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2019-1
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Sub-Loan

Amount
(Million) % of Assets

Rating

Aaa(sf)

£

450.0

72.5%

Aa3(sf)

£

52.8

8.5%

NR

£

68.2

11.0%

Total Liabilities

£

571.0

92.0%

Overcollateralisation

£

49.7

8.0%

Total Portfolio

£

620.7

100.0%

Legal Final
Maturity

Subordi-

Reserve

Total Credit
Enhance-

Coupon

nation(1)

Fund(2)

ment(3)

Feb-29 1M GBP Libor +
0.82%
Feb-29 1M GBP Libor +
1.75%
1M GBP Libor +
3.70%

27.5%

0.97%

28.5%

19.0%

0.97%

20.0%

8.0%

N/A

N/A

(1) At closing.
(2) As a percentage of total pool balance.
(3) No benefit attributed to excess spread.
Source: Moody's Investors Service

Summary
Driver UK Master S.A., Compartment 5 is a cash securitisation of hire purchase (HP) and
personal contract purchase (PCP) receivables including the related residual value (RV) cash
flows. The contracts are extended by Volkswagen Financial Services UK (NR, VWFS UK) to
obligors in the UK. The servicer is VWFS UK. The revolving period for the issued series is 24
months.
The securitised portfolio consists of 32,903 auto financing contracts extended to 32,793
prime borrowers. The pool balance as of February 2019 is £620.7 million.
Our analysis focused, among other factors, on (1) an evaluation of the underlying portfolio of
receivables; (2) historical performance on defaults and recoveries from Q3 2002 to Q4 2018;
(3) the credit enhancement provided by subordination and cash reserve; (4) the liquidity
support available in the transaction by way of the cash fund and principal to pay interest; and
(5) the legal and structural aspects of the transaction.

MOODY'S INVESTORS SERVICE
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Credit strengths
» Granular portfolio composition: The securitised portfolio is granular, with the largest and 20 largest obligors representing 0.05%
and 0.66% of the pool, respectively. The portfolio also benefits from good geographical diversification across the UK. (See “Asset
description - Assets at closing - Pool characteristics”)
» Extensive historical data provided: We have been provided with extensive performance data on the originators' portfolio.
Both gross and net loss data span over a long period (Q3 2002 - Q4 2018), including the recession in the UK in 2009. Dynamic
delinquency data has also been provided from June 2007 - September 2018. (See “Asset description - Assets at closing - Pool
characteristics”)
» Financial strength of Volkswagen Bank GmbH: Volkswagen Bank GmbH (Aa3(cr)/P-1(cr)) is the parent of VWFS UK. VWFS UK
acts as the originator and servicer in the transaction. The bank's sound credit profile limits deal exposure to operational issues;
specifically the likelihood of interruption in portfolio servicing during the lifetime of the deal is limited. Furthermore, the bank has a
long experience in the origination and servicing of auto loan and lease portfolios. (See “Asset analysis - Originator/servicer quality”)
» Credit enhancement: The transaction benefits from several sources of credit enhancement provided through (1) subordination of
the notes, (2) a subordinated loan, (3) initial over-collateralisation, and (4) building up of additional over-collateralisation during the
revolving period. The reserve fund provides additional limited credit enhancement because it is available to pay interest and senior
fees only until the legal final maturity. The reserve fund is available to cover principal shortfalls at the end of the transaction. (See
“Securitisation structure description - Detailed description of the structure - Components of credit enhancement”)
» Securitisation experience: Volkswagen Bank GmbH, the parent of the originator, looks back at more than 20 years of
securitisation experience in several European countries. (See “Asset analysis - Originator/servicer quality”)

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.

2

25 March 2019

Driver UK Master S.A., Compartment 5: New Issue – Volkswagen Financial Services (UK) Limited issues auto lease transaction in the UK

MOODY'S INVESTORS SERVICE

STRUCTURED FINANCE

Credit challenges
» Residual value (RV) risk: Personal contract purchase (PCP) agreements include a final balloon payment and permit obligors to
return their vehicle at the end of the contract in lieu of total payment. RV risk captures the potential loss to the transaction from
the decline in market prices of used cars after vehicles are returned by the obligors and sold. PCP contracts constitute 92.4% and RV
receivables constitute 46.7% of the total securitised portfolio. (See “Securitisation structure analysis - Primary analysis - Residual
value risk approach”)
» High degree of link to VW: VWFS UK is acting as originator and servicer of the transaction. Given the size and financial strength of
its parent Volkswagen Bank GmbH and its ultimate parent Volkswagen Aktiengesellschaft (VW) (A3/P-2; stable), and the fact that
the portfolio is a standard asset class, the operational risk for the transaction is limited. (See “Asset analysis - Originator/servicer
quality”)
» Commingling risk: The servicer can commingle funds, such as paid instalments and proceeds from the sale of vehicles, with its own
funds until they are transferred to the issuer. Collections and other portfolio proceeds are transferred monthly. In our view, there is
a high probability that the issuer will lose commingled funds in case of a servicer insolvency. There are structural mitigants in place.
(See “Securitisation structure analysis - Additional structural analysis”)
» Revolving master structure: The transaction is used to securitise receivables on an ongoing basis with the flexibility to (1) increase
the outstanding notes’ balances of existing series to the maximum issuance amounts (tap issuance), and (2) issue additional series
of notes. Because this flexibility can change the credit risk profile materially, a number of structural features are in place to mitigate
the risks. (See “Securitisation structure analysis - Additional structural analysis”)
» Auto sector transformation: The automotive sector is undergoing a technology-driven transformation which will have credit
implications for auto finance portfolios. Technological obsolescence, shifts in demand patterns and changes in government policy
will result in some segments experiencing greater volatility in the level of recoveries, residual values and voluntary terminations
compared to that seen historically. For example Diesel engines have declined in popularity and older engine types face restrictions
in certain metropolitan areas. Similarly the rise in popularity of Alternative Fuel Vehicles (AFVs) introduces uncertainty in the future
price trends of both legacy engine types and AFVs themselves due to evolutions in technology, battery costs and government
incentives.
The securitised portfolio is backed by approx. 38% of vehicles with Diesel engines. We have not received a detailed breakdown
of Euro emission standards in the portfolio. However, the high share of new vehicles in the portfolio (60.4%) is a mitigant which
reduces the likelihood of these diesel vehicles being affected by issues such as taxation or low emissions zones. (See “Asset Analysis
- Primary asset analysis - Auto sector transformation”)
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Key characteristics
The exhibit below describes the main asset characteristics of the securitised portfolio. WA and WAL stand for weighted average and
weighted average life, respectively.
Exhibit 2

Asset characteristics
Seller/Originator:

Volkswagen Financial Services (UK) Limited ("VWFS") wholly owned by Volkswagen Bank GmbH (Aa3(cr)/P-1(cr))

Servicer(s):

Volkswagen Financial Services (UK) Limited ("VWFS") wholly owned by Volkswagen Bank GmbH (Aa3(cr)/P-1(cr))

Receivables:

Hire purchase and PCP receivables and related residual value cash flows from predominantly individual obligors
located in the UK.
Total Current Principal: GBP 620.7 million

Total Amount:
Length of Revolving Period:

24 months

Number of Contracts:

32,903

Number of Obligors:

32,793

Contract Amortization Type:

Hire purchase agreements: amortising
PCP: amortising with final balloon installments and residual value cash flows
Top 1: 0.05%; Top 10: 0.38%; Top 15: 0.52%; Top 20: 0.66%

Obligors Concentration:
Type of Obligors in %:

96.98% Retail and 3.02% Corporate

Status of Vehicles:

60.38% New and 39.62% Used

WA Remaining Term in years:

3.5

WA Seasoning in months:

4.3

WAL of Portfolio in Years (excl. Prepayments):
WA Portfolio Effective Interest Rate:
Delinquency Status:

Cumulative Net loss Rate Observed:
Delinquencies:
Recovery Rate Observed:

Cumulative Net Loss (modelled)
Aaa PCE (modelled):
Aaa RV Haircut:

2.6
6.26%
No delinquent accounts

Whole book extrpolated cumulative vintage value between Q3 2002 - Q4 2018: 1.12%
Average monthly delinquencies between Jun 2007 - Sep 2018: 0.17% (60-90 days)
Implied considering whole book cumulative average vingtage value between Q3 2002 - Q4 2018: 75.9%

1.45% lower than Peer Group in the EMEA Auto ABS market
8.50% lower than Peer Group in the EMEA Auto ABS market (implied coefficient of variation of 53.08%)
34.0% lower than Peer Group in the EMEA Auto ABS market

Source: Moody's Investors Service
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The exhibit below shows the counterparties associated with the transaction. N/A stands for those counterparties that do not apply to
the transaction.
Exhibit 3

Securitisation structure characteristics
Transaction Parties

At Closing

Issuer:

Driver UK Master S.A., (acting for and behalf of its Compartment 5)

Back-up Servicer(s):

N/A

Back-up Servicer Facilitator(s):

N/A

Cash Manager:

Elavon Financial Services DAC, UK branch (Aa2/P-1 Bank Deposits)

Back-up Cash Manager:

N/A

Calculation Agent/ Computational Agent:

Elavon Financial Services DAC, UK branch (Aa2/P-1 Bank Deposits)

Back-up Calculation/ Computational Agent:

N/A

Swap Counterparty:

Skandinaviska Enskilda Banken AB (publ) (Aa2(cr)/P-1 (cr))

Issuer Account Bank:

Elavon Financial Services DAC, UK branch (Aa2/P-1 Bank Deposits)

Collection Account Bank:

Elavon Financial Services DAC, UK branch (Aa2/P-1 Bank Deposits)

Paying Agent:

Elavon Financial Services DAC, UK branch (Aa2/P-1 Bank Deposits)

Note Trustee:

Intertrust Trustees GmbH

Issuer Administrator/Corporate Provider:

Circumference FS (Luxembourg) S.A.

