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Preliminary Ratings As Of June 30, 2020

Class Preliminary Rating
Preliminary Amount (mil.

RMB)
Credit support provided by

subordination (%)

Class A1 AAA (sf) 2,768.0 13.50

Class A2 AAA (sf) 4,152.0 13.50

Subordinated notes NR 1,080.0 N/A

Note: This presale report is based on information as of June 30, 2020. The rating shown is preliminary. Subsequent information may result in the
assignment of final rating that differs from the preliminary rating. This report does not constitute a recommendation to buy, hold, or sell
securities. N/A--Not applicable. NR--Not rated.

Profile

Expected closing date July 2020

Legal final maturity
date

Jan. 26, 2027

Collateral Renminbi-denominated, fully amortizing and balloon-payment loans to prime-quality borrowers,
secured by first registered mortgages over vehicles

Structure type Prime auto loan-backed securities with sequential repayment mechanism following a one-month
revolving period

Issuer China Foreign Economy And Trade Trust Co. Ltd. as trustee of Bavarian Sky China 2020-2

Servicer BMW Automotive Finance (China) Co. Ltd.

Primary credit
enhancement

Note subordination

Supporting Ratings

Bank account provider Industrial And Commercial Bank Of China Ltd.

Loan Pool Statistics As Of March 31, 2020

Total number of loans 48,780

Total receivable balance of contracts (RMB) 8,000,000,267
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Loan Pool Statistics As Of March 31, 2020 (cont.)

Maximum receivables balance of contracts (RMB) 972,473

Average receivables balance of contracts (RMB) 164,002

Weighted average down payment (%) 35.71

Weighted average interest rate (%) 5.84

Total balloon payments as a percentage of total pool balance (%) 11.67

New cars as a percentage of total pool balance (%) 97.62

Weighted-average contract seasoning (months) 8.06

Weighted-average remaining term to maturity (months) 26.23

Rationale

We assigned our 'AAA (sf)' preliminary ratings to the class A1 and A2 notes to be issued by China
Foreign Economy And Trade Trust Co. Ltd. (FOTIC) as trustee of Bavarian Sky China 2020-2 (the
issuer). This is an auto loan securitization transaction originated by BMW Automotive Finance
(China) Co. Ltd. (BMWAFC).

The preliminary ratings reflect the following factors.

The credit risk associated with the underlying collateral portfolio and the credit support available
are commensurate with our view of credit risk under a 'AAA' rating stress. Our assessment of
credit risk takes into account originator BMWAFC's underwriting standards and centralized
approval process, which are largely consistent with BMW group's global practice and
risk-management approach, with some local adaptation.

Credit support for the class A1 notes and class A2 notes (collectively the senior notes) comprises
the subordination of the subordinated notes. In addition, any balance remaining in the cash
reserve may be applied toward the redemption of the senior notes, providing additional credit
support.

The transaction's cash flows can meet the timely payment of interest and ultimate payment of
principal to the senior notes under stresses commensurate with the ratings assigned.

The timely payment of senior expenses and rated note coupon is supported by the use of interest
and principal collections from the underlying pool of loans and a cash reserve equal 1.0% of the
initial receivables balance. The cash reserve will not amortize and will be topped up to equal to
1.0% of the initial pool balance (i.e. around Chinese renminbi (RMB) 80 million), through excess
spread available on each payment date.

The legal structure of the trust, established as a special-purpose trust (SPT) under China's Trust
Law, and the transaction structure and terms, are consistent with the governance of China
Banking and Insurance Regulatory Commission (CBIRC) and The People's Bank of China (PBOC)'s
credit assets securitization (CAS) scheme. The legal structure of the SPT reflects our criteria for
insolvency remoteness.

The rating on the bank account provider, currently Industrial And Commercial Bank Of China Ltd.,
coupled with the replacement trigger of the bank account provider if the rating on the bank falls
below a certain level, is consistent with our counterparty criteria to support a 'AAA' rated
transaction.
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The preliminary ratings on the senior notes are higher than our sovereign credit rating on China.
We applied our "Incorporating Sovereign Risk In Rating Structured Finance Securities:
Methodology And Assumptions," criteria published Jan. 30, 2019, and determined that the highest
rating that can be considered for this transaction is 'AAA'.

Strengths And Weaknesses

Strengths

In our opinion, the strengths of the transaction observed in the rating analysis are:

- The sound credit quality of the loan portfolio at close. All underlying loans have a full-recourse
feature, and are backed by passenger vehicles for personal use. The initial portfolio is well
diversified, with a single borrower concentration of less than 0.02% of the aggregate
outstanding pool balance, and it is seasoned by more than eight months in weighted-average
terms. Our observations in other markets suggest these features tend to support consistent
and stronger performance.

- The limited exposure period. Loans with remaining terms no longer than 36 months account for
99.9% of the initial pool balance. The underlying pool at transaction close has a
weighted-average remaining term of around 26.23 months. The pool has a revolving period of
one month, and the eligibility criteria constrain the remaining term of the additionally
purchased loan receivables to be no more than 36 months. Therefore we believe the risk
exposure period of the pool--or weighted-average life of the notes--is likely to remain short.

- The repayment structure of the transaction. Once the transaction starts amortization, the
principal payment structure will be sequential, which means no principal may be passed
through to the subordinated notes until the senior notes have been fully repaid. Besides, the
transaction has adopted a turbo principal repayment mechanism and will utilize excess spread
(if any) for the principal repayment of the senior notes. This feature can build additional credit
support for the rated notes through the more rapid reduction of liabilities relative to the asset
pool.

- The highly integrated risk-management and technology platform used in the servicer's
operation with its parent group. BMWAFC leverages the experience and capability of BMW
group and global affiliates for risk management, with adaptations and local expertise reflective
of about a decade of operation in China. BMWAFC also employs a comprehensive information
technology system to support loan operations. Its information technology infrastructure, which
is integrated into a global auto loans securitization support platform, can flag loans and track
payments. Such support is critical in preventing operational risk. In our view, BMWAFC's
information technology operations, system back-up, and business continuity management
reflect strong shareholder support and demonstrate global standards.

