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Ratings 

 
 

Notes: 

 The ratings address the payment of timely distribution of scheduled interest and ultimate principal by the legal final maturity date. 

• Class A Notes Initial Credit enhancement includes overcollateralisation, subordination of the Class B Notes, a Subordinated 

Loan and a Cash Collateral Account (“CCA”). 

• Upon closing, the CCA is equal to 1.2% of the discounted receivables balance (£14,189,243) and amortises to a floor of 1.0% of 

the aggregate discounted receivables balances. The CCA balance will never be greater than on the Closing Date. 

• The CCA initially provides liquidity support only but is available to repay principal on the Scheduled Repayment Date or as soon 

as the Aggregate Discounted Receivables Balances has been reduced to zero. This could lead to the repayment of principal on 

the Class A Notes only if sufficient cash flows from collections are not available. 

 

Transaction Summary 
 

DBRS Ratings Limited (“DBRS”) has finalised Provisional Ratings previously assigned to the Class A 

andClass B Notes issued by Driver UK Multi-Compartment S.A. acting for and on behalf of its 

Compartment Driver UK two (“Driver UK two”, “Issuer” or “SPV”) as listed above. The note issuance is 

separate from the Driver UK Master S.A. programme that DBRS rated in November 2013 although the 

receivables share the same underlying originator, Volkswagen Financial Services (UK) Limited. 
 

There are two classes of rated Notes included in the transaction. Initial Class A credit support of 27.20% 

includes overcollateralisation (1.10%), subordination of the Class B Notes (11.50%), a Subordinated Loan 

(13.40%) and a Cash Collateral Account (1.20%). Class A overcollateralisation in the transaction will build 

to a target of 30.00% during the revolving period and 33.00% during the amortisation period. Initial Class 

B credit support of 15.70% includes overcollateralisation (1.10%), a Subordinated Loan (13.40%) and a 

Cash Collateral Account (1.20%).  Class B overcollateralisation in the transaction will build to a target of 

16.00% during the revolving period and 19.00% during the amortisation period. 
 

The securitised portfolio consists of a pool of automobile purchase contracts originated by Volkswagen 

Financial Services (UK) Limited (“VWFS (UK)”) to predominantly retail customers secured by new and used 

vehicles. The pool has a weighted average original term of approximately 44 months with auto loans 

representing new vehicles accounting for 74% of the receivables. Over 99% of the receivables relate to 

the financing of VW Group vehicles. 
 

Notable Features 
• The transaction has a six month revolving period until March 2015 during which time collections 

from the receivables can be used to fund the purchase of additional receivables, provided certain 

eligibility and performance criteria are satisfied. 

• Following the expiry of the revolving period, the transaction has a sequential/pro-rata 

amortisation structure whereby initially collections from the receivables will be used to pay down 

the Class A and Class B Notes in order to reach their overcollateralisation targets of 33.00% and 

16.00%, respectively. Thereafter, Class A and Class B will receive principal on a pro-rata basis 

unless a credit enhancement increase condition has been met.  

• The CCA balance is not fixed throughout the life of the tranasction and will amortise to a floor 

equivalent to 1.0% of the aggregate discounted receivables. The CCA balance will never be 

greater than on the Closing Date. 

Debt 
Par Amount 

(£) 

Initial Credit 

Enhancement 
Index 

Note 

Margin 
ISIN Rating Action Rating 

Class A Notes 875,000,000 27.20% Libor 1m 0.42% XS1097314634 
Provisional 

Rating - Finalised 
AAA (sf) 

Class B Notes 135,900,000 15.71% Libor 1m 0.90% XS1097314717 
Provisional 

Rating - Finalised 
A (high) (sf) 

Subordinated Loan 158,530,129 2.30% Libor 1m 1.90% N/A N/A Not Rated 
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• Receivables are discounted at a fixed rate of 4.7858% which incorporates the interest and 

expenses incurred through the order of priority and an interest compensation rate of 1.875%. 

Following application of the available distribution amount through the order of priority, any 

excess is returned to VWFS (UK) on each payment date subject to a maximum balance in the 

interest compensation ledger (£3m). 
 

Strengths 
• The initial securitised portfolio benefits from 7 months of seasoning. 

• The underlying portfolio has experienced low historical gross loss rates with high levels of 

recoveries. 

• The eligibility criteria ensures receivables are not added to the pool that are, amongst others, i) 

not overdue, ii) have recorded more than two monthly payments and iii) have a maturity of no 

later than seventy months from the Cut-Off Date 

• VWFS (UK) are a highly experienced, financially strong captive finance servicer. 
 

Challenges and Mitigating Factors  
• The transaction contains residual value risk with regards to personal contract plans (“PCP”). The 

performance of these contracts has varied by brand over the last six years with weaker 

performance noted during 2008 and 2009. 

Mitigant: DBRS assumptions with regards to vehicle mix, product mix, residual value declines 

and turnback rates have considered a migration to weaker performing elements of the portfolio. 

• There are no limits to the proportion of balances within the securitised pool that represent PCP 

contracts, this could expose the portfolio to increasing levels of residual value risk during the 

transaction’s revolving period compared to the cut-off date. 

Mitigant: DBRS recognises the comparatively short revolving period (six months) and has 

assessed the maturity profile of the proposed pool weighting its analysis to assume non-PCP 

contracts are replaced by PCP contracts. 

• Residual value performance has fluctuated over the last five years with variances noted by brand, 

model and time period.  

Mitigant: In order to assess residual value risk, DBRS considered data provided by the originator 

related to returned vehicles and complimented this analysis with third party sourced data that 

assessed both the UK market as whole and a representative sample of vehicle subsets found with 

the proposed pool, over a five year period. DBRS notes that the eligibility criteria specifically 

exclude Porsche vehicles on PCP contracts. These have showed particular volatility in their resale 

values, when compared to their contractual residual values, over the last year in particular. 

• DBRS understands that VWFS has identified historic operational issues where post-contractual 

documentation was not sent to customers whose contracts were regulated by the Consumer 

Credit Act.  

Mitigant: DBRS understands that contracts relating to these customers will not be eligible for the 

transaction as VWFS represents and warrants to the Issuer that, amongst others, the financing 

contracts constitute enforceable agreements and that the receivables are not impaired by set-off 

rights. From an operational standpoint, VWFS has determined that is appropriate to compensate 

certain customers affected by these breaches. 

• VWFS is permitted to commingle collections on the receivables with collections transferred on a 

monthly basis to the Issuer’s Distribution Account. 

Mitigant: Rating thresholds related to VWFS have been established that, if breached, will only 

allow continued commingling to the extent the servicer deposits, in advance, expected 

collections on the receivables on a bi-weekly basis. Furthermore, actual collections related to 

these bi-weekly periods will be transferred within two business days. 
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Rating Rationale 
 

The Ratings are based upon a review by DBRS of the following analytical considerations: 

� Transaction capital structure, proposed ratings and form and sufficiency of available credit 

enhancement. 

- Class A Credit enhancement is in the form of overcollateralisation, subordination of the Class B 

Notes, a Subordinated Loan and a Cash Collateral Account. Credit enhancement levels are 

sufficient to support DBRS projected expected cumulative net loss (CNL) and residual value 

assumptions under various stress scenarios. 

� The ability of the transaction to withstand stressed cash flow assumptions and repay investors 

according to the terms in which they have invested. For this transaction, the rating addresses the 

payment of timely interest on a monthly basis and principal by the legal final maturity date. 