Arranger(s):

Credit Agricole Corporate and Investment Bank (A1/P-1; Aa3(cr)/P-1(cr))

Lead Manager(s):

Credit Agricole Corporate and Investment Bank (A1/P-1; Aa3(cr)/P-1(cr))

Liabilities, Credit Enhancement and Liquidity

Annualized Excess Spread at Closing:

0.00%

Credit Enhancement/Reserves:

Subordination of notes
Subordinated loan granted by a Volkswagen affiliate
Minimum over-collateralization of 8.0% at closing increasing over the revolving period
Amortising reserve fund representing 1.2% of Class A and B notes or 0.97% of the initial portfolio
Reserve fund, principal to pay interest mechanism

Form of Liquidity:
Number of Interest Payments Covered by Liquidity:
Interest Payments:
Principal Payments:

Approximately 4.4 months
Monthly in arrears on each payment date
Pass-through on each payment date

Payment Dates:

25th calendar day of each month

Hedging Arrangements:

Fixed-Floating Interest rate swap

Source: Moody's Investors Service
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Asset description
The securitised assets are made up of monthly paying HP and PCP receivables and related RV receivables that VWFS UK has granted,
mostly to retail obligors (96.98%) or to corporate obligors (3.02%) in the UK.
Hire purchase (HP) agreements: Title remains with the lender until final payment has been made, whereupon the title passes to the
purchaser. All agreements of this product in the securitised pool are fully amortising based on fixed interest rate.
Personal contract purchase (PCP) agreements: These agreements are secured by retention of title to the financed vehicle and
consist of a fixed rate amortising instalment portion with an optional final balloon payment. At maturity, the obligor chooses whether
to keep the vehicle. If the obligor chooses not to retain the vehicle, they can return it to VWFS UK instead of paying the final balloon
instalment, subject to the vehicle being in an acceptable condition and within agreed mileage. VWFS UK then undertakes to sell the
vehicle and pass the proceeds of the sale to the issuer.
Both HP and PCP agreements may be subject to voluntary termination, pursuant to the Consumer Credit Act (CCA). Historically,
voluntary terminations have been low.
Voluntary terminations: The lessee may, pursuant to section 99 of the CCA, terminate the relevant underlying contract and return
the vehicle to the originator if the obligor has made payments equal to at least one half of the total amount payable (including
any deposit). To do so, the lessee is required to notify the originator and return the vehicle, at their own expense, to an address as
reasonably required.
In such a case, the lessor is entitled to:
» All arrears of payments due and damages incurred for any other breach of the contract by the lessee prior to such termination
» The amount (if any) by which one half of the total amount which would have been payable under the contract if it had run its
course (including any deposit) exceeds the amounts already paid by the borrower and amounts due under the contract immediately
before exercise by the lessee of its statutory right of termination
» Possession of the relevant vehicle subject to the contract being terminated
» Any other sums due but unpaid by the lessee under the lease contract
Voluntary terminations leave the lessor with the residual value (RV) risk of the vehicle.
Assets as of cut-off date
Data and information on the portfolio set out in this report is based on the final pool as of February 2019.
Pool characteristics

The discounted outstanding balance of the securitised portfolio amounts to £620.7 million, for a total of 32,903 contracts. The
portfolio is collateralised by around 60.38% new cars and 39.62% used cars, whereby the vast majority of vehicles relate to the VW
brands. Portfolio cash flow results from fixed-instalment cash flow (53.3%) and RV cash flow at the end of the agreement (46.7%).
As is common for UK contracts, the vehicle title remains with the lender until the final payment under the contract. Further
characteristics can be summarised as follows:
» The maximum length of a contract is 72 months
» 7.62% of the contracts are HP agreements and 92.38% are PCP
» Some contracts are supported by manufacturer subsidy or by dealer subsidy. The subsidies are not securitised and the cash flows of
subsidised contracts are sold at the same discount rate as contracts without subsidy
» Prepayments are possible
The exhibit below summarises additional information of the portfolio.
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Exhibit 4

Additional information on asset characteristics
Average Discounted Outstanding Balance
Number of Dealers

GBP 18,865
N/A

Geographic Concentration

1st largest region

South East England (21.59%)

2nd largest region

North West England (12.31%)

3rd largest region

Scotland (10.69%)

Manufacturer Distribution

Largest manufacturer

Audi (44.20%)

2nd largest manufactuer

Volkswagen (34.67%)

3rd largest manufacturer

Skoda (10.26%)

Lessee Concentration

Top 1 lessee concentration

0.05%

Top 10 lessee concentration

0.38%

Top 15 lessee concentration

0.52%

Top 20 lessee concentration

0.66%

Source: VWFS
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The exhibits below describe the portfolio breakdown by initial and outstanding balance.
Exhibit 5

Exhibit 6

Portfolio breakdown by initial balance

Portfolio breakdown by outstanding balance

30.00%

25.00%

22.67%

25.00%

23.42%

22.41%

24.37%

19.53%

20.00%

17.82%

20.20%

20.00%
16.08%

15.00%
11.26%

15.00%

11.43%
10.00%

10.00%

5.05%

4.86%

5.00%

5.00%

0.51%

0.39%
0.00%

0.00%

Source: VWFS

Source: VWFS

The exhibits below show the portfolio breakdown by original and remaining terms in months.
Exhibit 7

Exhibit 8

Portfolio breakdown by original terms in months
70.00%

Portfolio breakdown by remaining terms in months
90.00%

65.92%

80.59%
80.00%

60.00%

70.00%
50.00%

60.00%

40.00%

50.00%
40.00%

30.00%
23.55%

30.00%
20.00%

20.00%

0.12%

10.00%

2.00%

0.36%

0.26%

3.05%

2.67%

0.00%

0.00%
01 - 12

Source: VWFS
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13.34%

8.14%

10.00%
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13 - 24

25 - 36

37 - 48

49 - 60

01 - 12

61 - 72

13 - 24

25 - 36

37 - 48

49 - 60

Source: VWFS
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The exhibits below show the portfolio breakdown by seasoning in months and effective interest rate.
Exhibit 9

Exhibit 10

Portfolio breakdown by seasoning in months

Portfolio breakdown by effective interest rate

120.00%

25.00%

98.71%
100.00%

20.00%

80.00%

15.00%

10.00%

60.00%

5.00%

40.00%

0.00%

20.00%
1.09%

0.14%

0.05%

0.01%

13 - 24

25 - 36

37 - 48

49 - 60

0.00%

01 - 12

Source: VWFS

Source: VWFS

The exhibits below show the portfolio breakdown by vehicle and product type.
Exhibit 11

Exhibit 12

Portfolio breakdown by vehicle type

Portfolio breakdown by product type
HP
7.62%

Used Car
39.62%

New Car
60.38%

PCP
92.38%

Source: VWFS
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The exhibits below show the portfolio breakdown by borrower type and vehicle brand.
Exhibit 13

Exhibit 14

Portfolio breakdown by borrower type

Portfolio breakdown by vehicle brand
50.00%
44.20%

Corporate
3.02%
40.00%

34.67%
30.00%

20.00%
10.26%
7.44%

10.00%

1.73%

0.71%

0.62%

0.36%

0.00%

Retail
96.98%

Source: VWFS

Source: VWFS

The exhibits below show the portfolio breakdown by fuel type and region concentration
Exhibit 15

Exhibit 16

Portfolio breakdown by region concentration
Yorkshire &
Humberside
8.74%
West Midlands
9.57%
Wales
4.08%

Portfolio breakdown by fuel type

East of England
East Midlands
9.39%
5.70%
Isle of Man
0.00% London
4.59%

Diesel
37.87%

North East
England
4.91%

South West
England
8.43%

Petrol
62.13%

North West
England 12%

South East
England
21.59%

Source: VWFS
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The exhibits below show the portfolio breakdown by loan to value and balloon payments.
Exhibit 17

Exhibit 18

Portfolio breakdown by loan to value (LTV)

