with the pandemic (see our research here: www.spglobal.com/ratings). As the
situation evolves, we will update our assumptions and estimates accordingly.
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Our most recent published expectations is for GDP in the U.K. to shrink by 9.7% this year before
rebounding by 7.9% in 2021 (see "The Eurozone Is Healing From COVID-19," published on Sept. 24,
2020. Our current expectations are described in table 4.

Table 4

U.K. Housing Market Statistics

2018 2019 2020f 2021f 2022f

Nominal house prices, % change y/y 2.4 1.6 (3.0) 0.0 N/A

Real GDP, % change 1.3 1.5 (9.7) 7.9 3.0

CPI inflation (%) 2.5 1.8 0.7 1.6 1.8

Unemployment rate 4.1 3.8 4.8 6.3 4.5

Sources: S&P Global Ratings, Eurostat, Organisation for Economic Co-operation and Development, Department for Communities and Local
Government, Office for National Statistics. Y/Y--Year on year. CPI--Consumer price index. f--Forecast. N/A--Not applicable.

Based on our macroeconomic forecasts we revised the 'B' foreclosure frequency assumptions in
our global residential loans criteria for the U.K. archetypal pool to 1.75% from 1.50% on May 1,
2020 (see "Residential Mortgage Market Outlooks Updated For 13 European Jurisdictions
Following Revised Economic Forecasts," published on May 1, 2020).

Transaction Summary
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Chart 5

The issuer, Hops Hill No.1 PLC, is an English special-purpose entity (SPE), which we consider to be
bankruptcy remote. We analyzed its corporate structure in line with our legal criteria. We expect
the transaction documents and legal opinions to be in line with our legal criteria at closing.

Interest will be paid monthly after the first interest payment date, which will be in May 2021. The
rated notes pay interest equal to compounded daily SONIA plus a class-specific margin, with a
further step up in margin following the optional call date in May 2024. All of the notes will reach
their legal final maturity in May 2054.

Deferral of interest

Under the transaction documents, interest payments on the class B-Dfrd, C-Dfrd, D-Dfrd, X and
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Z-VFN notes can be deferred. Consequently, any deferral of interest on these classes of notes
would not constitute an event of default. Unpaid interest will accrue at the note-specific coupons
and be due at the notes' legal final maturity.

Our preliminary ratings address the timely payment of interest and the ultimate payment of
principal on the class A notes and the ultimate payment of interest and principal on the other
rated notes. Our analysis reflects our view that, at the assigned rating, the senior fees and swaps
outflows, if any, will be paid on time.

Liquidity reserve

The transaction will have a liquidity reserve fully funded at closing that will be available to cover
shortfalls on the senior fees, the issuer profit, the swap outflows, and the interest payments on
the class A and B-Dfrd notes.

The required liquidity reserve amount will be 1.5% of the outstanding amounts of class A and
B-Dfrd notes at closing, and 1.5% of the outstanding amounts of class A and B-Dfrd notes after
closing.

Credit reserve

There will be a credit reserve fully funded at closing that will be available to cover shortfalls on the
senior fees, the issuer profit, the swap outflows, the interest payments on the class A, and B-Dfrd
through D-Dfrd, as well as principal losses on the class A, and B-Dfrd through D-Dfrd notes.

The required credit reserve amount will be 2.0% of the sum of (i) the aggregate current balance of
the mortgage portfolio as at the closing date and (ii) the prefunding initial amount.

Principal to pay interest

In high-delinquency scenarios, there may be liquidity stresses where the issuer would not have
sufficient revenue receipts to pay interest due on senior fees or the most-senior outstanding class
of notes. To mitigate this risk, the issuer can use any existing principal receipts. The use of
principal to pay interest would result in the registering of a debit in the PDL and may reduce the
credit enhancement available to the notes. Principal can be used to pay interest shortfalls on the
class A and B-Dfrd through D-Dfrd notes, provided that they are the most senior class
outstanding, or for the class B-Dfrd notes, if there is no PDL outstanding.

PDL The PDL will comprise five subledgers, one for each of the class A, B-Dfrd, C-Dfrd, D-Dfrd,
and Z-VFN notes.

Amounts will be recorded on the PDL if the portfolio suffers any losses, or if the transaction uses
principal as available revenue receipts.

Payment priority
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Table 5

Priority of Payments

Revenue priority of payments Principal priority of payments

Senior fees (including servicing fees) On the first IPD only, if relevant, the amount of prefunding that has not
been used to purchase additional loans will be used to redeem the
collateralized notes on a pro rata basis.

Issuer profit To pay shortfalls on senior fees, the issuer profit, the swap outflows, the
interest on the class A to D-Dfrd notes, provided that, in the case of the
class B-Dfrd to D-Dfrd notes, they are the most senior outstanding class of
notes or, in the case of the class B-Dfrd notes, if there is no outstanding
PDL.

Swap payments Class A notes' principal.

Class A notes' interest Class B-Dfrd notes' principal.

Class A notes' PDL Class C-Dfrd notes' principal.