� The transaction parties’ capabilities with regards to originations, underwriting and servicing and the 

financial strength of Volkswagen Financial Services (UK) Limited (“VWFS (UK)”). 

- DBRS conducted an operational risk review of VWFS (UK) at their UK headquarters in Milton 

Keynes, UK and deems VWFS (UK) as an acceptable servicer. 

- VWFS (UK) is part of Volkswagen AG (“VW”), a leading worldwide manufacturer of high quality 

automotive vehicles and provider of diversified financial services. 

� The credit quality and industry diversification of the collateral and historical and projected 

performance of the VWFS (UK) auto loan receivables portfolio. 

� VWFS (UK)’s underwriting techniques that include the use of proprietary scorecards that have 

enabled delinquencies and losses to remain at manageable levels despite the recent economic 

downturn. 

� The transaction’s consistency of the legal structure with the DBRS Legal Criteria for European 

Structured Finance Transaction’s methodology and the presence of legal opinions that address the 

true sale of the assets to the issuer and non-consolidation of the special purpose vehicle with the 

seller. 
 

Sovereign Assessment 
 

On 18 July 2014, DBRS Ratings Limited (DBRS) confirmed the long-term foreign and local currency ratings 

of the United Kingdom of Great Britain and Northern Ireland (the UK) at AAA, and the short-term foreign 

and local currency ratings at R-1 (high). All ratings have a Stable trend.  
 

The Stable trend reflects DBRS’s assessment that the challenges faced by the UK are manageable and are 

being addressed proactively. As a result, DBRS does not anticipate downward pressures on the rating. The 

trend could be changed to Negative if adverse shocks stemming from either the external or the private 

sector were to significantly slow the economic recovery, adversely impacting the public finances or the 

banking sector. The ratings would also face downward pressure if government policies failed to stabilise 

the UK's debt burden during the multi-year fiscal adjustment. A material weakening of the institutional 

environment, for example, in the event of a 'yes' vote in the Scottish referendum, or a vote in favour of 

leaving the EU leading to a high degree of uncertainty affecting business investment, consumption and 

the country’s public finances, could put pressure on the ratings. 

 

For more information, please refer to the most recent published press release by DBRS Ratings Limited. 

regarding the UK. 
 

Sector Analysis 
 

According to data published by the Society of Motor Manufacturers and Traders (“SMMT”), the VW Group 

has increased its share of new car registrations in the UK from 16% in 2009 to 20% in 2013. This continues 

to be influenced by the relative increase in market share of the Audi, Skoda and SEAT brands which 

collectively now account for the majority of new car registrations amongst all VW sales. Despite the 

volatility observed with the UK market as a whole over the last six years, VW has increased its new car 

registrations from 326k in 2009 to 457k in 2013. DBRS has observed growth in the UK market over the last 
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eighteen months and believes that this is partly driven by the competitive finance offers made available 

by captive finance companies that are increasingly offering lower rates and longer tenors. The following 

two graphs demonstrate VW’s growth over this period (Source: SMMT.co.uk). 
 

New Car Registrations by Brand      Total VW New Car Registrations vs UK Market 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The UK market continues to demonstrate strong levels of seasonality driven by the bi-annual registration 

plate change every March and September. These two months account for approximately one third of all 

new car registrations, VW’s alignment with this seasonality is consistent with the market as a whole as 

illustrated below. 
 

Monthly VW New Car Registrations      Monthly VW New Car Registrations (Mix)  

 

 

 

 

 

 

 

 

 

 

 
  

   Source: SMMT.co.uk 

Transaction Parties and Relevant Dates 
 

Transaction Parties 
Type Name Rating 

Issuer and Purchaser: 
Driver UK Multi-Compartment S.A. acting for and on 

behalf of its Compartment Driver UK two 

N/A 

Seller and Servicer: Volkswagen Financial Services (UK) Limited DBRS Private Rating 

Security Trustee : Wilmington Trust SP Services (Frankfurt) GmbH N/A 

Account Bank, Cash Administrator, Principal 

Paying Agent, Calculation Agent and Interest 

Determination Agent: 

Elavon Financial Services Limited,U.K. Branch DBRS Private Rating 

Swap Counterparty Royal Bank of Canada AA R-1 (high) 

Subordinated Lender Volkswagen International Luxemburg S.A. N/A 

Co-Arrangers Volkswagen Financial Services AG / HSBC Bank plc N/A 

Corporate Services Provider Wilmington Trust SP Services (Luxembourg) S.A. N/A 

Relevant Dates 
Type Date 

Issue Date 25 September 2014 

First Interest Payment Date 27 October 2014 

Payment Frequency Monthly (25th of each month, or next Business Day) 

Legal Final Maturity Date 25 January 2023   

Initial Cut-Off Date 31 August 2014 
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Volkswagen Financial Services (UK) Limited & Volkswagen Financial Services 
 

DBRS conducted an operational review of Volkswagen Financial Services (UK) Limited’s (VWFS) auto 

finance operations on 24 June 2014 in Milton Keynes, UK. DBRS considers VWFS’s origination and 

servicing practices to be consistent with those observed among other auto finance companies.  
 

VWFS UK was founded in 1994 and is a wholly owned subsidiary of Volkswagen Financial Services AG 

(VWFS), headquartered in Braunschweig, Germany. Prior to 1994, financial services within the UK were 

operated under a joint venture agreement, between V.A.G (UK) Limited and Lloyds-Bowmaker (now 

LUDT) and marketed under the trading name of V.A.G Finance. In June 1999, following the development 

of core operating systems, staffing and processes, VWFS began the origination of finance contracts in 

order to create its own business portfolio. Today VWFS UK provides financing, leasing, insurance and 

other automotive related services for all automotive brands within the Volkswagen Group to retail and 

corporate customers in the United Kingdom.  
 

VWFS UK’s administrative headquarters are located at Milton Keynes, Buckinghamshire, England which is  

also the headquarters for Volkswagen Group (UK) Limited which is the UK importer for Volkswagen, Audi,  

Skoda, and SEAT. VWFS UK co-operates closely with approximately 800 dealerships of the Volkswagen 

Group. A dealer can thus offer the customer a complete, competent, personal one-stop service from a 

single source, including the financing. The co-operation between VWFS UK, the importer and the dealer 

partner is established by dealer agreements. Under these agreements the dealer-partner is given the 

responsibility for marketing the products and services of the Volkswagen Group and VWFS UK and to 

service the trade-marked-products of the Volkswagen Group and VWF UKS. Dealers receive valuable 

support in the form of diverse training measures and extensive marketing support. 
 

VWFS is a 100%-owned subsidiary of Volkswagen AG and is responsible for coordinating the worldwide 

financial services activities of the Volkswagen Group. VWFS provides banking, leasing, insurance, and 

other services to its retail, wholesale and fleet customers. As of June 2014, VW Financial Services had total 

assets of €100.6bn, equity of €11.8bn, and its 10,380 employees helped manage a receivables portfolio of 

€75.5bn portfolio of loans, leases, and wholesale receivables. Pre-tax profit for the first half of 2014 was 

€637m, €86m higher than the comparable period in 2013. The VWFS business model focuses on achieving 

the entire potential along the automotive value chain by integrating both automotive and financial 

services. 
 

An outline of the Group’s corporate structure is shown below. 