Portfolio breakdown by downpayment

45.00%

42.35%

25.00%

40.00%
20.00%
35.00%

31.30%

15.00%

30.00%
25.00%

10.00%
18.13%

20.00%

5.00%

15.00%

0.00%

10.00%

4.50%
5.00%

1.64%

2.08%

0.00%
<= 50%

50% <= 60% 60% <= 70% 70% <= 80% 80% <= 90% 90% <= 100%

Source: VWFS

Source: VWFS

Eligibility criteria
The key eligibility criteria are as follows:
» That none of the obligors are an affiliate of VWFS UK
» That no pending bankruptcy or insolvency proceedings are initiated against any of the obligors (according to the seller's records)
» That receivables are denominated and payable in sterling
» That no purchased receivable is overdue
» That each of the purchased receivables will mature no earlier than six (6) months and no later than seventy (70) months after the
cut-off date
» That the status and enforceability of the purchased receivables is not impaired owing to warranty claims or any other rights of the
obligor
» That the status and enforceability of the purchased receivables is not impaired by set-off rights and that no obligor maintains
deposits on accounts with VWFS
» At least two instalments have been paid in respect of each of the purchased receivables and that the purchased receivables require
substantially equal monthly payments to be made within 72 months of the date of origination of the financing contract and may
also provide for a final balloon
» That the terms of the financing contract related to such purchased receivable require the obligor to pay all insurance, repair/
maintenance and taxes with respect to the related vehicle
» That in the case of any PCP receivable, the vehicle relating to such PCP receivable is not a Porsche
Originator and servicer
In March 2019, we met with VWFS UK, the wholly owned subsidiary of Volkswagen Bank GmbH (Aa3(cr)/P-1(cr)). VWFS UK acts as an
originator and servicer in Driver UK Master S.A.
VWFS UK provides HP and PCP contracts directly to individuals and small companies in the UK. The products do not include
maintenance, taxes, insurance, tyre management, and repair.
The origination process is highly automated. A scoring system is in place to assess the borrower's credit risk, which considers among
other things (1) external credit bureau information, in some cases from two different bureaus; (2) internal payment behaviour in case
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of a repeat customer; (3) the customer's debt history; and (4) fraud information. The underwriting process is in line with the market
standard.
In terms of 60-90 day delinquencies, the historical performance of the originators' portfolio between 2014 and 2018 is better than
its peer group of UK auto contract originators, with extrapolated cumulative net losses at around 1.16% using origination from 2009
onwards.
VWFS UK has 40 employees in the collections management team. All members of the collections team are fully Financial Conduct
Authority trained and are focused on driving the right customer outcomes while protecting the business. For the most part, senior
customer service and collection employees have at least two years of experience and a wider experience with VWFS UK.
Collection management is organised centrally from an internal collection centre. Collection procedures rely almost exclusively on direct
debit, which accounts for around 99.7% of payments as of September 2018. The collection process and early arrears management are
highly automated.
The exhibit below summarises the main characteristics of the originator or servicer in the transaction.
Exhibit 19

Originator profile, servicer profile and operating risks
Date of Operations Review:

18-Mar-19

Originator Background:

Rating:
Financial Institution Group Outlook for the Banking Sector (UK):
Ownership Structure:

Volkswagen Financial Services (UK) Limited ("VWFS") wholly owned by Volkswagen Bank
GmbH (Aa3(cr)/P-1(cr))
Stable
Wholly owned by Volkswagen Bank GmbH (Aa3(cr)/P-1(cr))

Asset Size:

Not disclosed

% of Total Book Securitised:

Not disclosed

Transaction as % of Total Book:

Not disclosed

% of Transaction Retained:

8.00%

Servicer Background:

Rating:
Regulated by:

Volkswagen Financial Services (UK) Limited ("VWFS") wholly owned by Volkswagen Bank
GmbH (Aa3(cr)/P-1(cr))
Financial Conduct Authority

Total Number of Receivables Serviced:

N/A

Number of Staff:

N/A

Method of Payment of Lessees:
% of Obligors with Account at Originator:
Distribution of Payment Dates:

99.7% via Direct Debit as of September 2018
0% (VWFS UK is non-deposit taking institution)
Evenly distributed throughout the month

Source: Moody's Investors Service

The originator provided us with both gross and net losses quarterly data covering the period Q3 2002 - Q4 2018 split by (1) hostile
and voluntary termination, (2) new and used, (3) PCP and HP, and (4) matured and settled. We also received delinquency data for the
period June 2007 - September 2018.
In our view, the quantity and quality of data received is adequate compared with transactions that have achieved high investmentgrade ratings in this sector in other European countries. The weighted average original contractual term of the agreements is about 3.9
years, with a maximum of 5.2 years.
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The exhibits below show cumulative gross and net losses for the period 2010 - 2018, split by used and new cars.
Exhibit 20

Vintage gross loss data of used cars of the total portfolio for the period Q1 - 2010 to Q4 - 2018
2010.Q1
2012.Q2
2014.Q3
2016.Q4

2010.Q2
2012.Q3
2014.Q4
2017.Q1

2010.Q3
2012.Q4
2015.Q1
2017.Q2

2010.Q4
2013.Q1
2015.Q2
2017.Q3

2011.Q1
2013.Q2
2015.Q3
2017.Q4

2011.Q2
2013.Q3
2015.Q4
2018.Q1

2011.Q3
2013.Q4
2016.Q1
2018.Q2

2011.Q4
2014.Q1
2016.Q2
2018.Q3

2012.Q1
2014.Q2
2016.Q3
2018.Q4

6.00%

Gross Loss [%of OB]

5.00%
4.00%
3.00%
2.00%
1.00%
0.00%
0

3

6

9

12

15

18

21

24

27

30

33

36
39
42
45
Quarters Since Closing

48

51

54

57

60

63

66

69

72

75

78

Source: VWFS
Exhibit 21

Vintage gross loss data for new cars of the total portfolio for the period Q1 - 2010 to Q4 - 2018
2010.Q1
2012.Q2
2014.Q3
2016.Q4

2010.Q2
2012.Q3
2014.Q4
2017.Q1

2010.Q3
2012.Q4
2015.Q1
2017.Q2

2010.Q4
2013.Q1
2015.Q2
2017.Q3

2011.Q1
2013.Q2
2015.Q3
2017.Q4

2011.Q2
2013.Q3
2015.Q4
2018.Q1

2011.Q3
2013.Q4
2016.Q1
2018.Q2

2011.Q4
2014.Q1
2016.Q2
2018.Q3

2012.Q1
2014.Q2
2016.Q3
2018.Q4

12.00%

Gross Loss [% of OB]

10.00%
8.00%
6.00%
4.00%
2.00%
0.00%
0

3

6

9

12

15

18

21

24

27

30

33
36
39
42
Quarters Since Closing

45

48

51

54

57

60

63

66

69

72

75

Source: VWFS
Exhibit 22

Vintage net loss data of used cars of the total portfolio for the period Q1 - 2010 to Q4 - 2018
2010.Q1
2012.Q2
2014.Q3
2016.Q4

2010.Q2
2012.Q3
2014.Q4
2017.Q1

2010.Q3
2012.Q4
2015.Q1
2017.Q2

2010.Q4
2013.Q1
2015.Q2
2017.Q3

2011.Q1
2013.Q2
2015.Q3
2017.Q4

2011.Q2
2013.Q3
2015.Q4
2018.Q1

2011.Q3
2013.Q4
2016.Q1
2018.Q2

2011.Q4
2014.Q1
2016.Q2
2018.Q3

2012.Q1
2014.Q2
2016.Q3
2018.Q4

1.40%

Net Loss [% of OB]

1.20%
1.00%

0.80%
0.60%
0.40%
0.20%

0.00%
0

3

6

9

12

15

18

21

24

27

30

33

36
39
42
45
Quarters Since Origination

48

51

54

57

60

63

66

69

72

75

78

Source: VWFS
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Exhibit 23

Vintage net loss data for new cars of the total portfolio for the period Q1 - 2010 to Q4 - 2018
2010.Q1
2012.Q2
2014.Q3
2016.Q4

2010.Q2
2012.Q3
2014.Q4
2017.Q1

2010.Q3
2012.Q4
2015.Q1
2017.Q2

2010.Q4
2013.Q1
2015.Q2
2017.Q3

2011.Q1
2013.Q2
2015.Q3
2017.Q4

2011.Q2
2013.Q3
2015.Q4
2018.Q1

2011.Q3
2013.Q4
2016.Q1
2018.Q2

2011.Q4
2014.Q1
2016.Q2
2018.Q3

2012.Q1
2014.Q2
2016.Q3
2018.Q4

3.00%

Net Loss [%of OB]