Weaknesses

In our opinion, the weaknesses of the transaction and the corresponding mitigants observed in the
rating analysis are:

- The shorter operating history of China's auto finance sector, which has seen rapid growth only
in the past decade. As a result, the sector has limited historical performance data available for
analysis, and it has not experienced true periods of economic stress. We have factored this
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potential weakness into our credit risk analysis of the transaction. We also note that China's
regulators have set forth quite stringent requirements on auto loan origination, and have
adopted continued supervision and administrative guidelines on loan quality control. In our
view, such regulatory oversight will prevent a lowering of the origination standards in the
Chinese auto finance sector, and is the main reason for the reasonable credit performance we
have observed in the vintage loan pools.

- Lack of experience in servicing transition in China's securitization market. Despite the recent
rapid development of Chinese securitization, only a few transactions to date have experienced
the critical stress of a failure of important counterparties such as the servicer, and the
potential for negative effect on the transaction's cash flow. In this transaction, the risk of
servicer transition and cash-flow continuity are partly mitigated by the payment arrangements
such as direct debit associated with borrowers and a liquidity reserve.

- The special product offering by BMWAFC with more balloon loans than peers. The portion of
balloon loans in BMWAFC's aggregate portfolio is larger than the portion in the securitized pool.
This may introduce the risk that the historical performance of aggregate portfolio may not be
representative of the performance of the securitized pool. Although BMWAFC applies a more
stringent credit review policy and tenor constraint to balloon loan products, and we are not
aware of any significant deviation of asset performance between the balloon loans and fully
amortizing loans, we have factored in balloon stress in our base case default determination.
This is in consideration of balloon loans' relatively large final payment that could be difficult for
borrowers to meet in periods of economic stress.

- This is not a closed-pool transaction, which means that new receivables can be added during
the transaction's revolving period, and this could cause a shift in the collateral pool's credit
profile. However, the documented eligibility criteria, which govern the composition of the
portfolio during the revolving period, include key aspects such as the maximum proportion of
balloon loans, minimum weighted average portfolio yield, and maximum remaining loan tenor.
We have considered the eligibility criteria and factored in the potential change in pool
composition in our credit and cash flow analysis.

Notable Features

The transaction has a revolving period of one month, during which additional receivables can be
purchased via monthly collections after meeting transaction senior expenses, rated notes
interest, and the replenishment of the cash reserve, provided an early amortization event has not
occurred.

The initial pool of the transaction is composed of about 21.83% of balloon loans, which is a
relatively high portion compared to that in other auto loan ABS transactions where the majority
are backed by fully amortizing loans. The documented eligibility criteria cap the maximum
proportion of balloon loans during the revolving period at 25% of the total principal outstanding
balance of the pool.

Transaction Structure

The transaction is based on China's CAS scheme set up by CBIRC and PBOC.

BMWAFC sells a pool of auto loans receivables to an SPT, which is set up by FOTIC, the trustee, for
the purpose of securitization. To fund such receivables purchase, the trustee will issue, on behalf
of the SPT, three classes of trust certificates: class A1, class A2 and subordinated notes. The class
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A1 and class A2 notes will be placed with investors, while the subordinated notes will be held by
the originator. Such transfer will be deemed a true sale that segregates the assets from the
originator, and the SPT is deemed bankruptcy remote under China's Trust Law.

The collateralized assets are loans extended to retail borrowers, used to finance the purchase of
vehicles manufactured by Bayerische Motoren Werke Aktiengesellschaft (BMW AG), including
those made by local joint ventures. These loans have original terms spanning up to 60 months. The
weighted-average remaining term of the initial pool is around 26.23 months. Initial loan-to-value
(LTV) ratios of most loans in the initial pool ranged from more than 40% to 80%, and their weighted
average initial LTV was 65.12%. Vehicles purchased through these loans are mortgaged for the
benefit of the originator.

The asset pool will initially be revolving, then become static (i.e. no assets substitution or
reinvestment is allowed) upon the earlier of one month from transaction close or the occurrence of
an early amortization event. During the revolving period, asset collections (inclusive of interest,
principal, penalties, and any other payments) after the payment of senior items will be used to
purchase new receivables, while in the amortization period collections will be used to pay down
the principal of the class A1 and A2 notes, after satisfying SPT taxes, senior expenses, interest on
senior notes, and the replenishment of the cash reserve. In other words, the transaction adopts a
sequential turbo repayment structure using a single waterfall upon transaction amortization.

A cash liquidity reserve equal to 1.0% of the initial asset pool balance will be funded upon
transaction closing. The cash reserve provides liquidity support to the transaction's expenses and
interest on rated notes, if needed. The cash reserve can also be released for note principal
payment when available distribution amount on a trust payment date can fully redeem the rated
notes, creating additional credit support for the transaction. The available distribution amount
includes monthly collection, liquidation proceeds from financed vehicles, investment proceeds,
the cash reserve, and the commingling reserve, if any.

The originator will be the transaction's servicer to collect payments of the receivables and manage
arrears.

The structure of the transaction is shown in chart 1.
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Chart 1

Asset Segregation And Issuer's Bankruptcy Remoteness Under The CAS
Scheme

The CAS pilot program shares the typical features of international securitization transactions,
such as asset sale and issuer bankruptcy remoteness. The program is primarily for bank and
non-bank financial institution originators under the management of CBIRC.

We believe the asset true sale and issuer's bankruptcy remoteness in this transaction meet our
special-purpose entity criteria. The primary reason for this is that the securitization transaction
adopts an SPT structure by referring to China's Trust Law, in line with the regulations in the CAS
pilot program.

Collateral Assignment

Typical car loan contracts in China have clauses addressing the transferrable and assignable
nature of the receivables, meaning that the originator can sell/transfer the contracts to third
parties without the borrowers' consent, pursuant to China's Contract Law. The asset eligibility
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criteria stipulated in this transaction confirms that the purchased loan receivables are assignable.

Legally, the issuer will have the title of the receivables and the associated rights, including the
mortgage, after the asset sale. Practically, however, the transfer will not be effective against the
borrowers if the originator does not notify the borrowers of the transfer. Without such notification,
although the receivables have been legally acquired by the issuer, the borrowers' payments will
continue to be made to the originator or the initial servicer. This issue could be more complicated
if the originator becomes insolvent, making it unable to issue a notice to borrowers that a trust has
been created over the related loan and that borrowers should redirect their payments to the new
lender.

The transaction addresses this concern by introducing a rights-perfection event upon the
termination of the initial servicer. The occurrence of a rights-perfection event will cause the title
and rights transfer to be perfected through the originator's notification to each borrower, each
guarantor, if any, and the vehicle's insurance company. Such notification will state a trust has
been created over the related loan and all payments on the loans should be made from then on to
the issuer's account or the replacement servicer's account.