 

Scania Financial Services

Porsche Holding Financial Services

Porsche Financial Services

Europe / Asia-Pacific / North and South 

America

Financial Services
USA / Canada / Spain / Argentina

Remaining companies

Commercial Vehicles / 

Power Engineering
Volkswagen Financial ServicesPassenger Cars

Automotive Division Financial Services Division
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Underwriting and Servicing 
 

1. Origination & Underwriting 
 

Origination and sourcing: 

The VWFS (UK) business model and conservative risk management practices closely follow the policies and  

procedures in place for retail originations in Germany. There are two types of contracts that are included 

in the Driver UK two collateral pool that are briefly described below. 
 

Hire Purchase (“HP”) – In these contracts, the customer makes equal monthly payments. Asset ownership 

is retained by VWFS UK until after the final monthly payment after which the customer has an option to 

pay a fee for the transfer of title.  
 

Solutions (Personal Contract Purchase or “PCP”) – Equal monthly payments are followed by an option to 

either take ownership by paying the balloon or returning the vehicle. If the vehicle has greater than the 

specified number of miles provided for in the contract, excess mileage charges are assessed. VWFS UK 

retains ownership until after all amounts due are paid and the customer then has an option to pay a fee 

for the transfer of title. 
 

Through 2013, the company signed over 262,000 contracts totalling just over £4.3bn. VW including 

affiliate brand sales in the UK for 2013 gives the company a 21% market share.  VW alone has maintained 

a market share between 8-9% share over the last few years surpassed only by Ford (13%) and Vauxhall 

(11.5%). Audi has a 6.3% market share, Skoda 2.9% and SEAT 2%. The remainder of the group’s market 

share for 2013 is provided by Bentley and Porsche. VWFS’s penetration rate has increased steadily since 

the 20% reported in 2008 and now stands at approximately 42%. 
 

Underwriting process:   

All underwriting activities at VWFS are appropriately segregated from marketing and sales.  VWFS adheres 

to standard identify verification practices including collection of identity cards, proof of addresses and a 

review of utility.  External credit data is retrieved from two nationally-recognized bureaux (Experian and 

Call Credit) and incorporated into the automated credit scoring models. VWFS was the first captive auto 

finance company in the UK to use dual bureau data which commenced in August 2011.  
 

Applications are analysed through VWFS’s internal credit scoring system which assigns a ‘band’ to the loan 

denoting the risk associated with the borrower and loan. Bands ‘A’ and ‘B’ are considered the lowest risk 

while high risk loans are classified as ‘D’ or ‘Z’ band.  Dual bureau data is primarily used for high risk bands.  

Automatic decisioning only exists for the low risk bands and, as expected, the approval rate is considerably 

lower for ‘D’ bands at approximately 15% following manual review.   
 

VWFS launched four new scorecards in 2011 based on the vehicle type (new and used), the applicant’s age 

and dual bureau data. The scorecards follow a rules based system including responsible lending rules to 

address regulatory guidelines.  All rules are analysed monthly including the rules ‘hit’ ratios, subsequent 

underwriting action and performance. The rule parameters are maintained within risk management 

independent of underwriting. 
 

The underwriting team at VWFS is divided into three groups based on customer type. The specialist 

lending unit (SLU) handles all corporate non-dealer applications sourced through VW Group Leasing or the 

VWFS sales team as well as all Porsche and Bentley financial services business. Retail applications which 

result in a customer’s total exposure exceeding £75,000 are also handled by the SLU team.  Retail 

applications less than £75,000 are handled by the business or private (individuals, self-employed 

borrowers) underwriting teams.   
 

Approval is generally granted automatically through the scoring system particularly for lower risk bands ‘A’ 

and ‘B’ where the overall acceptance rate is 99.6% and 97.25% respectively. The underwriting acceptance 

rate, if transferred for manual review, is approximately 98.13% for ‘A’ band and 92.76% for ‘B’ while the 
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manual underwriting accept rate for ‘C’ and ‘D’ bands are considerably lower at 70% and 15%, 

respectively.  

 

Summary strengths: 

• Global brands with good reputation and strong position within UK market.   

• Rising penetration rate over recent years.  

• Use of multiple rules-based credit scoring models incorporating dual credit bureau data and 

monthly analysis of rules and performance metrics.  

• Strong fraud detection process including checks at underwriting and pre-contract activation along 

with use of leading UK database, Hunter. 

• Centralised and independent credit and risk management functions with underwriting teams split 

between retail (individuals and business) and corporates. 
 

2. Servicing 
Servicing begins during the final stages of initial financing with the customer services department 

reviewing all borrower documents and credit terms including interest rates, loan maturity, insurance 

coverage requirements and prepayment terms. Over 99% of payments are made via direct debit and 

contracts have monthly payment frequencies; all new contracts must be paid by direct debit. 
 

Servicing is centralised in Milton Keynes and the company places considerable focus on customer service 

evidenced through proactive assessment of customer satisfaction following contract execution and 

quarterly surveys. VWFS (UK) employs a customer contact council as well as a professional planning forum 

to ensure adherence to corporate strategies involving customer service.   
 

The arrears management process is heavily automated and is driven by an SAP workflow system providing 

collection teams daily workload reports and performance monitoring statistics. VWFS (UK) complies with 

all regulatory guidelines including the debt collection procedures outlined by the Office of Fair Trading 

(OFT) and the FSA’s ‘treating customers fairly’ regime. The company’s behavioural scoring model which 

assigns a probability of default (PD) and loss given default (LGD) to each loan is used to segregated arrears 

cases based on the risk profile. Greater attention is given to individual cases over £35,000 which are 

separately identified in the workflow reports. VWFS (UK) continues to focus on specialised collections for 

vulnerable customers. 
 

The company’s collection efforts involve a combination of verbal and automated lettering campaigns 

during the first month of arrears with telephone contact initiated almost immediately after notification of 

a missed payment. VWFS (UK) does not currently employ dialer technology given the low arrears rate (less 

than 1% for loans 31-60 days delinquent) and the high self-cure rate. VWFS (UK) begins discussions 

concerning repossession of the vehicle either voluntarily by the borrower or through legal means once a 

loan is 61 days past due. External agents are used for enforcement activities and VWFS (UK) actively 

monitors agents’ performance; approximately 50% of repossessed vehicles are returned through extra-

judicial means.  
 

The enforcement, repossession and sale process is expedient with repossession taking approximately 11 

days and eventual sale around 30 days. VWFS (UK) avoids private sales to prevent complaints from 

borrowers in relation to selling the vehicle below its market value and most cars are sold through auction 

sites. The company uses six main auction centres which sell approximately 400 vehicles per month.  

Additional channels are also utilised to diversify the sales options and support sales values when deemed 

appropriate. 
 

When a vehicle arrives at the nominated auction site, it is scanned upon entry to the site and entered into 

a stock management system. Vehicles are then sold in a series of auctions; some of these are specific to 

VWFS (UK) vehicles. If any liability remains outstanding following the sale of the vehicle, the customer is 

advised of the outstanding amount by letter and, if unable to clear the liability in full, an attempt is made 

to establish a payment plan. In cases where the customer is unable or unwilling to pay, an evaluation is 

made to determine whether legal action or full and final write off is the appropriate course of action.  
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During 2013 VWFS, through the internal control process, identified operational issues where the provision 

of post-contractual documentation had not been fully met. The customers affected held CCA regulated 

products. VWFS subsequently determined that it is appropriate to compensate the customers affected by 

these breaches. For the year ended 31 December 2013, VWFS estimated the cost of providing remediation 

to the affected customers as £25 million. VWFS notified the Financial Conduct Authority of its approach to 

how customers will be remediated.  In addition, internal controls and procedures have been strengthened 

to prevent this issue re-occurring in the future. 
 