2.50%

2.00%
1.50%
1.00%
0.50%
0.00%
0

3

6

9

12

15

18

21

24

27

30

33

36
39
42
45
Quarters Since Closing

48

51

54

57

60

63

66

69

72

75

78

Source: VWFS

Revolving period and replenishment criteria
The structure includes a revolving period of up to 24 months initially, during which the seller has the option to sell additional portfolios
on a monthly basis. The revolving period exposes note holders to credit risk.
In addition to the eligibility criteria, the following replenishment criteria are in place to mitigate the increasing credit risk of the
revolving portfolio:
» Share of used vehicles limit is 50%
» Share of non-VW group branded vehicles limit is 10%
» Exposure to a single obligor cannot exceed £500,000
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Asset analysis
Primary asset analysis
Our analysis of the credit quality of the assets includes an examination of the lease default distribution of the securitised pool, based
on our assumptions and historical data. We apply a two-stage approach to modelling transactions with RV risk. In the first step, which
is described in this section, we model the expected loss on the notes due to obligor defaults. In the second step, additional losses
resulting from RV risk are modelled based on the RV haircuts applied at contract maturity. Clearly a contract that terminates before
maturity owing to default is no longer exposed to RV risk. In order to avoid double counting, we determine the survivor index at
each rating level. This is the proportion of contracts that do not terminate early. The RV exposure is then adjusted by this factor (See
“Securitisation structure analysis - Primary structural analysis” for details on the RV approach).
Obligors loss distribution

The first step in the analysis was to define a loss distribution of the pool of leases to be securitised. Because of the large number
of leases, we used a continuous distribution to approximate the loss distribution: the lognormal distribution. The probability loss
distribution associates a probability with each potential future loss scenario for the portfolio. This distribution has hence been applied
to numerous loss scenarios on the asset side to derive the level of losses on the notes.
Two main parameters determine the shape of the loss distribution: the mean loss and the portfolio credit enhancement (PCE). The
expected loss captures our expectations of performance considering the current economic outlook, while PCE captures the loss we
expect the portfolio to suffer in the event of a severe recession scenario. We generally derive these parameters from the historical data;
we may make adjustments based on further analytical elements such as performance trends, differences in portfolio composition or
changes in servicing practices among others.
The exhibit below shows the log normal loss distribution of the portfolio.
Exhibit 24

Lease loss probability distribution
4.50%
4.00%

Scenario probability

3.50%
3.00%
2.50%
2.00%
1.50%
1.00%
0.50%
0.00%
0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

14.00%

16.00%

Loss scenario

Source: Moody’s Investors Service

Derivation of lease loss rate expectation

The portfolio expected net loss of 1.45% is below the EMEA auto lease ABS average and is based on our assessment of the lifetime
expectation for the pool, taking into account certain macroeconomic and pool-specific factors.
We primarily based our analysis on the historical cohort performance data that the originator provided for a portfolio that is
representative of the securitised portfolio. We also evaluated (1) other European market trends, (2) benchmark loan and lease
transactions, and (3) other qualitative considerations.
Derivation of recovery rate expectation

Portfolio expected recoveries of 45% are in line with the EMEA auto lease ABS average and is based on our assessment of the average
lifetime recovery rate expectation for the pool.
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We have made assumptions for recoveries on the basis of (1) historical recovery vintages received for this transaction, and (2)
benchmarks from other European auto lease market.
Derivation of portfolio credit enhancement (PCE)

The PCE of 8.5% is lower than the EMEA auto lease ABS average. The PCE has been defined following the analysis of the data
variability, as well as by benchmarking this portfolio with past and similar transactions. Factors that affect the potential variability of
a pool’s credit losses are (1) historical data variability; (2) quantity, quality and relevance of historical performance data; (3) originator
quality; (4) servicer quality; (5) certain pool characteristics, such as asset concentration; and (6) certain structural features, such as
revolving periods.
Residual value risk

Residual value risk is a potential risk to the assets in the transaction. We address this risk by taking a haircut in dependence of the
actual rating of the notes. (See “Securitisation structure analysis - Primary structural analysis” for additional information).
Commingling risk

The servicer can commingle funds, such as lease collections and proceeds from the realisation value of vehicles, with its own funds
until they are transferred to the issuer. Collections and other portfolio proceeds are transferred monthly. In our view, there is a high
probability that the issuer will lose commingled funds in case of a servicer insolvency.
Set-off risk

VWFS UK is a non-deposit taking institution.
Auto Sector Transformation

Technological obsolescence, shifts in demand patterns and changes in government policy will result in some segments of the portfolio
experiencing greater volatility in certain asset performance metrics compared to that seen historically.
Diesel engines have declined in popularity and older engine types face restrictions in certain metropolitan areas. The securitised
portfolio is backed by approx. 38% of vehicles with Diesel engines. We have not received a detailed breakdown of Euro emission
standards in the portfolio. However, the high share of new vehicles in the portfolio (60.4%) is a mitigant which reduces the likelihood
of these diesel vehicles being affected by issues such as taxation or low emissions zones.
Rising popularity of Alternative Fuel Vehicles (AFVs) introduces uncertainty in the future price trends of both legacy engine types
and AFVs themselves due to evolutions in technology, battery costs and government incentives. However, as at the cut-off date, the
portfolio does not contain contracts that are backed by AFV vehicles (including hybrids).
VT rates will likely increase in segments most influenced by this transformation. In mitigation the data from the seller shows recoveries
from voluntary terminations typically exhibit higher recovery rates and shorter recovery lags compared to a hostile repossession of the
vehicle.
Based upon our assessment of the originators RV setting strategy and in particular how it is reacting to the auto sector transformation,
no additional adjustment has been applied in our residual value analysis (see “RV Securitisation structure analysis - Residual value risk
approach” below for details).
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Comparables
Prior transactions

Precedent transaction performance
The performance of the originator’s precedent transactions in this sector are within our expectations.
The exhibits below show the performance of precedent and similar transactions originated by subsidiaries of Volkswagen Group in
Europe.
Exhibit 25

Precedent and similar transactions - Delinquency 60-90 days

Sources: Moody's Investors Service, Moody's Performance Data Service, periodic investor/servicer reports
Exhibit 26

Precedent and similar transactions - Cumulative losses

Sources: Moody's Investors Service, Moody's Performance Data Service, periodic investor/servicer reports
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Transactions of other seller/servicers

We have rated comparable transactions in the UK, Dutch and Swiss markets. Therefore, for benchmarking purposes, the charts below
also include cumulative losses for such comparable transactions that we rate. Please note, however, that the performance shown
can be affected by several factors, such as the seasoning of the securitised loans/leases, the age of the transaction, pool-specific
characteristics as well as the length of the revolving period.
The exhibits below show the performance of comparable transactions among originators in Europe.
Exhibit 27

Exhibit 28

Auto loan and lease ABS - EMEA 60-90 days delinquency - Trend by
domicile

Auto loan and lease ABS - EMEA defaults - Seasoning by domicile

Italy
Others
Spain

France
Netherlands
Portugal
UK

2.50%
2.00%
1.50%
1.00%
0.50%

Source: Moody's Investors Service, periodic investor/servicer reports

2018.01
2018.08

2016.11
2017.06

2015.09
2016.04

2013.05
2013.12
2014.07
2015.02

2012.03
2012.10

2011.01
2011.08

2009.11
2010.06

2007.07
2008.02
2008.09
2009.04

2006.05
2006.12

2005.03
2005.10

0.00%

Cum Defaults [+ Repl. + Add. % of OB]

Germany
Nordic
South Africa
Overall Trend

3.00%

2004.01
2004.08

Delinqunecy 60-90 days [% of CB]

France
Netherlands
Portugal
UK

Germany
Nordic
South Africa
Overall Trend

Italy
Others
Spain

7.00%
6.00%
5.00%
4.00%
3.00%

2.00%
1.00%
0.00%
1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39 41 43 45 47 49 51 53 55 57 59
Months Since Closing

Sources: Moody's Investors Service, periodic investor/servicer reports

The exhibit below shows a benchmark table including portfolio characteristics of comparable transactions in Europe.
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Exhibit 29

Comparable transactions - Asset characteristics
Driver UK MultiCompartment S.A.,
Compartment Driver UK
five
Turbo Finance 7 plc

Driver UK Master S.A.,
Compartment 5

Driver UK Master S.A.,
Compartment 4

Driver UK Master S.A.,
Compartment 2

Orbita Funding 2017-1
plc

Bavarian Sky UK 1 plc

United Kingdom

United Kingdom

United Kingdom

United Kingdom

United Kingdom

United Kingdom

United Kingdom

Closing Date or Rating Review Date
(dd/mm/yyyy)
Currency of Rated Issuance

25/03/2019

25/06/2018

25/05/2018

23/11/2017

20/11/2017

30/11/2016

27/03/2017

GBP

GBP

GBP

GBP

GBP

GBP

GBP

Rated Notes Volume (excluding NR
and Equity)
Originator/Servicer

502,800,000

500,000,000

4,386,706,567

261,400,000

400,000,000

558,446,198

368,500,000

Volkswagen Financial Volkswagen Financial Volkswagen Financial
Services (UK) Limited Services (UK) Limited Services (UK) Limited

Close Brothers Ltd.