Through an executed power of attorney upon transaction closing, the originator has empowered
the trustee to issue the transfer notices to individual obligors directly if the servicer does not do
so, and to redirect the loan payments to the replacement servicer's account or the issuer's
account.

Note Terms And Conditions

Interest payments

The class A1 and class A2 notes are fixed-rate, pass-through notes. The subordinated notes will
receive payments only after senior notes' principal is fully repaid.

Interest paid on class A1 and class A2 notes will be calculated based on the outstanding principal,
which is the initial principal as reduced by cumulative principal repayments on previous payment
dates.

Principal payment structure: revolving period

During the revolving period, collections after meeting payment obligations in transaction expenses
and notes interest, and topping up the cash reserve will be allocated to the replenishment
sub-account to the required replenishment amount for the purchase of new receivables from the
seller.

The transaction will continue reinvestment for one month. However, if any of the early
amortization events occur, the transaction will stop reinvestment and start amortization. The
acquisition of additional receivables in the revolving period is subject to documented eligibility
criteria.

Principal payment structure: amortization

After the expiration of the revolving period, the transaction will adopt a sequential and turbo
principal payment structure. Asset collections, after application to pay SPT taxes, senior fees and
expenses, senior notes interest, and replenishment of the cash reserve, will be used to amortize
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the class A1 notes to their target balance in accordance with a soft amortization schedule in the
first 10 months. Any remaining proceeds will pass-through to the class A2 notes, and then the
outstanding balance of the class A1 notes until their outstanding balance is zero, before principal
repayment to the unrated subordinated notes.

Clean-up call

The originator has a "clean-up call" option to purchase the auto loans from the trust if the pool
balance at the end of any month falls below 10% of the initial pool balance, or if the principal and
interest of the class A1 and class A2 notes have been repaid in full. The originator may exercise its
clean-up call option only if the clean-up call price for the loans, together with amounts in certain
issuer accounts, is sufficient to repay in full the rated notes and all fees and expenses of the trust.
Upon the originator's exercise of its clean-up call option, the notes will be redeemed and repaid in
full and the trust will be liquidated.

Our analysis is on the basis that the notes are fully redeemed by their legal final maturity date. We
don't assume the clean-up call will be exercised.

Priority Of Payments

The transaction has a combined interest and principal cash-flow priority of payments. The
pre-enforcement priority of payments after the expiry of the revolving period is summarized in
table 1.

Table 1

Priority Of Payments

1 To pay any taxes of the trust due under applicable laws that have not been paid

2 Trust fees and expenses

3 Senior fees - to pay the servicer, account bank, paying agent, rating agencies, and auditor

4 Pari passu and pro rata, class A1 and A2 notes interest

5 Replenish cash reserve up to its required level

6 Class A1 note principal in accordance with the amortization schedule

7 Class A2 note principal until fully amortized

8 Class A1 note principal until fully amortized

9 To originator (subordinated noteholder)

We analyzed the effect of an immediate moderate macroeconomic stress on the transaction to
determine whether the maximum expected rating transition of the notes under such a scenario
would be in line with those set out in our "Credit Stability Criteria," published on May 3, 2010. The
results of our analysis suggest that under a moderate rating stress scenario, the maximum
expected rating transition on the class A1 and class A2 notes would still fall within the bounds of
those outlined in the criteria.
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Originator/Servicer Overview

Company background

BMWAFC is a licensed auto finance company incorporated in Beijing in September 2010. It is
majority owned (79%) by BMW, a global premium automotive manufacturer, and minority owned
(21%) by Shenyang JinBei Automotive Industry Holdings Co. Ltd., a car manufacturing company in
China, via a joint venture.

BMWAFC offers financing to both retail and commercial customers to purchase imported vehicles
from the BMW brands, including BMW, MINI, and Rolls Royce, as well as those manufactured in
China. It also provides financing for used vehicles. In addition, BMWAFC offers both balloon loans
and fully amortizing loans to customers. As of Dec. 31, 2019, retail consumer loans accounted for
about 86.9% of the company's total outstanding loan portfolio (RMB89.25 billion), while
commercial loans accounted for about 13.1% (RMB13.4 billion). BMWAFC currently has about 600
dealerships with over 600 sales outlets across China, with a penetration rate of 38.3%.

As of Dec. 31, 2019, it employed more than 510 staff and had an experienced management team
consisting of local and international managers in either the automotive or finance industry, or
both. The experienced management team, together with BMW's support in risk management and
control processes, has helped BMWAFC establish auto loan origination and management
guidelines which are of a standard comparable to BMW's global platform and industry peers'.

Since the inception of BMWAFC, both shareholders have been providing the company strong
financial support with four rounds of capital injections. Its registered capital has increased from
RMB500 million at inception in 2010 to RMB9.8 billion by the end of 2019.

Risk management

BMWAFC's credit function has a reporting line to senior management that is separate from that of
its sales function to maintain its independence. The risk management practice at BMWAFC is
compliant with BMW Group Financial Services. It is responsible for the development of risk policy
and procedure manual for risks identification, evaluation and monitoring. The risk-controlling
function at BMWAFC includes the implementation of the credit policy, other risk policies, credit
approval and monitoring of the financial impact of the related risks. Anti-fraud policy and
anti-money laundering policy are in place for credit assessment. Any change in the credit policy,
underwriting policy and scorecard rating system require the risk committee's approval. Currently
there are more than 10 members in BMWAFC's risk-management team. The risk review and
scorecard rating system, guidelines, and analytical approaches are assisted by BMW. In our view,
BMWAFC's risk management concentrates on the areas of loan underwriting quality and credit
policy reviews, fraud prevention, compliance, servicing and collection, and operational risk
assessment.

Loan origination and underwriting

BMW's auto dealerships across China act as the first-contact points for potential borrowers of
BMWAFC auto loan products. The financing and insurance managers (F&I managers) in these
dealerships are trained and certified by BMWAFC, and provide services including loan product
introduction, preliminary loan terms suggestions, borrowers' identity verification, and income
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documents collection. The F&I managers will enter loan applications and related information in
BMWAFC's loan referral and review system named COFIS.