Residual Value 

VWFS (UK) follows an analytical approach to residual value forecasting that incorporates current and 

recent auction performance, long-term historical value tracking, model comparison and benchmarking, 

and specification and technology considerations. There is no singular industry guide or publication that is 

relied upon for establishing residual values. Residual value exposure is closely monitored on a monthly 

basis that includes a monthly revaluation of all assets in order to provide the earliest indication possible of 

potential exposures. The ongoing monitoring also includes comparing the contractual residual values 

against industry minimum, maximum, and average residual values as well the CAP Monitor forecast 

benchmark. This consistent residual monitoring has allowed VWFS UK to achieve disposal performance 

that consistently outperforms the BCA Sector Average. 
 

A Residual Value Committee including members from all business areas across VWFS (UK) as well as 

representatives from VW, Audi and Porsche meet monthly. Standalone RV committees for Porsche and 

non-VW group vehicles meet biannually, and the majority of data and analysis discussed in the 

committees are provided by the asset risk management group.    
 

Summary strengths: 

• Majority of payments made via direct debit.  

• Low default rate and stable recovery rates.  

• Active early arrears management practices which benefit from automated workflows and 

behavioural scoring that segregates arrears cases based on risk and loan size. 
 

Summary weaknesses: 

• Increased residual value risk as VWFS focuses more attention on PCP product versus lease 

purchase. MITIGANT(S):  PCP provides more opportunities for customer retention and the 

company’s RV calculation processes are sound.  Depreciation on VW vehicles is traditionally better 

than its peers.   

• No dialler technology for outbound calling activity. MITIGANT(S): Robust arrears management 

practices and current arrears and default rates have not reached the scale typically associated 

with implementation of automated diallers. 

• During 2013 VWFS identified historic operational issues where the provision of certain post-

contractual documentation to customers with CCA regulated products had not been fully met. 

MITIGANT(S): VWFS formally notified the FCA of its approach to determining the proposed 

customer remediation and DBRS is confident that the oversight has been corrected and the 

internal control in place has been strengthened. 
  

Back-Up Servicer: 

No back-up servicer on the programme. DBRS believes that VWFS (UK)’s current financial condition 

mitigates the risk of a possible disruption in servicing following a potential servicer event of default 

including insolvency. 
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Collateral Analysis Details 
 

Data Quality 
 

VWFS (UK) provided static loss data in relation to its receivables going back to July 2002. This data was 

further presented as follows: 
 

• By Product:  i) Hire Purchase (HP), ii) Personal Contract Purchase (PCP) and iii) Total Portfolio. 

• By Vehicle type - New / Used.  

• By loss type: i) Hostile Termination (HT), ii) Voluntary Termination (VT), iii) Vehicle hand backs. 
 

DBRS analysed static vintage scenarios with data originating from July 2002. This analysis was further 

supported by dynamic delinquency, prepayment and recovery data supplied by VWFS (UK). The data 

received from VWFS (UK) was considered to be satisfactory. 
 

Collateral Analysis 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Source: VWFS (UK)  
 

The collateral pool initially supporting the Notes issued by Driver UK two consists of hire purchase, and 

personal contract purchase (“PCP”) contracts. The chart above captures summary portfolio characteristics 

of the initial pool of receivables as of 31 August 2014. The transaction has a scheduled six month revolving 

period during which time collections from the receivables will be used to fund the purchase of additional 

receivables. The transaction has certain eligibility criteria in place that limit the effect of additional 

receivables causing a negative credit migration of the pool. There are no eligibility criteria that restrict 

either the level of PCP contracts, vehicles brands or the percentage of balloon installments. 
 

Highlights of the portfolio include: 
 

• Audi is the dominant brand by receivables balance and now represents almost half of the 

portfolio, DBRS has observed a steady growth of financed Audi vehicles within the underlying 

portfolio over the last two years. 

Receivable Characteristics   Term Analysis (months)   

Disc. Receivables Amount (£ mils.) £1,182   WA Original Term 43.6 

Closing Date 25-Sep-2014   WA Remaining Term 36.5 

      Seasoning 7.1 

Product Type (% Disc. Balance)     

Hire Purchase 13.1%  Make (% Disc. Balance)   

PCP (Solutions) 86.9%  Audi 49.7% 

   Seat 5.9% 

New % 73.9%   Skoda 8.1% 

Used% 26.1%   VW 32.9% 

    Other 3.5% 

Balloon Mix  44.9%     

   Top 5 Vehicle Models (% Disc. Balance) 

Retail/Corporate 96% / 4%   VW Golf 10.2% 

Direct Debit 99.8%   Audi A3 8.8% 

      VW Polo 7.9%  

Other            Audi A5 6.6%  

Obligors - Top 20 0.27%  Audi A1 6.5% 

       

Avg. Original Balance  £16,611    Top 3 Customer Regions (% Disc. Balance) 

Avg. Outstanding Disc. Balance  £15,426    South East 20.9% 

W. Avg. Interest Rate 6.58%   North West 12.0% 

    West Midlands 10.8% 
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• Direct debit volumes are consistent with those observed amongst other Driver transactions at 

over 99%. 

• Obligor concentration remains low at less than 0.3% (top 20), however the average receivables 

balance continues to increase in line with the rise in Audi receivables. 

• Financing is predominantly offered to retail customers with the other 4% of receivables 

representing corporate customers. 

• The balloon / non-balloon product mix continues to increase within the underlying portfolio and 

is now comparable with levels observed in German Driver transactions. This exposes the 

transaction to increased residual value risk. 

• DBRS has observed an increase in contract tenor, despite the increasing mix of PCP contracts, as 

well as a reduction in the weighted average interest rate which is now 6.58%. 

• The new / used vehicle ratio has increased reflecting the rise in new vehicle registrations within 

the UK market. Levels are now higher than those observed in German Driver transactions but still 

lower than Driver France and Driver España. DBRS believes, that used vehicle levels are driven by 

a number of factors including the availability of manufacturer sponsored marketing schemes, 

early settlement timings, PCP maturities, shifts in contract tenors and the strength of the used 

car market as a whole.  
 

Eligibility Criteria  

VWFS (UK) represents and warrants to the Issuer and the Security Trustee, that the initial receivables and 

any additional receivables sold by it meet the following conditions: 
  

a) That the purchase of the Receivables may not have the result that the Aggregate Discounted 

Receivables Balance of all Purchased Receivables exceed the following concentration limits with 

respect to the percentage of Discounted Receivables Balance generated under Financing 

Contracts for used vehicles (concentration limit: 50 per cent.), and Financing Contracts for non-

VW group brand passenger cars and light commercial vehicles (concentration limit: 10 per cent.); 

b) That none of the Obligors is an affiliate of the Seller; 

c) That the related Financing Contracts have been entered into exclusively with Obligors which, if 

they are corporate entities have their registered office in England, Scotland or Wales or, if they 

are individuals have their place of residence in England, Scotland or Wales; 

d) That (according to the Seller's records) no insolvency proceedings are initiated against any of the 

Obligors; 

e) That such Purchased Receivable is denominated and payable in Sterling; 

f) That no Purchased Receivable is overdue; 

g) That the related Financing Contracts shall be governed by the laws of England and Wales and 

Scotland; 

h) That the relevant Financing Contracts constitute legal valid, binding and enforceable agreements; 

i) That the status and enforceability of the Purchased Receivables is not impaired due to warranty 

claims or any other rights of the Obligor (even if the Issuer knew or could have known on the Cut-