BMW Financial
Services (GB) Limited

Deal Name

Country

FirstRand Bank Volkswagen Financial
Limited, London Services (UK) Limited
Branch
No
Yes

Captive finance company?

Yes

Yes

Yes

No

Yes

Long-term Rating

NR

NR

NR

Aa3

NR

Baa1(cr)

Short-term Rating

NR

NR

NR

P-1

NR

P-2(cr)

NR

620,698,770

621,132,246

5,542,036,313

309,459,521

534,806,317

568,166,174

438,146,480

18,865

18,544

14,313

7,038

17,758

6,566

18,077

N/A

N/A

N/A

83.40%

88.50%

N/A

N/A

42.35%

40.22%

N/A

36.70%

50.80%

N/A

N/A

Securitised pool balance ("Total
Pool")
Average principal balance
WA loan to value ("LTV")
Share of total pool >90% LTV
Auto loan receivables %
Auto lease receivables %
RV receivables %
Portion of (fully) amortising contracts
%
Portion of bullet / balloon contracts
%
Portion of pure bullet / balloon
payments %
Average Size of Balloon payment (as
% of initial pool balance)
Method of payment - Direct Debit
(minimum payment)
WA Portfolio Interest Rate (Initial
Pool)
Minimum yield for additional portfolios
p.a.
WAL of Total Pool initially (in years)
WA original term (in years)
WA seasoning (in years)

NR

0.00%

0.00%

0.00%

0.00%

0%

0.00%

0.0%

100.00%

100.00%

100.00%

100.00%

100%

100.0%

100.0%

46.66%

48.50%

59.86%

15.00%

51.70%

6%

48.02%

7.62%

7.13%

5.28%

81.75%

0%

87.00%

6.00%

92.38%

92.87%

94.72%

18.25%

100.00%

13.00%

94.00%

N/A

N/A

N/A

NA

0%

N/A

N/A

N/A

N/A

N/A

56.40%

0%

N/A

N/A

99.87%

99.90%

99.66%

100.00%

100.00%

99.98%

99.85%

6.26%

6.26%

6.16%

9.57%

6.47%

12.77%

6.33%

N/A

N/A

N/A

8.50%

5.00%

12.25%

N/A

2.61

2.70

1.87

1.93

2.04

1.96

2.5

3.9

3.9

3.9

4.1

3.9

4.4

3.8

0.4

0.3

1.5

0.9

1.3

0.9

0.4

3.55

3.60

2.40

3.21

2.58

3.4

3.33

No. of contracts

32,903

33,495

387,195

43,970

30,116

86,534

24,238

No. of obligors

32,793

33,409

382,115

NA

30,048

N/A

N/A

Single obligor (group) concentration
%
Top 5 obligor (group) concentration
%
Top 10 obligor (group) concentration
%
Top 20 obligor (group) concentration
%
Private obligors %

0.05%

0.04%

0.01%

0.05%

0.02%

0.01%

0.07%

0.22%

0.19%

0.03%

0.34%

0.09%

N/A

0.44%

0.38%

0.36%

0.05%

0.46%

0.18%

0.10%

0.61%

0.66%

0.65%

0.09%

0.57%

0.33%

0.19%

0.77%

96.98%

97.11%

97.24%

79.44%

100.00%

95.78%

96.97%

Audi

Audi

Audi

Ford

BMW

Ford

Audi

Volkswagen

Volkswagen

Volkswagen

Volkswagen

BMW MINI

Audi

Volkswagen

Skoda

Skoda

Skoda

BMW

Non BMW Group

Vauxhall

Skoda

WA remaining term (in years)

Name largest manufacturer / brand
Name 2nd largest manufacturer /
brand
Name 3rd largest manufacturer /
brand
Size % largest manufacturer / brand
Size % 2nd largest manufacturer /
brand
Size % 3rd largest manufacturer /
brand
New vehicles %

44.20%

48.32%

51.41%

16.85%

65.97%

12.33%

49.36%

34.67%

32.12%

32.03%

9.25%

21.09%

12.08%

32.35%

10.26%

10.05%

8.90%

9.10%

12.94%

11.89%

8.99%

60.38%

66.83%

74.06%

12.37%

70.00%

5.99%

74.09%

Name largest region

South East

South East

South East

South East

South East England

North West

South East

Name 2nd largest region

North West

North West

North West

East of England

Scotland

Scotland

Scotland

Scotland

North West

North West England

Yorkshire and
Humbleside
London

North West

Name 3rd largest region
Size % largest region

21.59%

21.78%

21.10%

12.56%

16.88%

13.09%

21.71%

Size % 2nd largest region

12.31%

11.73%

12.09%

10.88%

13.61%

10.91%

12.29%

Size % 3rd largest region

10.69%

11.22%

11.31%

10.19%

12.54%

10.79%

10.86%

Scotland

Source: Moody's Investors Service
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Exhibit 30

Comparable transactions - Asset assumptions

Deal Name

Driver UK Master S.A., Driver UK Master S.A., Driver UK Master S.A., Orbita Funding 2017-1
Compartment 5
Compartment 4
Compartment 2
plc

Gross default / Net loss definition
modelled
Data available for each subpool?

6 months

Period Covered by Vintage data (in
years)
Type of default / loss distribution

6 months

6 months

2 months

Bavarian Sky UK 1 plc

Turbo Finance 7 plc

Driver UK MultiCompartment S.A.,
Compartment Driver
UK five

4 months

90 days

6 months

Yes

Yes

Yes

Yes

Yes

N/A

Yes

16.00

13.00

13.00

9.50

11.00

5.00

14.00

Lognormal

Lognormal

Lognormal

Lognormal

Lognormal

Lognormal

Lognormal

Model running on defaults/losses

Losses

Losses

Losses

Default

Default

Defaults

Losses

Mean gross default/net loss rate initial pool
Mean gross default/net loss rate replenished pool
Mean net loss rate (calculated or
modelled)
CoV (implied)

1.45%

1.35%

1.35%

3.50%

3.00%

5.00%

1.35%

1.45%

1.35%

1.35%

3.50%

3.00%

N/A

1.35%

1.45%

1.35%

1.35%

1.93%

1.50%

2.75%

1.35%

50.93%

53.28%

53.28%

57.00%

54.00%

48.13%

55.00%

Default timing curve

Sine (6-15-46)

Sine (0-11-32)

Sine(6-12-43)

Sine (2-12-35)

Sine (4-12-35)

Sine(3-12-36)

Sine (6-12-43)

Mean recovery rate

N/A

N/A

N/A

45.00%

50.00%

45.00%

N/A

Recovery lag (in months)

N/A

N/A

N/A

N/A

8.50%

8.50%

WA recovery lag of
19 months
9.50%

Vector

8.50%

WA recovery lag of
19 months
15.00%

16.00%

8.50%

Aaa

Aaa

Aaa

Aaa

Aaa

Aaa

Aaa

Portfolio Credit Enhancement (PCE)
PCE calibrated to
Conditional Prepayment Rate (CPR)

Seasoning as modelled (in months)
Stressed Fees modelled

15% first 18 months; 15% first 18 months; 15% first 18 months;
20% thereafter
20% thereafter
20% thereafter
WA seasoning of
the pool
1.03%

PDL definition
Assumed Portfolio Yield p.a. - initial
pool
Assumed Portfolio Yield p.a. additional pool
Index Rate assumed in 1st period
RV risk modelled?
RV Haircut (Aaa (sf))

WA seasoning of
the pool
1.03%

Loss

Loss

WA seasoning of
the pool
1% on portfolio per
annum
Loss

5.15%

6.37%

5.87%

17.5% first 18 15% first 18 months;
months; 22.5%
20% thereafter
thereafter
N/A
N/A
1.10%

1.00%

Defaults

N/A

8.60%

5.90%

12.5% first 18 15% first 18 months;
months; 17.5%
20% thereafter
thereafter
N/A
N/A
1.2% on portfolio
per annum

1.03%

10.45%

4.20%

5.15%

6.37%

5.87%

8.37%

5.00%

8.65%

4.20%

1.00%

0.50%

0.25%

0.50%

0.50%

0.45%

0.50%

Yes

Yes

Yes

Yes

Yes

Yes

Yes

34.00%

34.00%

37.00%

46.00%

38.50%

46.00%

37.00%

Source: Moody's Investors Service

Additional asset analysis
Data quality and content

We have received detailed historical data broken down by both dynamic and static vintage periods from 2002 to 2018. This included
the following:
» Dynamic delinquency data in different buckets
» Static gross and net default data
» Prepayment data
In our view, the quality of data received is better than that of transactions that have achieved high-investment-grade ratings in this
sector.
Originator/servicer quality