The credit and underwriting process in BMWAFC is a highly automated decision process, which
relies heavily on the information technology system to perform the initial screening. After the
dealers' F&I managers file the client-related information in the loan-review e-Application system,
a preliminary review will be performed by the COFIS system covering the check against policy rules
of the company, including the customer's identity verification check from the National Citizen's
Identity Card Number Centre, the CBIRC's blacklist, internal blacklist and personal credit report
from the PBOC. The process also looks into adverse credit history such as fraud and money
laundering. If the applicant passes the preliminary review, a new application will be created. The
COFIS system will then assign a rating to the applicant, based on the assessment of the
applicant's affordability and takes into account the applicant's debt-to-income ratio. The COFIS
system automatically approves, rejects or refers finance applications for a manual review process.

For loans referred for manual review, credit reviewers will conduct phone verification, field visits,
documentation verification and credit analyses. The applicant's employment stability, living
stability, income and assets level will also be considered. Based on the applicant's scorecard
rating result, the first approver will prepare a preliminary loan proposal per the company's retail
loan approval authority, and will forward the application to a second approver with the appropriate
approval authority for re-examination, before making a final credit decision. Any exceptions on
loan applications need to be reviewed by the risk committee.

The underwriting of balloon loan products is subject to additional restrictions and considerations.
A minimum down payment of 20%-50% is required for such loans, with a maximum balloon
payment of up to 40% in general. The maximum original term for balloon loans is restricted to
three years, while fully amortizing loan products' original terms can be up to five years. Balloon
loan products for customers in higher risk segments are subject to additional credit risk review.
Customer's debt-to-income ratio is taken into consideration for determining the amount of
balloon payment, and the maximum amount of balloon payment is defined by the residual value of
the financed vehicle. Maturity-extension option is only offered to high-creditworthiness
customers, yet currently only a minority of the portfolio (less than 5%) have been extended. For
high risk customers who are close to reaching the maximum affordability to pay, BMWAFC will
consider increasing the down payment, lowering the balloon payment and/or requiring a
co-borrower or guarantor as risk mitigation.

A small proportion of used car loans are securitized in this transaction. BMWAFC adopts more
conservative underwriting criteria for originating used car loans, including mandatory manual
underwriting; verification check by Redbook, an independent third-party to provide valuation on
used cars; and a maximum loan-to-value ratio of 70%.

Applications are assessed via BMWAFC's scorecard rating system for credit decision making. In
August 2014, BMWAFC launched a new rating system, which integrated the statistical scorecard
and automatic approval policy, based on the development of historical statistics of BMWAFC's
loan asset portfolio, customers' demographic data, credit history, loan products and financed
vehicles information. The rating system assigns a scorecard to the borrower and generates a risk
rating, which ranks from 1 to 7, with 1 being the best scorecard rating that has the lowest
probability of default. As of March 31, 2020, about 79% of the existing customers had scorecard
rating of 1 to 4. The rating system predicts a default rate for each different risk rating, with an
expected default rate for the entire asset portfolio, which, if breached, serves as a warning signal
for the company. The rating system's stability and predictive power is validated on an annual
basis. According to BMWAFC, the latest validation was done in July 2019. Any change in the
scorecard rating system requires the risk committee's approval.
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Since the implementation of the new rating scorecard model in 2014, BMWAFC has consistently
exhibited low delinquencies for the performance of loans originated. The cumulative default rates
of the quarterly vintages have been largely lower than 0.7% since third-quarter 2014, compared
with the peak of 2.09% in third quarter of 2011. In addition, the launch of a new rating system in
2014 and auto-approval process for corporate customers in November 2019 have enhanced the
auto decision making process to a large extent, with the auto approval rate increasing to 69.7% in
2019 from 28.2% in 2015.

Stringent regulatory oversight and characteristics of prime loans

BMWAFC's loan underwriting policies reflect the stringent regulatory control on auto loan risks in
China. The 2017 amended "Auto Loans Management Guideline" promulgated by the PBOC and
CBIRC constitutes the following basic loan underwriting requirements that all auto finance
companies and commercial banks must follow in their auto loan business:

- The borrowers need to have good credit history, with demonstration of stable income or other
property to support the down payment and continued debt servicing.

- The terms of the loans financing a new vehicle should not be longer than five years, and the
terms for preowned-vehicle loans should not be longer than three years.

- The highest LTV ratio on retail loans is 80% for new vehicles, except defined new energy cars,
and 70% for preowned vehicles.

- The value of the vehicles for the calculation of LTV ratio should be the lower of the
manufacturers' suggested vehicle price and the amount actually paid by the purchasers (for
new vehicles).

Borrowers with good credit quality and debt serviceability are no longer required to mortgage the
vehicles financed by such loans or other collateral to the lenders after the amendment. However,
all loans in the initial securitized pool and purchased during the revolving period will be secured by
mortgages over the financed vehicles, and mortgage registration is required per the asset
eligibility criteria.

Loan servicing

In our view, the following are notable features of BMWAFC's loan servicing and arrears
management.

Borrowers repay their loans through direct-debit repayments into BMWAFC's account. To do this,
all borrowers need to maintain a bank account with one of the four major national banks, and
deposit sufficient money for periodic loan repayments. Each of these banks has a nationwide
network in China for such service.

BMWAFC adopts an "early prevention, early collection" strategy by deploying different collection
and recovery methods, depending on the nature of the loan products and the number of days for
which payment has been overdue.

The company put effort in the front end of the collection process to prevent delinquency. For
example, text reminders will be sent to all customers three days before payment due date. For
special products, which have a large instalment payment or balloon payment to be made,
BMWAFC will send early outbound reminder and follow up with the customers three months
before the repayment date.
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When a contract falls into arrears, BMWAFC will follow a collection process--done in
stages--beginning with text messaging, phone notification and official letters within the first 60
days of delinquency. These will then be followed by engagement of collection agency for
outsourced debt recovery and vehicles repossession if payment has been overdue for more than
60 days. Loans are generally charged-off at the end of the month in which the loan becomes 180
days delinquent, and BMWAFC generally initiates legal action on all charged-off loans by filing
litigation. Enforcement of court order and remarketing through court auction usually takes place
after 540 days to 600 days. For any remaining amount owed to BMWAFC after a vehicle is sold,
including costs and expenses incurred during the collection process, BMWAFC has the right to
continue pursuing the borrowers, due to the full-recourse nature of the loans.