Off Date of the existence of such defences or rights); 

j) 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; 

k) That those related Financing Contracts which are subject to the provisions of the Consumer 

Credit Act 1974, associated secondary legislation on consumer financing and the rules in the 

Consumer Credit Sourcebook within the FCA Handbook, comply in all material respects with the 

requirements of such provisions and, in particular contain legally accurate instructions in respect 

of the right of revocation of the Obligors and that none of the Obligors has used its right of 

revocation within the term of revocation; 

l) That such Purchased Receivable arises under a Financing Contract that (a) contains an obligation 

to pay a specified sum of money and is subject to no contingencies (other than an obligation to 

pay interest on overdue amounts), (b) does not require the Obligor under such Financing 

Contract to consent to the transfer, sale or assignment of the rights and duties of the Seller under 
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such Financing Contract or to the sale to a third party of the Vehicle the subject thereof, and (c) 

does not contain a confidentiality provision that purports to restrict the Purchaser's or the 

Security Trustee's exercise of rights under this Agreement, including, without limitation, the right 

to review such Financing Contract; 

m) That it can dispose of the Purchased Receivables free from rights of third parties; 

n) The Seller is the legal and beneficial owner, free from any Security Interest, of the Purchased 

Receivables; 

o) That such Purchased Receivable was generated in the ordinary course of the Seller's or its 

Affiliate's business from the sale of goods or provision of credit or other services to the relevant 

Obligor and the related Financing Contract was entered into in accordance with the Customary 

Operating Practices; 

p) That other than the right to make partial early repayments as provided for in the Consumer 

Credit Act 1974, as amended (the "CCA"), there are no provisions in the Financing Contract 

related to such Purchased Receivable whereby the Obligor may reduce the amount of such 

Purchased Receivable payable by the Obligor below the level of the stated payments as at the 

date of commencement of such Financing Contract (excluding any change as a result of any 

change in the rate of Value Added Tax or the corporation tax or capital allowances regimes). 

However, at the discretion of the Servicer and in accordance with its Customary Operating 

Practices, the Obligor may be given an option to reschedule repayments in a manner that 

increases or decreases the term of such Financing Contract and the consequential finance 

income; provided, that the total capital repayment shall not be impacted by any such measure; 

q) That the Seller had at the time of origination of the Financing Contract under which such 

Purchased Receivable arises the necessary licences pursuant to the CCA and as a the date of this 

Agreement has the necessary interim permissions pursuant to the Financial Services and Markets 

Act 2000, and each Financing Contract that is regulated by the Financial Services and Markets Act 

2000 (Regulated Activities) Order 2001 complies with the CCA, any statutory instrument or 

regulation made thereunder and the rules in the Consumer Credit Sourcebook within the FCA 

Handbook, and the Seller has not done anything that would cause such Purchased Receivable to 

be unenforceable under the CCA; 

r) That on the Cut-Off Date 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 seventy two (72) months of the date of origination of the Financing 

Contract and may also provide for a final balloon payment; 

s) That the Seller has complied with all material laws and regulations under the Data Protection Act 

1998 with respect to such Purchased Receivable; 

t) 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; 

u) That the Vehicle related to such Purchased Receivable is not recorded in the records of the 

Servicer as at such Purchase Date as having been (a) a total loss for insurance purposes or (b) 

stolen; 

v) That the total outstanding amount (for the avoidance, this refers to the Aggregate Discounted 

Receivables Balance) of Purchased Receivables assigned hereunder resulting from Financing 

Contracts with one and the same Obligor will not exceed GBP 500,000 in respect of any single 

Obligor; 

w) 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; and 

x) That in the case of any PCP Receivable, the Vehicle relating to such PCP Receivable is not a 

Porsche. 
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Historical Performance 
 

The charts below highlight dynamic delinquencies and outstanding balances for VWFS (UK)’s portfolio, 

further delinquency data was received from VWFS that provided an insight into product and vehicle type 

subsets.  
 

Quarterly Dynamic Delinquencies – Total Portfolio Quarterly Dynamic Delinquencies – PCP Portfolio 

  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: VWFS (UK) 
 

Delinquencies have remained broadly stable over the last three years with improvements noted within the 

sub-sixty day bucket. DBRS observed slightly better performance amongst the PCP product, when 

compared to HP, but nevertheless overall performance has remained stable. VWFS (UK) attributes the 

delinquency performance to a robust workflow based collections process that allocates arrears cases to 

collectors based upon the underlying risk profile of the contract. Contracts are assessed by their initial PD 

score whilst prioritizing certain scenarios such as arrears within the first six months and high balance 

contracts.  
 

Receivables Balance – Total Portfolio  Receivables Balance – PCP and HP 

 

 

 

 

 

 

 

 

 

 

 

 

 
Source: VWFS (UK) 
 

VWFS (UK)’s PCP and HP portfolio has maintained consistent growth levels from 2008. As at August 2014, 

the principal outstanding stood at £6.1bn with over 85% representing PCP contracts. The growth of the 

PCP product in lieu of HP is aligned with the Originator’s focus on customer retention and the utilisation of 

residual values to drive affordable monthly payments. The PCP product has continually demonstrated 

higher new car retention levels whilst increasing finance penetration rates. 
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Transaction Structure 
 

The transaction structure is outlined below. As the underlying assets are fixed rate auto loan receivables 

and the Notes are floating rate, the transaction benefits from an interest rate swap for each Class of Note 

whereby the issuer pays a fixed rate to the swap counterparty and receives a floating rate to mitigate 

interest rate risk. Repayment of the Notes is secured by payments from obligors with respect to the 

underlying auto loan receivables. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

Driver UK Multi-Compartment S.A. acting for and on behalf of its specific Compartment Driver UK two, 

was established as a public company on 8 August 2014 for the purpose of issuing asset backed securities 

under the laws of Luxembourg for an unlimited period. 
 

Under the Receivables Purchase Agreement the Issuer has purchased the Seller’s right, title and interest in 

the receivables together with the related ancillary rights. The receivables reflect payment obligations due 

from borrowers in connections with the purchase of vehicles through VW’s dealer network in the United 

Kingdom. On each Additional Purchase Date, VWFS may sell to the Issuer and the Issuer may purchase 

from VWFS (UK) all right, title and interest of VWFS (UK) to the Additional Receivables specified by VWFS 

in the relevant Notice of Sale.  
 

Source of Funds/Available Funds 
 

Funds available to the Issuer primarily represent customer collections with regards to the auto loan 

receivables and the associated ancillary rights. Furthermore, the available distribution amount includes i) 

proceeds available from the cash collateral, ii) following the end of the revolving period, funds from the 

Accumulation Account, iii) VWFS repurchases due to breaches of eligibility criteria, iv) net swap receipts, 

and v) net interest compensation amounts. Certain cash flows are not included within the monthly 

available distribution amount and include investment earnings, funds relating to insurance products 

payable by obligors to insurance providers through the Servicer, any VAT components and amounts paid 

with respect to refurbishment and wear-and-tear charges. 
 