The main strengths of the servicer in this transaction are VWFS UK experience as an originator in the UK car financing market since
1994 and VWFS AG (parent) position as a market leader in its home market. In addition, VWFS AG is the captive originator of a leading
European vehicle manufacturer.
The unrated originator, VWFS UK, is the primary servicer in the transaction. (See “Securitisation structure description - Detailed
description of the structure - Replacement of the servicer” for additional information.)
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Securitisation structure description
Driver UK Master is a revolving cash securitisation. Our analysis of the structural characteristics of the transaction included a review
of available total credit enhancement, including the capital structure subject to minimum over-collateralisation levels that apply to
further issuance of notes up to the maximum program size and target over-collateralisation levels, transaction triggers, repurchase
mechanism whereby additional over-collateralisation is built up with ongoing purchase of additional receivables, and finally allocation
of payments as defined in the waterfall. In line with other VW sponsored leasing transactions, the transaction is structured in such a
way to achieve the net excess spread being close to zero at closing.
The issuer is a special-purpose vehicle incorporated as a securitisation company under Luxembourg law. Interest on the notes is paid
monthly.
Structural diagram
Below is a structural diagram for the transaction, illustrating the relationship between the issuer, Driver UK Master and the other
transaction parties.
Exhibit 31

Driver UK Master

Source: VWFS

Detailed description of the structure
The transaction structure is a senior subordinated structure with a cash reserve fund. Additionally, notes issued by the issuer benefit
from over-collateralisation (because the pool amount is greater than aggregated funded liabilities).
Components of credit enhancement

Credit enhancement in the transaction includes primarily subordination of the notes, subordinated loan and over-collateralisation. An
additional source of credit enhancement is the cash reserve account.
Over-collateralisation

The transaction benefits from initial over-collateralisation of 8.00% which is created by defining a lower portfolio purchase price than
the net present value of the auto lease portfolio at closing (a 9.00% discount to the par value of the discounted receivable balance,
which funds the initial over-collateralisation of 8.00% as well as the cash collateral account of ca. 0.97%).
Moreover, those subsequently purchased assets which could be funded by (1) a tap issuance, or (2) the issuance of new series of notes
would be purchased at a discount of 9.00% to the par value of the discounted receivable balance (hence at a purchase price of 91.0%).
The discount in the purchase price of 9.00% consists of (1) the reserve fund increase amount needed to reach the target level after the
increase of the notes’ size, and (2) 8.00% additional over-collateralisation in respect of the subsequently purchased assets.
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This provides for a minimum over-collateralisation for the total portfolio of 8.00%, even after the increase of existing notes or the
issuance of new series of notes.
Build-up of credit enhancement

In addition, credit enhancement levels build-up during the life of the transactions. (1) During the revolving period: funds from repaid
assets and amounts released to pay interest on sub-loan will be used to purchase new assets at an additional discount of 8.0% to the
par value of the discounted receivable balance (hence at a purchase price of 92.0%) providing for additional over-collateralisation until
the credit enhancement target levels (excluding the reserve fund) are reached: 29.5% for Class A and 21.0% for Class B. (2) During
the amortisation period: Class A and Class B Notes are redeemed in a way to provide for the build-up of credit enhancement until the
credit enhancement target levels (excluding the reserve fund) are reached: 33.5% for Class A and 25.0% for Class B.
Allocation of payments/waterfall

On each payment date, the issuer’s available funds (that is, instalments collections, vehicle realisation proceeds, interest accrued on
distribution account, net swap receipts, minus the interest compensation amount plus the amounts necessary to cover shortfalls
the issuer may suffer due to unscheduled prepayments) will be applied in the following simplified order of priority (pre-enforcement
priority of payments):
1.

Senior expenses

2.

Swap payments except for a termination payment owing to a default by the swap counterparty

3.

Class A notes interest and Class A notes interest shortfall from previous periods (if any)

4.

Class B notes interest and Class B notes interest shortfall from previous periods (if any)

5.

Cash collateral account until the specified level is reached

6.

(a) Amortisation Class A notes principal payments, (b) Amounts to the accumulation account for additional purchases of
receivables until the Class A required over-collateralisation level is reached

7.

(a) Amortisation Class B notes principal payments, (b) Amounts to the accumulation account for additional purchases of
receivables until the Class B required over-collateralisation level is reached

8.

Other payments to the swap counterparty

9.

Sub-loan interest plus interest shortfalls (if any) on the sub-loan

10. Sub-loan principal
11. VWFS UK by way of a final success fee
Allocation of payments/PDL-like mechanism: The definition of the notes required amortisation amount ensures that payments will
be applied toward reducing losses of the period and previous periods.
Cash reserve

» At closing or at tap issuance, minimum 0.97% of initial pool balance, which is equivalent to minimum 1.2% of the rated notes
balance
» Amortising to the lesser of (i) 0.6% of the maximum discounted receivables balance and (ii) the aggregate nominal amount of the
Class A and Class B notes
» The cash reserve will be available for liquidity during the life of the transaction and available to cover defaults at the end of the
transaction
» The reserve fund will be replenished after the interest payment of the Class A and Class B notes using the available funds in the cash
flow waterfall
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Performance triggers

The revolving period will stop and early amortisation will be triggered if any of the following applies:
» The cumulative net loss ratio exceeds
›

(1) 0.80% if the WA seasoning <= 9 months

›

(2) 1.75%, if the WA seasoning is between 9 months (exclusive) and 18 months (inclusive)

›

(3) 2.65%, if the WA seasoning is between 18 months (exclusive) and 27 months (inclusive)

›

(4) 4.0%, if the WA seasoning is greater than 27 months (exclusive)

» The late delinquency ratio exceeds 0.7% on payment date on or before 25 March 2021
» Servicer replacement event occurs and is continuing
» An insolvency event occurs with respect to the issuer or VWFS UK
» Cash reserve fund is below target
» Interest payment default on most senior class of notes
» Failure by the swap provider to post collateral or failure of the issuer to enter into a replacement swap following the default of a
swap counterparty
» The accumulation balance on two consecutive payment dates exceeds in aggregate 15% of the discounted receivables balance
» Credit enhancement under the Class A notes is less than 27.5% on any payment date falling after three consecutive payment dates
following the closing date
» On any Payment Date the balance standing to the credit of the Interest Compensation Ledger is equal to zero.
Originator/servicer/cash manager-related triggers

The appointment of the servicer is terminated if the following events occur:
» Insolvency of the servicer
» Failure to perform material obligations that is not remedied within 60 days of notice of such a failure
» Failure to deliver the servicer report twice over a one-year period, if not remedied within five business days
» Failure to make payments due, if not remedied within five business days.
Other counterparty rating triggers

The issuer account bank will be replaced upon loss of the account bank's required rating of P-1 or A2.
Discounted principal balance

The issuer purchases all receivables at a discounted price, which is different from its nominal amount. The net present value (the
discounted balance) of each receivable will be calculated as the contractual interest and principal payments discounted at the discount
rate of 5.1545%.
Excess spread

All assigned receivables will be purchased at a discount rate of 5.1545%. The discount rate is sized in order to minimize net excess
spread at closing, after deduction of the interest compensation rate.
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Interest rate mismatch

At closing, the pool consists of 100% fixed-rate assets, whereas the notes are floating-rate liabilities. As a result, the issuer is subject to
fixed-floating mismatch (that is, the risk that the interest rate on the notes will differ from the interest payable on this portion of the
portfolio).
To mitigate the fixed-floating rate mismatch, the issuer has entered into several swap agreements with SEB AB (Aa2(cr)/P-1(cr)), one
for each Series Class A and Class B notes. Under the swap agreements, (1) the issuer will pay a fixed spread of 1.90% on Class A notes
and 2.84% on Class B Notes; (2) the swap counterparty will pay one-month Libor plus spread of Class A and Class B, respectively. The
swap framework is ISDA and is in line with Moody's swap criteria. There is no material link to the swap counterparty.
Asset transfer/true sale/bankruptcy remoteness

The purchase of the asset portfolio is financed by the issuance of (1) Class A and B notes, and (2) a subordinated loan. The purchase is a
true sale of the receivables under UK law, residual value receivables, vehicles and ancillary rights to the issuer for the benefit of the note
holders.
Cash manager

Elavon Financial Services DAC (Aa2/P-1 Bank Deposits) acts trough its UK branch as independent cash manager in the transaction. The
cash manager's main responsibilities include making payments according to the waterfall and drawing on the cash reserve and other
sources of liquidity. The cash manager will make cash flow calculations on each monthly payment date. Events that could lead to the
termination of the cash manager include insolvency and a failure to perform certain tasks that the cash manager does not remedy
within the grace period.
Lack of estimation language: The transaction documents do not feature provisions allowing the cash manager to estimate payments
to noteholders in the absence of the monthly servicer report. Therefore, in the event of servicer disruption, the issuer might rely solely
on the reserve fund as a source of liquidity until a substitute servicer can be appointed. Mitigating this risk: (i) the size and financial
strength of the servicer's parent Volkswagen Bank GmbH (Aa3(cr)/P-1(cr)) and its ultimate parent Volkswagen Aktiengesellschaft (A3/
P-2; stable), (ii) the reserve fund's adequate size which is expected to cover for at least 4.4 months of interest payments, and (iii) the
fact that the portfolio is a standard asset class, which decreases the likelihood of a long servicer transition period.
There is no backup cash manager appointed at closing.
Replacement of the servicer