To support its loan servicing and collection process, BMWAFC developed a collection scorecard in
2015 for delinquent customers, based on historical data collected by the company on customer
payment behavior, as well as the PBOC Credit System, a nationwide credit reference system. The
collection scorecard has helped the company to manage the collection process and deploy
effective collection and recovery strategies at the early stage.

The company has observed relatively low default rate (non-performing loan ratio was 0.17% in
2019), as BMWAFC has put a lot of resources to the early stage of the collection process to ensure
a high cure rate of loan delinquency before severe delinquency occurs. According to the company,
net loss ratio and delinquency ratio are used for the monitoring of arrears performance.

Collateral

The initial securitized pool contains 48,780 consumer loan contracts, secured by vehicles
manufactured by BMW and MINI. The aggregate outstanding principal balance in the initial pool is
about RMB8.0 billion.

The following summarizes some distinct features of the collateral pool:

- The collateral pool may change with reinvestment of receivables in the first month after
transaction close.

- Some 97.62% of the portfolio will comprise receivables that are backed by new passenger
vehicles. Historical data in other markets show that losses when the motor vehicle financed
was new are typically lower than those when the motor vehicle was used.

- Around 78.2% of the initial receivables require equal installments and 21.8% of the receivables
contain balloon payments features.

- The transaction has a diversified initial pool of 48,780 loans to 48,774 borrowers, with the
largest single loan accounting for less than 0.02% of the initial loan balance. Borrower
concentrations therefore do not present an additional risk for this transaction.

- The initial collateral pool is somewhat seasoned, with a weighted-average contract seasoning
as of the cut-off date of 8.06 months.

- The loans in the initial collateral pool have relatively high interest rates, with a
weighted-average interest rate 5.84%. The loans with interest rates higher than 5% account for
60.85% of the pool, while those with interest rates less than or equal to 3% represent 4.17%.

- All contract payments, including interest, principal, expenses, and prepayment penalty, are
full-recourse obligations of the borrowers. As a result, the trust is not exposed to any
market-value risk associated with the sale of the motor vehicles (on performing receivables),
which is a risk that could be associated with products such as operating leases.
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The receivables pool for Bavarian Sky China 2020-2 as of March 31, 2020, is summarized in table
2.

Table 2

Loan Pool Characteristics (% Pool By Outstanding Principal Balance)

Customer type

Individual 100.00

Corporate 0.00

New and used (financed vehicle)

New 97.62

Used 2.38

Loan payment method

Direct debit 100.00

Seasoning (months)

Less than or equal to 12 79.94

Greater than 12 and less than or equal to 24 16.74

Greater than 24 and less than or equal to 36 3.25

Greater than 36 and less than or equal to 48 0.07

Greater than 48 and less than or equal to 60 0.00

Remaining term to maturity (months)

Less than or equal to 12 6.96

Greater than 12 and less than or equal to 24 27.23

Greater than 24 and less than or equal to 36 65.72

Greater than 36 and less than or equal to 48 0.05

Greater than 48 and less than or equal to 60 0.04

Effective interest rate (%)*

Greater than 0 and less than or equal to 3 4.17

Greater than 3 and less than or equal to 4 5.69

Greater than 4 and less than or equal to 5 29.30

Greater than 5 and less than or equal to 6 26.41

Greater than 6 and less than or equal to 7 21.70

Greater than 7 and less than or equal to 8 9.24

Greater than 8 and less than or equal to 9 0.44

Greater than 9 and less than or equal to 10 2.89

Greater than 10 0.17

Receivables balance (RMB)*

Less than or equal to 200,000 53.29

Greater than 200,000 and less than or equal to 400,000 39.70

Greater than 400,000 and less than or equal to 600,000 5.95

Greater than 600,000 and less than or equal to 800,000 0.96
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Table 2

Loan Pool Characteristics (% Pool By Outstanding Principal
Balance) (cont.)

Greater than 800,000 and less than or equal to 1,000,000 0.11

Car brand

BMW 97.11

MINI 2.89

*Results subject to rounding

The obligor concentrations for the collateral pool are set out in table 3.

Table 3

Obligor Concentrations (% Of Pool By Outstanding Receivables Balance)

The largest obligor 0.01

The largest 10 obligors 0.11

The largest 20 obligors 0.20

Chart 2
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Selective Eligibility Criteria

- The loan agreements are legally valid and assignable.

- The borrowers have the obligation to make monthly repayments (including principal or interest)
in accordance with the schedule as specified in the loan agreement.

- The loan receivables may be segregated and identified at any time for purposes of ownership
and related loan collateral.

- On the relevant cut-off date, at least one loan payment (whether principal or interest) has been
paid in respect of each of the loan agreements.

- The remaining term of the contract (including any extension) as of the relevant cut-off date is
not more than 60 months.

- The total amount of purchased loan receivables entrusted or transferred resulting from loan
agreements with any single borrower will not exceed RMB5,000,000.

- The purchased loan receivables are "normal" loans according to CBIRC's "5-category" loan
classification method and have not been delayed for repayment for a period longer than 60
consecutive days, and are not involved in any litigation, arbitration, insolvency, or enforcement
procedures.

- The purchased loan receivables are free of defenses, whether preemptory or otherwise for the
agreed term of the loan agreements and that the borrowers in particular have no set-off claims.

- The status and enforceability of the purchased loan receivables is not impaired due to warranty
claims or any other rights (including claims that may be set-off) of the borrowers (even if the
borrowers knew or could have known of the existence of such defenses or rights on the relevant
cut-off date).

- Each borrower has made a down-payment which complies with the applicable laws and
regulations in China and the relevant loan agreement when the loan is disbursed under the loan
agreement to which such borrower is a party.

- Each loan agreement requires the borrower thereunder to insure the relevant financed vehicle.

- The purchased loan receivables are secured by the mortgages over the financed vehicles, and
such mortgages have been registered with the relevant registration authorities in China, with
the originator registered as the first priority mortgagee.