Class B-Dfrd notes' interest Class D-Dfrd notes' principal.

Top up liquidity reserve to target After step-up only, class X-Dfrd notes' principal.

Class B-Dfrd notes' PDL Class Z-VFN principal.

Class C-Dfrd notes' interest Excess amounts to the revenue waterfall.

Class C-Dfrd notes' PDL

Class D-Dfrd notes' interest

Class D-Dfrd notes' PDL

Top up credit reserve to target

Class Z PDL

Senior deferred consideration

After the optional redemption date (in the case
of no call) and prior to the redemption of the
class D-Dfrd notes, amounts to the principal
waterfall

Class X notes' interest

Class X notes' principal

Subordinated swap payments

Excess to certificates

Interest rate risk

All of the provisional pool pays interest based on a fixed rate, but all loans will revert to a floating
interest rate, linked to BBR (75.4% of the pool) or LIBOR (24.6% of the pool). The loans reverting to
LIBOR will switch to BBR before or when LIBOR is phased out and we have modeled them as such
(see chart 6).
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Chart 6

To address the interest mismatch between the mortgage loans and the rated notes, the
transaction will feature a fixed-to-floating interest rate swap, where the issuer will pay a fixed rate
and receive SONIA to mirror the index paid on the notes. The balance of the swap will be a fixed
amortization schedule, assuming 0% prepayments on the fixed-rate loans.

Cash Flow Modeling and Analysis

We stress the transaction's cash flows to test the credit and liquidity support that the assets,
subordinated tranches, and liquidity reserve provide.

We apply these stresses to the cash flows at all relevant rating levels. In our stresses on the class
A notes, all notes must pay full and timely interest and full principal by the legal final maturity. Our
preliminary ratings on the class B-Dfrd to D-Dfrd notes address the ultimate payment of principal
and interest.

Commingling risk

Borrowers pay their installments into a collection account held with The Royal Bank of Scotland
PLC.

If the legal titleholder were to become insolvent, the mortgage collection amounts in the collection
account may become part of the legal titleholder's bankruptcy estate. In order to mitigate this risk,
collections are transferred daily into the issuer's bank account, and a declaration of trust in favor
of the issuer is in place over the collection account. However, the transaction documents do not
contain any replacement language. Therefore, in our analysis, we apply a loss stress equal to one
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month of collection of interests and principal.

Spread compression

The asset yield on the provisional pool can decrease if higher-paying assets default or prepay. Our
cash flow analysis takes this risk into account by assuming that the weighted-average yield on the
portfolio drops by 0.08% at the 'AAA' level.

Fees

Contractually, the issuer is obliged to pay periodic fees to various parties providing services to the
transaction such as servicers, trustees, and cash managers, among others. We accounted for
these in our analysis. In particular, we applied a stressed servicing fee of 0.30% (the higher of 1.5x
actual fees and 0.25% for prime or BTL loans) to account for the potential increase in costs to
attract a replacement servicer, based on our global RMBS criteria.

We model annual fixed fees of £180,000 per year, including VAT. The documents we received so far
do not specify what party will bear the cost of replacing the transaction account and the collection
account in case of a termination of contract. For this reason we also model a one-off fee of
£200,000 applied on the first payment date to cover both cases (£100,000 each).

Setoff risk

There are no employee loans or deposit setoff exposure in the transaction because the seller is not
a deposit-taking institution.

Default and recovery timings

We used the WAFF and WALS derived in our credit analysis as inputs in our cash flow analysis (see
table 5). At each rating level, the WAFF specifies the total balance of the mortgage loans we
assume will default over the transaction's life. Defaults are applied on the outstanding balance of
the assets as of the closing date. We simulate defaults following two paths (i.e., one front-loaded
and one back-loaded) over a six-year period. During the recessionary period within each scenario,
we assume 25% of the expected WAFF is applied annually for three years.

Table 6

Default Timings For Front-Loaded And Back-Loaded Default Curves

Year after closing Front-loaded defaults (% of WAFF per year) Back-loaded defaults (% of WAFF per year)

1 25.0 5.0

2 25.0 10.0

3 25.0 10.0

4 10.0 25.0

5 10.0 25.0

6 5.0 25.0

Total 100.0 100.0

We assume recoveries on the defaulted assets will be received 12 months after default for BTL
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properties. Foreclosure costs are estimated at 3.0% of the repossession value and £5,000. We
have also tested the sensitivity of the structure to increased recovery timing assumptions of six
and 12 months over our standard assumption, given the potential effect of COVID-19 on the
forbearance process. The six-months recovery timing extension informed our rating decision. The
ratings on the class A to C-Dfrd notes remained robust, while the class D-Dfrd notes were
sensitive to this extension.

Our loss severities are based on loan principal and do not give any credit to the recovery of interest
accrued on the loan during the foreclosure process.

Delinquencies

To simulate the effect of delinquencies on liquidity, we model a proportion of scheduled
collections equal to one-third of the WAFF (in addition to assumed foreclosures reflected in the
WAFF) to be delayed. We apply this in each of the first 18 months of the recession and assume a
full recovery of these delinquencies will occur 36 months after they arise.