There is no backup servicer or backup servicer facilitator appointed at closing.
Exhibit 32

Back-up servicer
Back-up Servicer:

N/A

Rating:

N/A

Ownership Structure:

N/A

Regulated by:

N/A

Total Number of Receivables Serviced:

N/A

Number of Staff:

N/A

Source: Moody's Investors Service
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Securitisation structure analysis
Primary structural analysis
We base our primary analysis of the transaction structure on the default distribution of the portfolio to derive our cash flow model.
Tranching of the notes

We used a lognormal distribution to describe the default distribution of the portfolio. We used this distribution in the cash flow model
to ultimately derive the level of losses on the notes under each default scenario.
The chart below represents the default distribution (green line) that we used in modelling lessee defaults.
Exhibit 33

Lease loss probability distribution, including Tranche A losses
ScenarioProbability

Class A Loss
10.00%

0.045
0.04

8.00%

0.03

6.00%

0.025
0.02

Loss %

Scenario probability

0.035

4.00%

0.015
0.01

2.00%

0.005
0
0.00%

2.00%

4.00%

6.00%

8.00%

10.00%
Loss scenario

12.00%

14.00%

16.00%

0.00%
18.00%

Source: Moody's Investors Service

We considered the allocation to each of the parties within the transaction of the cash flow that the collateral generates, and the
extent to which the structural features of the transaction might themselves provide additional credit protection to investors, or
alternatively act as a further source of risk in addition to the intrinsic risk of the lease assets. For example, we analysed the strength of
early amortisation triggers.
As a first step towards determining the theoretical rating of the notes, we used an expected- loss methodology that reflects the
probability of default for the notes multiplied by the severity of the loss expected for the notes.
To allocate losses to the notes in accordance with their priority of payment and relative size, we used a cash-flow model (ABSROM)
that reproduces most of the deal-specific characteristics.
We have already described above the main input parameters of the model. The result of weighting each severity of loss output (the
result of inputting each default scenario into ABSROM) with the probability of occurrence, is both the expected loss for the notes as
well as the expected average life.
We then compare both values to our Idealised Expected Loss table. Under a second step, we calculated losses from residual value risk
under an Aaa scenario and incorporated those losses into the quantitative analysis.
Timing of losses

We have tested different timings for the loss curve to assess the robustness of the ratings. In the base-case scenario, the timing of
losses curve assumed is sinus, with the first loss occurring with a 6 month lag, a peak in month 15 and the last default in month 46.
Loss definition
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3.

Any PCP receivable in respect of which (1) the related obligor has elected to exercise its right to return the vehicle, and (2) the
vehicle related to such PCP receivable has not been sold or otherwise disposed of for more than 91 days from the date on which
such vehicle was returned.

Residual value risk approach

In the event that an obligor chooses to return the vehicle at the end of the contract in lieu of paying the final balloon payment, the
transaction would be fully exposed to residual value (RV) risk. RV risk captures potential loss to the transaction if the proceeds from the
sale of the vehicle are lower than the securitised balloon amount.
Following our two-step approach, we determine the RV risk credit enhancement (CE) for each rated class of notes. We define the RV
risk CE of a class of notes as the additional CE only related to RV risk. This CE is in addition to CE needed to cover the remaining risks in
the securitisation like lessee default risk. We apply the five steps below to estimate the RV haircuts and to calculate the RV risk CE (for
more details see: Moody’s Global Approach to Rating Auto Loan- and Lease-Backed ABS, published in March 2019).
Step 1 - Baseline Aaa (sf) haircut for the market: The baseline Aaa (sf) RV haircut for the UK is currently 40%.
Step 2 - Determine adjustments to the Aaa (sf) baseline haircut: The assessment of the RV forecaster leads to a reduction of the
Baseline Aaa (sf) haircut by 3.0% because of sophisticated RV setting and testing procedures, by another 3.0% because of multiple
remarketing channels and by another 1.5% owing to VW's financial strength. However, the concentration in VW group of brands leads
to a penalty of 1.5%. This leads altogether to a transaction Aaa (sf) haircut of 34.0% for this portfolio.
Step 3 - Derive the Non-Aaa (sf) tranche haircuts: We determine haircuts applied to non-Aaa (sf) rated notes relative to the
transaction Aaa (sf) haircut.
Step 4 - Incorporating forecast values and haircuts in the RV analysis: Based on the historically low variance between forecast and
realised RV values, we assume a forecast market residual value (FMRV) of 100% of the contract residual value (CRV) in the RV CE
calculation.
Taking into account the asset portfolio assumptions to calculate the lease contract survivor index and the maximum residual value
exposure in the portfolio, we calculate a preliminary Aaa (sf) credit enhancement to cover RV risk of 17.6%.
Step 5 - Assessing buyback agreements: There are no deals buyback agreements. The originator has an option but not an obligation to
repurchase the receivables, including the RV component. This option has limited value in our analysis, keeping the Aaa (sf) RV credit
enhancement at 17.6%.
The exhibit below describes the required RV risk CE at the Aaa level.
Exhibit 34

Calculating RV risk CE at the Aaa Level
Baseline Aaa (sf) haircut (United Kingdom)

40.00%

Baseline Aaa(sf) haircut portfolio adjustments

34.00%

Ratio FMRV / CRV

100.00%

Maximum portfolio RV exposure

65.00%

Aaa (sf) portfolio survivor index

79.50%

Percentage of required Aaa (sf) RV CE accounting for dealer guarantees

17.60%

Aaa (sf) RV credit enhancement

17.60%

Source: Moody's Investors Service

The analysis results in an RV CE of 17.6% for Aaa (sf) rated notes.
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Exhibit 35

Comparable transactions - Structural features

Deal Name

Driver UK Master
Driver UK Master
Driver UK Master
Orbita Funding 2017- Bavarian Sky UK 1
S.A., Compartment 5 S.A., Compartment 4 S.A., Compartment 2 1 plc
plc

Driver UK MultiCompartment S.A.,
Compartment Driver UK
Turbo Finance 7 plc five

Revolving Period (in years)

2 years

2 years

1 year

1 year

1 year

50.00%

50.00%

Size of credit RF (as % of rated notes)

1.20%

1.20%

1.43%

1.20%

1.07%

0.70%

1.44%

RF amortisation floor (as % of initial total pool)

0.60%

0.60%

0.60%

0.42%

Non-amortising

0.50%

1.00%

Set-off risk?

No

No

No

No

No

No

No

Set-off mitigant

N/A

N/A

N/A

NA

NA

N/A

No

Set-off Amount

NA

NA

NA

NA

NA

NA

NA

Commingling Risk?

Yes

Yes

Yes

No

Yes

Yes

Yes

Commingling mitigant

Ultimate parent
rated Aa3/P-2
N/A

Ultimate parent
rated Aa3/P-2
N/A

other

Back-up Servicer name

Ultimate parent
rated Aa3/P-2
N/A

N/A

N/A

Parent rating, sweeping
and advance
N/A

Back-up Servicer facilitator

N/A

N/A

N/A

N/A

Declaration of
trust
Homeloan
Management
N/A

Swap in place?

Yes

Yes

Yes

Yes

Wilmington Trust
SP Services
(London) Ltd
Yes

N/A

Yes

Yes

Swap counterparty Long-term Rating

Aa2(cr)

Aa3(cr)

Aa3

NR

Aa1(cr)

Aa3(cr)

Swap counterparty Short-term Rating

P-(cr)

P-1(cr)

Aa3(cr), Aa1(cr),
Aa2(cr)
P-1(cr), P-2(cr)

P-1

NR

P-1(cr)

P-1(cr)

Type of Swap

Fixed floating

Fixed floating

Fixed floating

Fixed-Floating

Fixed-Floating

Fixed floating

Fixed floating

Size of Aaa(sf) rated class

72.50%

73.50%

69.12%

84.47%

74.80%

86.51%

77.60%

Aa(sf) rated class

8.50%

-

-

-

-

-

-

A(sf) rated class

-

7.00%

10.04%

-

-

10.28%

6.50%

Baa(sf) rated class

-

-

-

-

-

1.50%

-

NR class

11.00%

17.40%

17.36%

15.54%

25.20%

1.71%

14.40%

Initial Over-collateralisation

8.00%

2.10%

3.49%

0.00%

0.00%

-

1.50%

Reserve fund as % of inital total pool

0.97%

0.97%

0.95%

1.01%

0.80%

0.70%

1.20%

Annualised net excess spread as modelled

0.00%

0.00%

0.00%

6.20%

3.60%

8.83%

0.00%

Source: Moody's Investors Service
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Additional structure analysis
Asset transfer, true sale and bankruptcy remoteness

We consider the purchase of the receivables to be an effective true sale under English law and the issuer to be a bankruptcy remote
entity. Our assessment is based on the analysis of the transaction documentation and takes into account the legal opinion provided by
the transaction counsel.
Cash reserve