The Class A and Class B principal payment amounts are utilised to fund the purchase of new receivables on 

each payment date during the revolving period. During the amortisation period these amounts are used to 

Fixed Rate Payments 

Floating Rate Payments 

Payments to provide the 

specified General Cash 

Collateral Amount Payments in respect of Shortfalls 
Repayment of 

Subordinated Loan 

subordinated to 

Noteholders 

Subordinated Loan 

Amount 

Purchase Price 

Payment of 

Interest and 

Principal 

Cash Collateral Account 

held at Elavon Financial 

Services Limited 

Volkswagen International 

Luxemburg S.A. as 

Subordinated Lender 

 

Noteholders 
Volkswagen Financial 

Services UK as Seller 

and Servicer 

 

Driver UK two as Purchaser / 

Issuer 

Proceeds from 

Note Issuance 

Sale and Transfer of 

Loan Receivables 

Royal Bank of Canada 

as Class A and Class B 

Swap Counterparty  

Stichting CarLux 

Charitable Trust 

Shareholding 
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reduce the aggregate outstanding principal amounts of the Class A and B Notes to the extent that the 

amount of overcollateralisation remains constant as a percentage of the aggregate discounted principal 

balance. These percentage level thresholds increase to 100% following a credit enhancement increase 

condition as described within the “Triggers” section of this report. 
 

Priority of Payments 
 

The transaction benefits from a single waterfall and has a sequential/pro-rata amortisation structure 

during the amortisation period whereby initially all principal payments from the auto loan receivables will 

pay down the Class A Notes until Class A overcollateralisation reaches its target level of 33.00%. 

Thereafter, Class A and Class B will receive principal on a pro-rata basis until either i) a performance 

trigger is breached or ii) the preceding month’s receivables balances is less than 10% of the balance at the 

most recent purchase date. 
 

During the Revolving Period amounts are transferred via the order of priority to the accumulation account 

which are then subsequently used to purchase new receivables to ensure overcollateralisation targets are 

met. 
 

On each payment date prior to the occurrence of an Enforcement Event, distributions from the Available 

Distribution Amount are made in the following order of priority to pay (summarised): 

a) Amounts due in respect of taxes; 

b) Senior fees due to the Security Trustee; 

c) Servicer Fee; 

d) Other fees and administration fees due to Agents; 

e) Amounts payable by the Issuer to the Swap Counterparties in respect of any Net Swap Payments 

or any Swap Termination Payments; 

f) Interest due on all Class A Notes; 

g) Interest due on all Class B Notes; 

h) Amounts to the Cash Collateral Account, up to the Specified Cash Collateral Account Balance; 

i) The Class A Amortisation Amounts and an amount equal to the the Class A Accumulation Amount 

(which, during the Revolving Period, shall be used to acquire Additional Receivables); 

j) The Class B Amortisation Amounts and an amount equal to the the Class B Accumulation Amount 

(which, during the Revolving Period, shall be used to acquire Additional Receivables); 

k) Amounts due to the Swap Counterparties other than those made under item (e) above; 

l) Interest on the Subordinated Loan (accrued and unpaid); 

m) Principal on the Subordinated Loan; and 

n) All remaining excess to VWFS by way of a final success fee. 
 

After an Enforcement Event, distributions from the Available Distribution Amount are made in the 

following Order of Priority (summarised): 

a) Amounts due in respect of taxes; 

b) Senior fees due to the Security Trustee; 

c) Servicer Fee; 

d) Other fees and administration fees due to Agents; 

e) Amounts payable by the Issuer to the Swap Counterparties in respect of any Net Swap Payments 

or any Swap Termination Payments; 

f) Interest due on all Class A Notes; 

g) Principal on the Class A Notes until fully redeemed; 

h) Interest due on all Class B Notes; 

i) Principal on the Class A Notes until fully redeemed; 

j) Amounts due to the Swap Counterparties other than those made under item (e) above; 

k) Interest on the Subordinated Loan ((accrued and unpaid); 

l) Princial on the Subordinated Loan; and 

m) All remaining excess to VWFS by way of a final success fee. 
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Triggers  

The transaction’s performance triggers consider static net loss ratios only and are sensitive to the maturity 

profile of the portfolio. A Credit Enhancement Increase Condition will occur if the Cumulative Net Loss Ratio 

exceeds: 

• 1.2  per cent prior to December 2015. 

• 2.3 per cent between December 2015 and September 2016. 

• 3.5 per cent. at any time. 
 

The cumulative net loss ratio numerator includes losses incurred through credit loss and residual value loss 

following the return of vehicles whilst the denominator includes purchased receivables at the cut-off date and 

any additional cut-off dates. Furthermore, additional triggers are included within the definition of Early 

Amortisation Event as described below. An Early Amortisation Event will occur upon any of the following: 

 

a) The occurrence of a Servicer Replacement Event;  

b) The Accumulation Balance on two consecutive Payment Dates exceed in aggregate 15 per cent. 

of the Discounted Receivables Balance;  

c) A material breach of any written representation or warranty made by the Issuer, the Seller or the 

Servicer shall remain unremedied for sixty days (or, if such failure is not capable of remedy, in the 

Servicer's sole discretion, five Business Days);  

d) On any Payment Date falling after three consecutive Payment Dates following the Initial Issue 

Date, the Actual Class A Overcollateralisation Percentage is determined as being lower than 26 

per cent; 

e) VWFS ceases to be an Affiliate of Volkswagen Financial Services AG or any successor thereto; or 

f) The Issuer or the Seller fails to observe or perform any material term, covenant or agreement 

under any Transaction Document to which it is a party, and such failure shall remain unremedied 

for sixty days (or if such failure is not capable of remedy, in the Seller's sole discretion, five 

Business Days). 
 

Should a Credit Enhancement Increase Condition occur, the transaction will switch to a fully sequential 

waterfall whereby the targeted overcollateralisation for the Notes will be set at 100%. 

 

Reserves  

Upon closing, the Cash Collateral Account (“CCA”) balance is equal to 1.2% of the discounted receivables 

balance and will amortise to a floor of 1.0% of the aggregate discounted receivables balance. The CCA 

balance will never be greater than on the Closing Date. The CCA provides liquidity support prior to the 

final maturity date and can then be used to repay outstanding principal on the Class A Notes and, if 

unused, to the Class B Notes. 
 

On each payment date, any excess of the specified cash collateral account balance for that payment date 

(provided that no Credit Enhancement Increase Condition is in effect) will be used to repay interest and 

principal on the Subordinated Loan and thereafter will be paid to VWFS as a Final Success Fee.  

Transaction Accounts  

The CCA, distribution account, counterparty downgrade collateral account, monthly collateral account and 

accumulation account are held by Elavon Financial Services Limited, U.K. Branch on behalf of the Issuer.  
 

The CCA has been funded through deducting the purchase price discount from the purchase price of the 

assets. The distribution account receives payments made by the Servicer to cover sums due under the 

order of priority. The counterparty downgrade collateral account has been established to hold any cash 

collateral posted as a result of a ratings downgrade. The monthly collateral account receives estimated 

collections in advance (twice monthly), these are then released upon receipt of the actual collections 

amounts. The accumulation account holds principal payments ultimately transferred from the distribution 
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account, according to the order of priority, to purchase additional receivables on each payment date 

during the revolving period. 
 

Hedge Agreement 
 

Royal Bank of Canada has been appointed as the interest rate swap counterparty for the Class A and Class 

B Notes. Under the terms of the swap agreements, on a monthly basis the Issuer will remit a fixed interest 

rate to the swap counterparty and will receive a floating rate that consists of 1-Month LIBOR plus the 

applicable spread. The DBRS rating of the swap counterparty is consistent with DBRS swap counterparty 

criteria and the swap agreements contain downgrade provisions relating to the swap counterparty 

consistent with DBRS legal and swap criteria.  
 