Prepayments

To assess the impact on excess spread and the absolute level of defaults in a transaction, we
model both high and low prepayment scenarios at all rating levels (see table 7).

Table 7

Prepayment Assumptions

High Low

Pre-recession 30.0 4.0

During recession 3.0 3.0

Post-recession 30.0 4.0

We have also run an additional sensitivity with a prepayment assumption of 4.0% prior recession,
3.0% during recession and 50% after recession, with end of recession occurring in 2024, to cover
the risk of high prepayment when the loans will switch to floating rates. There will be a peak of
loans switching to floating rates in 2024 and 2025.

Interest rates

We modeled two interest rate scenarios in our analysis: up and down.

Summary

Combined, the default timings, recession timings, interest rates, and prepayment rates described
above give rise to eight different scenarios at each rating level (see table 8).

Table 8

RMBS Stress Scenarios

Total number of scenarios Prepayment rate Interest rate Default timing

8 High and low Up and down Front-loaded and back-loaded
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Scenario analysis

As part of our analysis we also conducted additional sensitivity analysis to assess the impact of,
all else being equal, increased WAFF and WALS on our ratings on the notes. For this purpose, we
ran eight sensitivity runs by either increasing stressed defaults and/or reducing expected
recoveries as shown in the tables below.

Table 9

Sensitivity Stresses

WALS

WAFF 0 1.1x 1.3x

0 Base Case Scenario 3 Scenario 4

1.1x Scenario 1 Scenario 5 Scenario 7

1.3x Scenario 2 Scenario 6 Scenario 8

The results of the above sensitivity analysis indicate a deterioration of no more than three notches
on the notes (see table 10).

Table 10

Sensitivity Scenarios

Class Base case 1 2 3 4 5 6 7 8

A AAA AAA AA+ AAA AA+ AAA AA+ AA+ AA

B AA+ AA AA AA AA AA AA- AA- A+

C AA- A+ A A+ A A A A A-

D BBB+ BBB+ BBB BBB+ BBB BBB BBB BBB BBB-

Counterparty Risk

The issuer is exposed to Citibank N.A., London Branch as the transaction account provider, Royal
Bank of Scotland PLC as the collection account and National Australia Bank Ltd. as swap provider
(see table 11). We expect the documented replacement mechanisms for the swap provider and the
transaction account provider to adequately mitigate the transaction's exposure to counterparty
risk in line with our counterparty criteria at closing.

Table 11

Supporting Ratings

Institution/role
Current counterparty

rating
Minimum eligible

counterparty rating
Remedy period
(calendar days)

Maximum
supported

rating

National Australia Bank Ltd.
as swap provider

AA-/Negative/A-1+ A- 10 BD to post
collateral, 90 CD to

be replaced

AAA

Citibank, N.A., London Branch
as transaction account bank

N/A A 60 AAA
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Table 11

Supporting Ratings (cont.)

Institution/role
Current counterparty

rating
Minimum eligible

counterparty rating
Remedy period
(calendar days)

Maximum
supported

rating

The Royal Bank of Scotland
PLC as collection account
bank

A/Negative/A-1 N/A N/A AAA*

Citibank NA as support
provider

A+/Stable/A-1 N/A N/A AAA

U.K. as support provider AA/Stable/A-1+ N/A N/A AAA

*There is no downgrade language in the collection account bank agreement and we apply a commingling loss stress in our cash flow analysis.
N/A--Not applicable.

Sovereign Risk

Our long-term unsolicited sovereign credit rating on the United Kingdom. is 'AA'. Therefore, our
ratings in this transaction are not constrained by our structured finance ratings above the
sovereign criteria.

Surveillance

We will maintain surveillance on the transaction until the notes mature or are otherwise retired. To
do this, we will analyze regular servicer reports detailing the performance of the underlying
collateral, monitor supporting ratings, and make regular contact with the servicer to ensure that it
maintains minimum servicing standards and that any material changes in the servicer's
operations are communicated and assessed.

Appendix

Transaction Participants

Role Participant

Originator Keystone Property Finance Ltd.

Legal title holder Keystone Property Finance Ltd.

Beneficial title seller UK Mortgages Corporate Funding DAC

Servicer Pepper UK

Interest rate swap provider National Australia Bank Ltd.

Transaction account bank Citibank, N.A., London Branch

Collection account bank The Royal Bank of Scotland PLC

Swap collateral account bank Citibank N.A

Back-up servicer facilitator Intertrust Management Ltd.

Principal paying agent Citibank, N.A., London Branch

Agent bank Citibank, N.A., London Branch
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Transaction Participants (cont.)

Role Participant

Cash manager Citibank, N.A., London Branch

Back-up cash manager facilitator Intertrust Management Ltd.

Class Z VFN holder and portfolio option holder UK Mortgages Corporate Funding DAC

Corporate services provider Intertrust Management Ltd.

Trustee Citicorp Trustee Ltd.

Arranger National Australia Bank Ltd.

Arranger Banco Santander, S.A
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