- In respect of the additionally purchased loan receivables transferred to the trust on each
additional purchase date: (1) the weighted average interest rate of such additionally purchased
loan receivables as at the relevant cut-off date is not lower than 3.84% per annum; (2) the
remaining term of such additionally purchased loan receivables is no more than 36 months; (3)
based on the locations of the distributors of the relevant financed vehicles, the percentage in
terms of the outstanding principal balance of the additionally purchased loan receivables from
the same province or municipality directly under central government of China is no more than
20%; and (4) the balloon loan ratio is no more than 25%
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Early Amortization Triggers

The transaction has a set of early amortization triggers. Upon the occurrence of the early
amortization triggers, the transaction will stop reinvestment and start amortization. The early
amortization triggers include the cumulative default ratio exceeding 0.8%, the notes balance
exceeding the outstanding pool balance, as well as the occurrence of an enforcement event or a
servicer termination event. For analytical purposes, our credit and cash flow evaluations on this
transaction are based on the possible portfolio features allowable by the stated asset eligibility
criteria, early amortization triggers, and the originator's historical performance. With that, we
derived our assumption of certain credit loss to occur during the revolving period before the
transaction enters into amortization.

Commingling Risk

Our counterparty criteria consider a transaction's commingling risk through the rating on the
servicer, the amount of funds likely to be held in a servicer account at any given time, and the
potential impact of a delay in receipt of those funds on the supported securities. In our opinion,
there is potential commingling risk in this transaction if the servicer defaults, because BMWAFC,
acting as the servicer in this transaction, can hold the collections for a period of one month before
remittance to the SPT account.

A commingling reserve account will be established for this transaction with the account bank
upon closing, but there will be no upfront deposit in the account upon closing. The servicer will
arrange for the originator to (1) remit any collections received to the issuer within two business
days; or (2) deposit an amount equal to the required commingling reserve amount into the
commingling reserve account if the rating on the servicer is lowered to certain levels, based on
local ratings agencies' scales. The commingling reserve to be funded during the transaction life is
dynamic with expected collections driving the required commingling reserve amount. Instead of
being fully funded at all times, the actual amount to be funded is determined by deducting any
build-up of credit enhancement, relative to the level at closing from the commingling risk amount.
In other words, the transaction may reach an inflection point where the commingling reserve is no
longer funded by cash, but can be off-set by the build-up of hard credit support. Before each
payment date, the trustee will transfer an amount equal to "the excess of commingling reserve
account balance over the actual collections in the month" from the commingling reserve account
to the originator. BMWAFC will top up the commingling reserve account to ensure the account's
balance is at least equal to the required commingling reserve amount.

In our view, the current transaction arrangement does not sufficiently mitigate commingling risk in
accordance with our counterparty criteria. For this reason, we have assumed that one full month
of collections may be lost before collections could be redirected to the SPT accounts or the
accounts of the replacement servicer, when the original servicer becomes insolvent. We have
considered this one-month collection loss in our cash-flow analysis of the transaction.

Set-Off Risk

We believe the obligor set-off risk in this transaction is remote because BMWAFC is not a retail
deposit-taking institution in China and the eligibility criteria include that the borrower is not an
employee of BMWAFC. In addition, the representations and warranties provided by BMWAFC
regarding the collateral pool include that the borrowers in particular have no set-off claim thereto
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or thereunder the loans, or the status and enforceability of the purchased loan receivables are not
impaired by set-off rights.

Counterparty Risk With Respect To The Bank Account Provider

Issuer accounts for this transaction will be held with Industrial And Commercial Bank Of China
Ltd. pursuant to the bank account agreement. Among other transaction arrangements, the bank
will be replaced if the ratings on the bank are lower than 'A/A-1', within 60 calendar days of the
downgrade. This arrangement meets our counterparty criteria to support a 'AAA' rated
transaction, considering the transaction's cash-flow arrangement.

Counterparty Risk With Respect To The Servicer

BMWAFC cannot resign from its role as the initial servicer, but can be removed if a servicer
termination event occurs. Such an event might happen if BMWAFC were to become insolvent,
failed to remit collections to the issuer when due, or could not remedy its failure to perform
material obligations under the servicing agreement. The transaction does not have a back-up
servicer upon transaction closing. Only if the ratings on BMWAFC fall below a certain level, based
on local rating agencies' rating scales, will a noteholders' meeting appoint a back-up servicer.

Prime auto transactions in other markets do not typically include back-up servicers upon
transaction closing either, because of the high credit quality and homogeneous nature of the
receivables, combined with the availability of institutions experienced in servicing them. We
believe that in China the most likely servicer replacement would be other auto finance companies
or commercial banks that have a nationwide network for loan collections.

All loan payments in this transaction will be collected through the direct debit of borrowers' cash
accounts in major national banks rather than by other more demanding collection process. This
will reduce the workload of the servicer and make it easier to find a replacement. We have also
factored into our analysis a potential increase in servicer fees should a replacement servicer
require a higher return. Finally, the transaction includes a cash reserve that is funded up front and
could cover about two to three months of transaction expenses and note interest should asset
collections be temporarily unavailable to meet the transaction obligations. In our view, this will
allow the transaction sufficient time to find a new servicer and resume asset collections.

Liquidity Support

Timely payment of senior expenses and rated note interest is supported by the use of principal
collections through the combined waterfall, and a cash reserve funded at closing by BMWAFC,
equal to 1.0% of the initial receivables balance.

The cash reserve is held in the cash reserve account. It does not amortize and will be topped up to
about RMB80 million through remaining proceeds available on each payment date. On each
payment date, the trustee may draw funds in the cash reserve account if asset collections are
insufficient to cover the tax, if any, senior fees/expenses, servicing fees, and interest due to the
senior notes. Upon transaction maturity or when the available distribution amount is sufficient to
pay down the rated notes principal, any balance remaining in the cash reserve will be applied for
payments to the notes, creating another source of credit support. The available distribution
amount includes monthly collection, liquidation proceeds from financed vehicles, investment
proceeds, the cash reserve, and the commingling reserve if any.
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Interest-Rate Risk

A total of 2.7% of the initial collateralized loans carry a variable interest rate, while the balance
carry fixed interest rate. The interest rate is fixed on the issued senior notes. This creates potential
interest-rate risk in the transaction.

According to the loan contract templates and the originator's underwriting practice, any changes
to interest rates on the variable-rate loans is at BMWAFC's discretion, rather than based on
changes to a benchmark rate. The loan documents do not include a formula for the determination
of interest rates, such as the typical "benchmark rate + margin" that we have seen in other
transactions. They instead state that the lender has the right to adjust the interest rate applied to
such loans, when market rates change.

Given this, the current interest rates on the securitized loans could remain the same, even if the
PBOC were to lower the policy rate.

Credit And Cash-Flow Analysis

We consider a significant performance deterioration of the underlying receivables to be the
principal factor affecting rating transition in this transaction. We have applied our criteria titled,
"Global Methodology And Assumptions For Assessing The Credit Quality Of Securitized Consumer
Receivables," published Oct. 9, 2014, to the credit risk analyses in this transaction.