The reserve fund is funded at closing at 1.2% of the rated notes. It amortises to the maximum of (a) 1.2% of the rated notes and (b)
the lower of 0.6% of the initial discounted principal balance of the portfolio and the outstanding balance of the rated notes. The
reserve fund is not available to cover principal losses prior to the earlier of (i) the legal final maturity date or (ii) the date on which the
aggregate discounted receivables balance is equal to zero. Moreover, prior to the legal final maturity date and unless CE triggers are
breached or theres a servicer insolvency event, the reserve fund amortisation amounts flow directly to the sponsor and cannot be used
to cover any payment shortfalls.
Reserve fund amortisation in the absence of a floor exposes Class B to credit losses in certain portfolio loss scenarios. Once the
portfolio is nearly fully amortised, the reserve fund might not be sufficient to cover senior fees and/or note coupon payments. Such
shortfalls would next be drawn from the remaining principal receipts, potentially leading to credit losses on Class B. Moody's has taken
this into account in its cash flow modelling.
Commingling risk

Collections are commingled at the issuer account during monthly collection periods. The resulting commingling risk is partially
mitigated by (1) the current rating of the servicers' ultimate parent Volkswagen Bank GmbH Aa3(cr)/P-1(cr), (2) cash advances upon
a downgrade of Volkswagen Bank GmbH (or if Volkswagen Bank GmbH ceases to hold 100% of shares in VWFS), and (3) borrower
notification to pay into the issuer account upon servicer insolvency.
Under the cash advance mechanism mentioned above the servicer has to arrange the following transfer within 14 calendar days of the
downgrade of Volkswagen Bank GmbH below Baa1, or if Volkswagen Bank GmbH ceases to hold of 100% shares in VWFS:
Expected collections are advanced twice a month to a collateral account pledged to the issuer:
» Determine the expected collections for the first half (calendar day 1 - 15) of each month and transfer the amount on the 11th
business day prior to the start of that month
» Determine the expected collections for the second half (calendar day 16 - the last calender day of the current month) and transfer
the amount on the 11th business day before the 16th calendar day of each month to the collateral account pledged to the issuer
Actual collections are transferred to the issuer account twice a month:
» Transfer actual collections from day 1 to day 15 of each month on the fifth business day following the 15th calendar day of that
month
» Transfer actual collections from day 16 to the last calendar day of the month on the fifth business day of the following month
A portion of the portfolio purchased above par

A portion of the contracts in the initial pool pays interest rate above the discount rate of 5.1545%; such assets are purchased above
par. In case of pre-payments of these assets, which borrowers pay at par, the issuer will receive less than the outstanding discounted
balance of the prepaid assets due to the difference between the interest rate on the prepaid assets and the portfolio discount rate.
The discount rate of 5.1545% has been sized to account for such potential losses in amount of up to 1.805% per annum (interest
compensation rate).
Revolving master structure

The transaction will be used to securitise assets on an ongoing basis and allows for flexibility which could change the credit
enhancement levels.
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The volumes of existing series can be increased during the revolving period up to the respective maximum issuance amounts. In
addition, new series of notes can be issued during the revolving period. This is mitigated by the purchase discount for additional
receivables, which is in line with the minimum initial over-collateralisation at tap issuance of 8.00%. In addition, the cash collateral
account will be increased in an amount of 1.20% of the additional notes through the additional purchase discount for additional
receivables. This mechanism ensures that credit enhancement levels cannot fall below the initial levels when a tap issuance occurs. In
addition, our rating confirmation is a prerequisite of a tap issuance.

Methodology and monitoring
We will monitor the transaction on an ongoing basis to ensure that it continues to perform in the manner expected, including checking
all supporting ratings and reviewing periodic servicing reports. Any subsequent changes in the rating will be publicly announced and
disseminated through Moody’s Client Service Desk.
Data quality: The issuer will provide a finalised investor report and discuss it with us. This report will include all necessary information
for us to monitor the transaction.
Data availability: VWFS UK will provide the investor report. Transaction documentation will set out a timeline for the investor report.
VWFS UK will publish the priority of payment section on the interest payment date and will publish the completed report on each
monthly payment date. The investor report will be published monthly. The frequency of the interest payment date is monthly. Investor
reports will be publicly available on a website.

Modeling assumptions
Please note that other values within a range of the notional amount listed below may result in achieving the same rating.
Exhibit 36

Modeling assumptions
Default/Loss Distribution:

Lognormal

Cumulative Defaults (Initial Portfolio/Revolving Portfolios):
Default Definition:
Aaa Portfolio Credit Enhancement:
Timing of Defaults:
Recovery rate:
Recovery lag:
Conditional Prepayment Rate (CPR):
Amortization Profile:
Portfolio Yield (as modelled):
Fees (as modelled):
PDL definition:
Index Rate:
Set-off Amount:

1.45%
6 months
8.50%
Sine (6-15-46)
N/A
N/A
15% first 18 months; 20% thereafter
Scheduled amortization
5.15%
1.03%
6 months
1.00%
N/A

Source: Moody's Investors Service
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Appendix 1: Summary of the originator's underwriting policies and procedures
Exhibit 37

Originator's policies and procedures
Originator Ability

At Closing [or, if possible at time of when most loans were originated]

Sales and Marketing Practices
Origination Channels:

Not disclosed

Origination Volumes:

Not disclosed

Average Length of Relationship Between Dealer and Originator:

Not disclosed

Underwriting Procedures
% of Loans Automatically Underwritten:

Not disclosed

% of Loans Manually Underwritten:

Not disclosed

Ratio of Loans Underwritten per FTE* per Day:

Not disclosed

Average Experience in Underwriting or Tenure with Company:

Not disclosed

Approval Rate:

Not disclosed

Percentage of Exceptions to Underwriting Policies:

Not disclosed

Underwriting Policies
Source of Credit History Checks:

Not disclosed

Methods Used to Assess Borrowers' Repayments Capabilities:

Not disclosed

Income Taken into Account in Affordability Calculations:

Not disclosed

Other Borrower's Exposures (i.e. other debts) Taken in Account in
Affordability Calculations:
Method Used for Income Verification:

Not disclosed

Maximum Loan Size:

Not disclosed

Average Deposit Required:

Not disclosed

Not disclosed

Credit Risk Management
Reporting Line of Chief Risk Officer:

Not disclosed

*FTE: Full Time Employee

Originator Stability:

At Closing

Quality Controls and Audits:
Responsibility of Quality Assurance:

Not disclosed

Number of Files per Underwriter per Month Being Monitored:

Not disclosed

Management Strength and Staff Quality
Average Turnover of Underwriters:

Not disclosed

Training of New Hires and Existing Staff:

Not disclosed

Technology
Frequency of Disaster Recovery Plan Test:

Not disclosed

Source: VWFS
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Appendix 2: Summary of the servicer's collection procedures
Exhibit 38

Servicer's collection procedures
Servicer Ability

At Closing

Loan Administration
Entities Involved in Loan Administration:

Not disclosed

Early Stage Arrears Practices

Not disclosed

Entities involved in Early Stage Arrears:

Not disclosed

Definition of Arrears
Arrears Strategy for 1-29 Days Delinquent:

Not disclosed

Arrears Strategy for 30 to 59 Days Delinquent:

Not disclosed

Arrears Strategy for 60 to 89 Days Delinquent:

Not disclosed

Data Enhancement in Case Borrower is Not Contactable:

Not disclosed

Loss Mitigation and Asset Management Practices
Transfer of a Loan to the Late Stage Arrears Team:

Not disclosed

Entities Involved in Late Stage Arrears:

Not disclosed

Ratio of Loans per Collector (FTE):

Not disclosed

Time from First Default to Litigation /Sale:

Not disclosed

Average Recovery Rate (on Vehicle):

Not disclosed

Channel Used to Sell Repossessed Vehicles:

Not disclosed

Average Total Recovery Rate (after vehicle sale):

Not disclosed

Servicer Stability

At Closing

Management and Staff
Average Experience in Servicing or Tenure with Company:

Not disclosed

Training of New Hires Specific to the Servicing Function (i.e.
excluding the company induction training):
Quality Control and Audit

Not disclosed

Responsibility of Quality Assurance:

Not disclosed

IT and Reporting
Frequency of Disaster Recovery Plan Test:

Not disclosed

Source: VWFS
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Moody's related publications
For a more detailed explanation of our approach to this type of transaction as well as similar transactions, please refer to the following
reports:
Methodology used:
» Moody’s Global Approach to Rating Auto Loan- and Lease-Backed ABS, March 2019
Outlook:
» 2019 Outlook - New entrants and stable performance, amid increasing risks in the UK, November 2018
Sector Comment:
» Auto ABS – EMEA: Sector update – Q4 2018: Performance remains steady, February 2019
» Driving bans will weaken demand for used diesel cars and their residual values, March 2018
Data:
» Global Auto ABS Market Comparison Tool, June 2018
Please note that these references are current as of the date of publication of this report and that more recent reports may be available.
All research may not be available to all clients.
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