Events of Default 

A Foreclosure Event means any of the following (summarised): 

a) An Insolvency Event with respect to the Issuer; or 

b) The Issuer defaults in the payment of any interest on the most senior Class of Notes and such 

default continues for a period of five Business Days; or 

c) The Issuer defaults in the payment of principal of any Note on the Final Maturity Date. 
 

A Servicer Replacement Event will be recognised should any of the following: 

a) Any unremedied failure (and such failure is not remedied within three (3) Business Days of notice of 

such failure being given) by the Servicer to deliver or cause to be delivered any required payment 

to the Issuer for distribution to the Noteholders, to the relevant Swap Counterparty, and the 

Subordinated Lender; 

b) Any unremedied failure (and such failure is not remedied within three (3) Business Days of notice of 

such failure being given) by the Servicer to duly observe and/or perform in any material respect any 

other of its covenants or agreements which failure materially and adversely affects the rights of the 

Issuer or the Noteholders; 

c) The Servicer becomes subject to an Insolvency Event; or 

d) The Servicer fails to renew, or suffers the revocation of, the necessary permissions pursuant to the 

Financial Services and Markets Act 2000 or licences to conduct its business under the Data 

Protection Act, and such authorisations or licences are not replaced or reinstated within sixty days. 
 

Provided, however, that if a Servicer Replacement Event referred to under paragraph (a), or (b) above has 

occurred and was caused by an event beyond the reasonable control of the Servicer and if the respective 

delay or failure of performance is cured within a period of ninety days, a Servicer Replacement Event will 

be deemed not to have occurred. 
 

Cash Flow Analysis 
 

DBRS cash flow model assumptions focused on the amount and timing of defaults and recoveries, 

prepayment speeds, interest rates and residual value loss.  DBRS received cumulative gross and net loss 

data at total portfolio level which was further broken down by product and new / used vehicle subsets. 

Data was provided and assessed on a monthly basis from June 2002 to June 2013; however, for ease of 

reference monthly vintages have been aggregated annually to highlight variations in acquisition credit 

quality as depicted below.  
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Cumulative Gross Losses – Total   Cumulative Gross Losses – HP Only 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Cumulative Gross Losses – PCP Only         
 

- Gross Losses include credit losses as well as losses 

borne from early settlements and vehicle returns, 

either at maturity or voluntary terminated by the 

customer. 

- PCP losses were highest for monthly vintages 

originated in 2006 and reflect the higher than 

average vehicle returns experienced predominantly 

in 2008 and 2009. 
 

 

 

 

 

 
 

Source: VWFS (UK)  
 

According to the transaction documentation, defaulted receivables are defined in line with VWFS (UK)’s 

operating practices and include i) Receivables that have been written off without value, ii) receivables that 

have been hostile terminated, iii) PCP hand backs where the vehicle has not been sold within 91 days of 

its return. DBRS understands that the data received has been reported in a consistent manner with the 

defaulted receivables definition. DBRS was provided with loss data that split the defaulted amount by loss 

type. These included losses borne from voluntary terminations and hostile terminations.  
 

Voluntary Terminations 

Under the Consumer Credit Act (CCA) section 100, a finance customer is entitled to terminate an 

agreement having paid the finance provider one-half of the total price. The debtor is expected to take 

reasonable care of the goods and the creditor is entitled to recompense should that not be the case. In 

essence, once a customer pays 50% of the total amount payable under the finance contract, they are 

permitted (under the CCA) to return the car to the credit provider. This may lead to a loss for VWFS (UK) 

should they not be able to dispose of the vehicle at a price that covers the outstanding finance amount. 

DBRS reviewed voluntary termination rates as part of their loss analysis and observed higher historic 

voluntary termination losses amongst used vehicles with PCP products recording proportionately higher 

voluntary termination loss rates compared to hire purchase. Despite lower voluntary termination losses 

for hire purchase, DBRS observed an increasing, albeit recently stabilizing, trend over the last three years.  
 

Hostile Terminations 

For both PCP and HP contracts, VWFS (UK) remains the legal owner of the vehicle until all payments have 

been made under the terms of the agreement. Should the customer reach the end of their respective 
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agreement they have an option to purchase the vehicle at a set fee (£60) after all other payments have 

been made. However, until this time arises, VWFS (UK) has the legal right to repossess the vehicle should 

the customer fail to maintain their payment obligations under the terms of their contract. The CCA allows 

for two separate repossession scenarios; first, should the customer have not paid one third of the total 

amount payable then VWFS (UK) has the right to repossess the vehicle without a court order, second, If 

the customer has paid more than one third, VWFS (UK) can still repossess the vehicle but requires a court 

order to do so. Hostile terminations reflect genuine credit risk occurrences following non-payment 

whereas voluntary termination may arise when a customer is not in arrears. Dynamic hostile termination 

rates have been low over the reporting period with both HP and PCP averaging less than 1% over the last 

three years (annualised over balance). 
 

From the data received, DBRS observed that approximately one third of net losses are derived from 

voluntary terminations with the remainder stemming from hostile terminations. Annual net losses for the 

portfolio, and for the PCP receivables only, are shown below: 
 

Cumulative Net Losses – Total      Cumulative Net Losses – PCP Only 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 
 

Source: VWFS (UK)  
 

DBRS received dynamic and static recoveries data that allowed differentiation between proceeds derived 

from vehicles sales and subsequent cash recoveries. In order to derive its recovery assumption, DBRS 

analysed the vehicle sale proceeds data provided. As the receivables pool may be subject to a degree of 

product type migration during the revolving period, DBRS assumed that the portfolio was further 

weighted towards the PCP product as this allowed for increased residual value exposure within its cash 

flow analysis. Subsequently, DBRS assumed a 1.83% cumulative net loss rate that considered a 72.5% 

recovery rate, subject to a three month lag. 
 

Residual Value Losses 

Under a PCP agreement the customer has the option to return the vehicle to the originator when the 

balloon payment becomes due. Typically, this situation is avoided due to the conservative nature and 

consistency of VW’s residual values; the customer has no financial incentive to hand the vehicle back. 

However, this residual value risk can be transferred from the customer to VWFS (UK) and there have been 

instances where vehicles are returned especially during suppressed used car markets. Historically, the 

return rate for PCP contracts has been very low, ranging from approximately 2% to 8%. Under the DBRS 

‘AAA’ stress, 82% of the residual value balances were assumed to be turned back to VWFS (UK). The 

turnback rate under the DBRS ‘A’ (high) stress was assumed to be 64%. 
 

Residual value losses will also be a function of the used vehicle market at the time of turnback. To 

determine potential price volatility in the UK used vehicle market, DBRS examined historical used vehicle 

sales data from external data providers since 2007. This data looked at the market as a whole as well a 

representative pool of VW branded vehicles that were representative of the proposed pool. Based upon 

this data, DBRS assumed a ‘AAA’ residual value stress equal to approximately 48% of the contractual 
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residual value and an ‘A’ (high) stress of 35%. These figures are lower than VWFS (UK)’s actual portfolio 

residual value experience whereby vehicles are often sold at, or close to the, contractual residual value. 

However, VWFS (UK) historical residual value data indicated that, for those vehicles actually turned back, 

performance varies by make and model and the residual value loss assumption reflects the potential for 

negative migration with respect to turnback trends. 