Historical performance data

We received the following historical performance data for auto loan pools originated by BMWAFC:

- Static pool data grouped by origination month, including detailed origination amounts,
repayments every month, and delinquency track every month. The data included the most
updated vintage performance data from January 2014 to February 2020.

- Dynamic pool data: aggregate loans amounts, repayments, and delinquency statistics for each
month from November 2010 to February 2020.

The pay-out ratio for each vintage is depicted in chart 3.
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Chart 3

BMWAFC generally sets 90-plus and 180-plus days delinquencies for the recognition of loan
defaults and loan losses, respectively. A loan can also be deemed defaulted or irrecoverable due
to other termination reasons or detected fraud.

In our credit-risk analysis, we assumed all loans delinquent for more than 90 days would default,
and used this classification to determine the base-case default frequency for the securitized pool.
This assumption reflects the low but stable cure rates--returning from delinquency to current--of
loans overdue for more than 90 days, and the practical collection operations BMWAFC adopts.

We assume that loans overdue for more than 180 days would be lost. We use this as a benchmark
to estimate the recovery after loan defaults for the collateral pool.

Charts 4 and 5 illustrate the cumulative default and cumulative loss experience of BMWAFC's total
auto loan portfolio, based on our assumptions of deemed default and deemed loss, from January
2014 to February 2020.
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Chart 4
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Chart 5

Data limitations

Historical performance data reflect BMWAFC's whole portfolio, rather than the intended
proportion of fully amortizing and balloon loans to be securitized. The portion of balloon loans
in BMWAFC's aggregate portfolio is larger than the portion in the securitized pool. This may
introduce the risk that the historical performance of aggregate portfolio may not be representative
of the performance of the securitized pool. Although BMWAFC adopts more stringent credit review
policy and tenor control to balloon loan products, and we are not aware of any significant deviation
of asset performance between the balloon loans and fully amortizing loans, we have factored in
balloon stress in our base case default determination. This is in consideration of balloon loans'
relatively large final payment, which could be more difficult for borrowers to meet in periods of
economic stress.

Relatively short operating history of China auto captive finance companies limits the
availability of historical performance data under economic stress. We analyzed performance
data from November 2010 to February 2020 for our credit risk analysis in this transaction.
However, China has not experienced true macroeconomic stress during this period, so our default
and loss projections are not derived solely from the originator's historical performance data.
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In this case, we have considered different default extrapolation techniques to gauge the full-life
loan default behavior. We also placed more weighting on the worse-performing vintages when
determining base-case default rates and applied a higher stress multiple to reflect higher
expected losses under stress conditions.

Base-case assumptions and stressed default and loss

Our base-case default assumption for the collateral pool is 1.0%, based on the historical
performance observed in the static pool and dynamic pool data, China's macroeconomic
conditions, and peer comparison. We applied a stress multiple to the base-case default
percentage in the 'AAA' rating category. The magnitude of the stress multiple that we applied
reflects the notes' 'AAA' rating, the underlying pool's changing nature that could render a portfolio
profile different from the initial pool, and our consideration of the relatively short development
history of auto loan in China. We have not observed any real macroeconomic stress because the
economic environment has been benign in the past decade. We therefore applied a higher stress
multiple.

We have taken into account the remaining terms of the initial portfolio that are mostly 36 months
or less, and that the remaining terms of the additionally purchased loans receivables during the
revolving period shall not be more than 36 months per the eligibility criteria. We believe these
make the risk exposure period of the pool, or weighted-average life of the notes, relatively short.

Unlike the previous Bavarian series transactions that we have rated, used car loans and loans
extended to borrowers with a lower credit scorecard rating of 6 are included in the collateral pool.
There are no eligibility criteria in place to constrain the proportion of such loan features during the
revolving period. However, loans with such features account for a very small percentage of both
BMWAFC's aggregate loan portfolio and the securitized pool. In addition, we believe the asset
performance of used car loans and loans to obligors with a lower scorecard rating is already
captured in the historical performance data we have analysed when determining our base-case
default assumptions.

We gave limited credit to recoveries. Our base-case recovery assumption for the collateral pool is
10.0%, which we derived from the migration analyses of the "deemed default" and "deemed loss"
loans. We gave 50% credit to the 10% base-case expected recoveries to arrive at a loss severity
assumption of 95% for both rating stresses.

Table 4 shows a summary of the credit assessment.

Table 4

Credit Assessment Summary

AAA

Base-case default frequency (%) 1.0

Stress multiple used (x) 6.6

Default frequency (%) 6.6

Loss severity (%) 95.0

Minimum credit support after credit to recovery (%) 6.3
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Cash-flow analysis

We analyzed the capacity of the transaction's cash flows to support the rated notes--i.e., timely
interest payments and repayment of principal by the legal maturity date--by running several
different scenarios correlated with a 'AAA' rating level for class A1 and class A2 notes. Our
cash-flow analysis included various scenarios that reflect different combinations of the following
factors:

- Level of defaults and recoveries commensurate with the rating level.

- Various default amount and default timing distribution.

- Potential changes in weighted average asset yields and payment schedule of the portfolio.

- Potential credit losses during the revolving period.

- Recovery period (assumed to be nine months).

- Stressed fees and expenses upon servicer transition and unexpected expenses increase.

- The loss of one month of collections due to the potential commingling risk.

- Different prepayment rates.

- Compression in asset yield as a result of default and prepayment in the higher-yielding loans.

In our cash flow modeling, we assume loan defaults and prepayment will first happen to the
highest-yield loans, due to the expectation of higher-credit-risk and higher-payment-burden
feature of these loans. This will cause the weighted average asset yield to drop over time.

To evaluate the effect on cash flow of various pool default amount and default timing
distributions, we modeled three different default curves: a front-loaded, back-loaded, and normal
default curve. The curves we employed primarily reflected the default timing that we observed in
BMWAFC's static default curves.

For the prepayment rates, we modeled three different prepayment curves. The prepayment
stresses assumed include voluntary and involuntary (default) prepayments (see table 5). In
addition to the normal constant prepayment rate (CPR) test that mimics BMWAFC's historical
prepayment behavior, we used a high CPR test--increasing to 15% annualized CPR under high
CPR stress and a low CPR scenario (constant at 1%).

