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New Issue: KOROMO S.A., Compartment 3

Ratings Detail

Ratings Assigned

Class Rating* Amount (mil. €) Available credit enhancement (%)§ Interest (%) Legal final maturity

A AAA (sf) 900.0 10.1 0.0 Oct. 15, 2033

B NR 100.0 0.1 0.0 Oct. 15, 2033

*Our rating on the class A notes addresses the ultimate principal. Since the interest on the rates notes are set at 0%, we have considered timely

payment of senior expenses and fees. §Available credit enhancement includes subordination and a cash reserve that is ultimately available to

mitigate potential principal shortfalls. NR--Not rated.

Transaction Summary

• S&P Global Ratings has assigned its credit ratings to KOROMO S.A., Compartment 3's (KOROMO 3) asset backed

class A notes. At closing, KOROMO 3 also issued unrated asset-backed class B notes.

• This is Toyota Kreditbank GmbH's third German publicly rated asset-backed securities (ABS) transaction and the

third that we rate. The underlying collateral comprises German loan receivables for cars, 49.54% of which have

hybrid engines at closing. Toyota Kreditbank originated and granted the loans to its private and commercial

customers. At closing, 81.4% of the current principal balance on contracts amortize with a final balloon payment.

• Similar to KOROMO S.A., Compartment 2 (KOROMO 2), the transaction revolves for a period of five years from

closing with the revolving period ending on Oct. 15, 2025. During this time, all principal proceeds are used to

purchase new assets. The revolving period would terminate earlier following a revolving period termination event.

Once the transaction starts to amortize, collections received are distributed monthly according to a combined

waterfall paying interest and principal strictly sequentially.

• At closing, a nonamortizing cash reserve is funded through a subordinated loan. The reserve is available to cure any

shortfalls on the senior fees and expenses.

• A combination of excess spread and subordination provides credit enhancement. The issuer can use the cash

reserve to cure losses once the portfolio has fully amortized. Setoff risks are fully mitigated, in our view.

Commingling risk is fully mitigated through a separate reserve.

• The assets pay monthly a fixed interest rate. The notes also pay a fixed interest rate; however, this is set at 0%. To

date, this is the first European auto ABS transaction that displays a zero interest coupon bond that we have rated.

This is a relatively unusual feature for an auto ABS transaction, and we have taken this into account throughout our

analysis.

• We have considered timely payment of senior expenses and fees. Our rating addresses ultimate payment of

principal on the class A notes.

• The issuer can fully redeem the notes if the seller exercises a clean-up call on the payment date on which the

collateral pool balance is lower than 10% of the collateral pool's balance at closing.

• Our structured finance sovereign risk criteria do not constrain our ratings on the notes. The presented remedy

provisions at closing adequately mitigate counterparty risk in line with our counterparty criteria. The legal opinions
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adequately address any legal and operational risk in line with our criteria.

The Credit Story

Strengths, Concerns, And Mitigating Factors

Strengths Concerns and mitigating factors

The pool is granular and geographically well-diversified.

As of the pool cut-off date, the largest and top 10

borrowers are 0.2% and 0.15%, respectively. The

portfolio's weighted-average loan-to-value (LTV) ratio is

strong at 77.28%.

Toyota Kreditbank services the securitized assets, and the transaction will not have a

backup servicer at closing. We rely on the general availability of servicing in the

German market to mitigate the risk of servicing disruption. Furthermore, the cash and

commingling reserves will provide additional liquidity and will mitigate servicer

disruption risk.

As of the cut-off date, the portfolio does not contain any

delinquent or defaulted contracts. During the revolving

period, such contracts are excluded under the eligibility

criteria.

There is a revolving period of five years, which can alter the portfolio's credit quality

and characteristics. The eligibility criteria ensure that the portfolio's characteristics

remain within established parameters during the revolving period. The individual loan

and portfolio-wide eligibility criteria are protective, in our view, and aim to prevent

pool quality from deteriorating during the revolving period. In our analysis, we have

also considered that the closing pool would migrate to the limits established under the

eligibility criteria at the start of amortization. For considerations where limits are not

established, we have incorporated this in our credit analysis and cash flow

assumptions.

During the amortization period, notes amortize strictly

sequentially, causing credit enhancement to build up. If

the transaction incurs defaults, it uses excess spread and

ultimately the nonamortizing cash reserve to amortize the

notes.