 

Prepayments 

DBRS evaluated several different prepayment scenarios when evaluating the sufficiency of credit 

enhancement. From a credit enhancement perspective, the most conservative scenario considered how 

the transaction would perform in the case of 0% prepayments as this assumption exposes the transaction 

to the maximum amount of residual value risk. In addition, DBRS evaluated scenarios whereby 

prepayments were assumed to be 25% CPR in conjunction with loss timing curves.  
 

Annualised Prepayment Rate – Total   

 

Prepayment rates have risen consistently since 2008, 

with a peak of 28% and a trough of 11%; DBRS 

observed that prepayments with respect to PCP 

agreements have been proportionally higher than 

those observed for HP. The dual peaks seen each 

year reflect the UK vehicle registration cycle (March 

and September) whilst the trough reflects the 

traditional slowdown in activity at year end and into 

January.  

 

 
 

 
Source: VWFS (UK) 
 

The auto loan receivables are discounted by a uniform discount rate of 4.7858%. The discount rate is 

comprised of two elements, the first covers the repayment of interest, the servicer fee and senior costs 

whilst the second recognises an interest compensation rate. The former considers potential changes to 

the interest rate mix of the portfolio following the execution of the swap agreements, whilst the latter 

covers potential cash shortfalls due to prepayments where there is a mismatch between the discounted 

value and the nominal value of the contract. The interest compensation ledger forms part of the cash 

collateral account and should its balance exceed £3m the excess is returned to VWFS (UK). 
 

Three different loss distributions were modeled as outlined below.  Given the relatively short tenor of the 

receivables, for cash flow modeling purposes, losses were distributed over 36 months as follows:   
 

Month Front Belly Back 

1-12 50% 20% 20% 

13-24 30% 50% 30% 

25-36 20% 30% 50% 

  100% 100% 100% 

 

Based on a combination of these assumptions, a total of 18 cash flow scenarios were applied to both the 

Class A and Class B Notes to assess performance. DBRS analysed cash flows that replicated the cash flows 

of the assets relative to the established order of priority in the transaction and utilized an amortisation 

schedule that split balloon and non-balloon payments representative of the initial pool. 
 

Summary of Cash Flow Analysis 

Based upon the results of the cash flow modeling, the loss protection afforded to the Class A and Class B 

Notes is consistent with the respective assigned ratings of AAA (sf) and A (high) (sf).   
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Sensitivity Analysis 

The tables below illustrate the sensitivity of the rating to various changes in the base case default rates 

and residual value losses relative to the base case assumptions used by DBRS in assigning the provisional 

ratings.   
 

Class A Notes 

Increase in Default Rate  and LGD % 

In
cr

e
a

se
 i

n
 R

V
 

Lo
ss

 %
 

  0 25 50 

0 AAA AAA AA (High) 

25 AA (High) AA (High) AA 

50 AA AA AA 

 

Class B Notes 

Increase in Default Rate and LGD % 

In
cr

e
a

se
 i

n
 R

V
 

Lo
ss

 %
 

  0 25 50 

0 A (High) A (High) A 

25 A (High) A A 

50 A A (Low) A (Low) 

 

Credit Enhancement 
 

Credit enhancement for the transaction will be comprised of overcollateralisation, subordination of the 

Class B Notes, a Subordinated Loan and a Cash Collateral Account. 
 

Class A Notes: 

Initial Class A credit support of 27.20% includes overcollateralisation (1.10%), subordination of the Class B 

Notes (11.50%), a Subordinated Loan (13.40%) and a Cash Collateral Account (1.20%). Class A 

overcollateralisation in the transaction will build to a target of 30.00% during the revolving period and 

33.00% during the amortisation period.   
 

Class B Notes: 

Initial Class B credit support of 15.70% includes overcollateralisation (1.10%), a Subordinated Loan 

(13.40%) and a Cash Collateral Account (1.20%). Class B overcollateralisation in the transaction will build 

to a target of 16.00% during the revolving period and 19.00% during the amortisation period. 

 

Legal Structure 
 

 

The Notes are governed by German law. The English Transaction Documents are governed by English law. 

The English Transaction Documents include Receivables Purchase Agreement, the Servicing Agreement, the 

Account Agreement, each Swap Agreement and the Deed of Charge and Assignment. 

 

Transfer / Assignment of the Receivables 

Under the Receivables Purchase Agreement, the Issuer has acquired from VWFS (UK), via an intermediary 

SPV, the loan receivables representing the claims against borrowers representing principal and interest.  
 

The Originator’s counsel has rendered opinions with respect to (a) corporate good standing of the 

Originator and Issuer, (b) enforceability of documents against Originator and Issuer, (c) “True Sale” of 

assets from Originator to Issuer and (d) tax regime of the Issuer and the Notes. 
 

Set-Off 
 

Set-off risk in not inherent within the transaction as VWFS (UK) is not a deposit taking entity and the 

eligibility criteria exclude obligors who are an affiliate of the Seller. 

Law(s) Impacting Transaction 
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Commingling  

As long as VWFS is the Servicer, the transaction documentation provides for commingling of funds and 

VWFS is permitted to make a distribution to the Distribution Account once a month. However, if specific 

rating thresholds are not met, VWFS must establish a process that facilitates the advance transfer of 

expected collections to the Monthly Collateral Account as follows: 
 

• Collections expected to be received during the first fifteen days of each Monthly Period are 

forwarded on the second business day after the fifteenth calendar day.  

• Collections expected to be received from the sixteenth calendar day to the last calendar day of 

the Monthly Period are transferred on the second business day of the subsequent Monthly 

Period.  
 

Furthermore, VWFS must transfer actual collections corresponding to these periods within two business 

days to the Distribution Account and VWFS will be reimbursed the relevant Monthly Collateral amounts 

accordingly.    

 

Transaction Counterparty Risk 
 

Originator/Servicer 
 

VWFS (UK) will service the receivables in accordance with its customary practices and as compensation will 

receive a servicing fee of 1.00% per annum of the aggregate discounted principal receivables balance. The 

Servicer is also entitled to retain specific penalty and administrative fees as well as investment earnings 

from the Cash Collateral Account and Monthly Collateral Account. 
 

DBRS has conducted an internal assessment on VWFS (UK) and concluded that VWFS (UK) meets DBRS 

minimum criteria to act as originator and servicer. 
 

Bank Accounts 
 

The Cash Collateral Account, Accumulation Account, Distribution Account, Monthly Collateral Account and 

Counterparty Downgrade Collateral Account will be held by Elavon Financial Services Limited, U.K. Branch, 

on behalf of the Issuer.  
 

DBRS privately rates the bank and concluded that it meets DBRS minimum criteria for account banks. The 

transaction contains downgrade provisions relating to the account bank consistent with DBRS criteria. 
 

Methodologies Applied 
 

The following are the primary methodologies DBRS applied to assign a rating to the above referenced 

transaction, which can be found on www.dbrs.com under the heading Methodologies.  

• Legal Criteria for European Structured Finance Transactions.  

• Rating European Consumer and Commercial Asset-Backed Securitisations.  

• Operational Risk Assessment for European Structured Finance Servicers.  

• Unified Interest Rate Model for European Securitisations.  

• Derivative Criteria for European Structured Finance Transactions. 

 

Monitoring and Surveillance 
 

The transaction will be monitored DBRS in accordance with its Master European Structured Finance 

Surveillance Methodology available at www.DBRS.com. 
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Note:  

All figures are in GBP unless otherwise noted.  

 

This report is based on information as of September 2014, unless otherwise noted. Subsequent information may result in 

material changes to the rating assigned herein and/or the contents of this report.  
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