Table 5

Assumed Constant Prepayment Rates (CPR)

Transaction seasoning Low CPR (% per year) Normal CPR (% per year) High CPR (% per year)

1 1.0 4.0 4.0

2 1.0 5.0 6.0

3 1.0 5.0 8.0

4 1.0 5.0 10.0

5 1.0 5.0 12.0

6 1.0 5.0 14.0

7+ 1.0 5.0 15.0

Note: Total CPR shown is inclusive of voluntary and involuntary (defaults) prepayments.
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Our preliminary ratings address not only the availability of funds for full payment of interest and
principal, but also the timeliness of these payments in accordance with the terms of the rated
securities.

Due to the transaction arrangement of receivables reinvestment, there may be certain credit loss
accumulated before the transaction enters amortization. We have assumed a credit loss to occur
during the five months from the initial pool cut-off date to the end of the revolving period at 0.25%
of the initial pool amount, before we apply other rating stress assumptions.

The transaction can pass all of the scenarios that we analyzed in our cash-flow adequacy tests.
Some of the noteworthy features of the transaction cash flows are as follows:

- Credit support for the senior notes is provided by the subordination of the subordinated notes.
Excess spread, if any, will be used to turbo pay the principal of the class A1 and class A2 notes
in full, followed by the subordinated notes. The remaining balance in the cash reserve account
can be applied toward redemption of the rated notes on the legal final maturity date or when
the available distribution amount is sufficient to pay down rated notes principal. This provides
additional credit support.

- Our cash-flow analysis indicates that scenarios in which the majority of loan defaults occur
early in the transaction's life and a high loan prepayment speed will reduce the expected asset
yield in this transaction, reducing the yield available to cover credit or commingling losses. Our
cash-flow analysis shows that, under these scenarios, the cash flow buffer will decrease
moderately.

Sensitivity Analysis

We cash-flow modeled two additional scenarios to determine how vulnerable the notes would be
to a downgrade under each scenario:

- Scenario 1: Base-case default frequency is 25% higher than our expected level of 1.0%.

- Scenario 2: Base recoveries are only 75% of our expected base recovery rate of 10%.

The minimum credit support under each scenario is set out in table 6.

Table 6

Minimum Credit Support After Credit To Recovery (%)

Scenario AAA

Expected 6.3

Scenario 1 7.9

Scenario 2 6.4

Table 7 sets out what the rating level of each class of notes would be at transaction close under
each scenario.

Table 7

Rating Transition

Scenario Class A1 notes Class A2 notes

Expected AAA (sf) AAA (sf)
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Table 7

Rating Transition (cont.)

Scenario Class A1 notes Class A2 notes

Scenario 1 AAA (sf) AAA (sf)

Scenario 2 AAA (sf) AAA (sf)

Potential impact of COVID-19

S&P Global Ratings acknowledges a high degree of uncertainty about the evolution of the
coronavirus pandemic. The consensus among health experts is that the pandemic may now be at,
or near, its peak in some regions, but will remain a threat until a vaccine or effective treatment is
widely available, which may not occur until the second half of 2021. We are using this assumption
in assessing the economic and credit implications associated with the pandemic (see our research
here: www.spglobal.com/ratings)). As the situation evolves, we will update our assumptions and
estimates accordingly.

After considering our economic forecast on China and our view on the auto loan sector, we believe
our 'AAA' stressed default frequency already captures the borrower default risk for this
transaction. However, we consider that the repayment capability of some obligors in the
underlying pool may be temporarily impaired. Accordingly, we undertook additional cash flow
sensitivity analysis. In addition to transaction specific adjustment, we assumed for each of the
first six months, that receipt of a portion of each month's collections would be delayed for a period
of six months. Our analysis shows that the transaction's cash flows are sufficient to meet note
interest and senior expenses under our rating stress scenarios. In our view, such potential risk is
largely mitigated by the cash reserve, ability to apply principal draws to cover interest shortfalls if
any, and the credit enhancement provided in this transaction.

Related Criteria

- Criteria | Structured Finance | General: Counterparty Risk Framework: Methodology And
Assumptions, March 8, 2019

- Criteria | Structured Finance | General: Incorporating Sovereign Risk In Rating Structured
Finance Securities: Methodology And Assumptions, Jan. 30, 2019

- Legal Criteria: Structured Finance: Asset Isolation And Special-Purpose Entity Methodology,
March 29, 2017

- Criteria | Structured Finance | ABS: Global Methodology And Assumptions For Assessing The
Credit Quality Of Securitized Consumer Receivables, Oct. 9, 2014

- Criteria - Structured Finance - General: Global Framework For Cash Flow Analysis Of
Structured Finance Securities, Oct. 9, 2014

- Criteria | Structured Finance | General: Global Framework For Assessing Operational Risk In
Structured Finance Transactions, Oct. 9, 2014

- Criteria | Structured Finance | General: Criteria Methodology Applied To Fees, Expenses, And
Indemnifications, July 12, 2012

- General Criteria: Global Investment Criteria For Temporary Investments In Transaction
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Accounts, May 31, 2012

- General Criteria: Methodology: Credit Stability Criteria, May 3, 2010

- Criteria | Structured Finance | General: Methodology For Servicer Risk Assessment, May 28,
2009

Related Research

- Credit FAQ: What Do The First Performance Reports Reveal About COVID-19's Effects On China
Auto ABS And RMBS? March 26, 2020

- Credit FAQ: How S&P Global Ratings Factors In The Potential Effects Of The COVID-19 Outbreak
When Analyzing China Auto ABS and RMBS, March 4, 2020

- China Structured Finance Outlook 2020: Performance To Diverge Amid Flat-To-Modest
Issuance Growth, Feb. 6, 2020

- China Auto ABS And RMBS Must Brace For Coronavirus Impact, Feb. 3, 2020

- An Overview Of China's Auto Finance Market And Auto Loan Securitization, March 12, 2019

- Global Structured Finance Scenario And Sensitivity Analysis 2016: The Effects Of The Top Five
Macroeconomic Factors, Dec. 17, 2016

- Securitization Performance Watch – China, published quarterly

The issuer has not informed S&P Global Ratings whether the issuer is publicly disclosing all
relevant information about the structured finance instruments that are subject to this rating
report or whether relevant information remains non-public.

REGULATORY DISCLOSURES

Please refer to the initial rating report for any additional regulatory disclosures that may apply to a
transaction.
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