About 81.4% of the current principal balance of the loans in the pool are balloon loans

that have a final installment payment that is significantly higher than previous

installments. In a stressed environment, the balloon payment could result in the

obligor experiencing a payment shock, if the vehicle's value declines and the

originator does not provide follow-up financing. We have accounted for the additional

losses resulting from payment shock after a market value decline of the underlying

vehicles under our ratings scenario. Further, since the eligibility criteria do not include

any limit on the proportion of balloon loans in the pool during the revolving period, in

our analysis, we have considered the pool to migrate to 100% balloon loans at the

start of amortization.

Although the structure is revolving for a period of five

years, it incorporates necessary triggers to cause the

revolving period to terminate upon breach.

While the weighted-average LTV ratio of the pool is high at 77.28%, about 17% loans

at closing, have an LTV ratio exceeding 100%, due to insurance and service

premiums included in the loan balance. We have considered this in our credit

analysis, while sizing our base-case assumptions.

Given the difference between the assets' interest and

senior expenses, and zero interest on the notes, the

transaction benefits from excess spread that is available

to cure defaults.

About 49.54% of vehicles in the closing pool have hybrid engines. In the absence of a

concentration limit, we view this proportion as likely to change during the five-year

revolving period. While we understand that the underwriting and residual value

setting policy in relation to these loans is in line with other products originated by

Toyota Kreditbank, we view that the market for this segment is still evolving and the

demand is lower than for diesel and gasoline vehicles. We have considered this in our

credit analysis while assessing recovery rates and residual value risk.

Toyota Kreditbank is not a deposit-taking institution and

the eligibility criteria exclude borrowers who are

employees of the seller. We view any setoff in relation to

servicing and maintenance amounts and insurance

premium payments to materialize only if a servicer and

insurance provider insolvency occur simultaneously. We

consider the likelihood of such occurrence as limited. As

such, we view any setoff risk as mitigated.

The transaction is exposed to commingling risk if the originator becomes insolvent. A

specific commingling risk reserve will be funded upon the occurrence of a

commingling reserve trigger event, which fully mitigates commingling risk, in our

view, based on our cash flow analysis.

Asset Description

As of the cut-off date, the collateral pool backing the notes comprised 79,112 auto loans totaling €1 billion, financing

either new or used vehicles. The underlying obligors are either private consumers or commercial clients that form part

of the retail client segment. Loans can be either amortizing loans or balloon loans that are amortizing with a large
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payment at the end. All contracts pay a fixed rate of interest and monthly installments through direct debit.

The pool has been independently reviewed by Deloitte. We consider the data provided to be in line with our quality,

timeliness, and reliability standards.

Table 1

Collateral Key Features*

KOROMO S.A., Compartment 3 KOROMO S.A., Compartment 2

Originator Toyota Kreditbank Toyota Kreditbank

Country Germany Germany

Type of assets Auto Auto

Pool cut-off date September 2020 October 2014

Principal outstanding of the pool (mil. €) 999.9 972.9

Average remaining loan principal balance (€) 12,640 8,318

WA LTV ratio (%) 77.28 74.10

WA seasoning (months) 12.67 22.31

WA remaining term (months) 36.30 30.24

WA yield (%) 3.43 4.89

Direct debit (%) 100 100

Top 10 borrower concentration (%) 0.15 0.10

Top 3 Postcode concentration Postcode 5 (13.4%),

Postcode 4 (12.1%), and Postcode 6 (12.0%)

Postcode 5 (13.7%),

Postcode 6 (12.5%), and Postcode 8 (10.9%)

Top 3 manufacturer concentration Toyota (87.9%),

Kia (1.6%) and Hyundai (1.5%)

Toyota (92.4%),

VW (0.9%) and Hyundai (0.6%)

Loan type (%)

Amortizing 18.6 26.6

Balloon 81.4 73.4

Vehicle type (%)

New cars 60.5 62.1

Used cars 39.5 37.9

Customer type (%)

Private 86.2 85.1

Commercial 13.8 14.9

Engine type (%)

Hybrid 49.5 N/A

Petrol 34.1 N/A

Diesel 2.6 N/A

Others (hydrogen etc.) 13.8 N/A

*Calculations are according to S&P Global Ratings' methodology and based on the outstanding discounted principal balance.

WA--Weighted-average. N/A--Not applicable.
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Chart 1
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Chart 2

All loans in the pool were originated after 2018. The scheduled amortization shown in chart 3 indicates that the

amortization is gradual. The portion of balloon payments does not have a material effect on the amortization, in our

view, although we do observe some peaks.
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Chart 3

Eligibility criteria and concentration limits

The transaction documents set out certain eligibility criteria for the receivables and client accounts, some of which are

highlighted below:

• All receivables must constitute legal, valid, and enforceable contractual obligations on the relevant debtor.

• All receivables have been originated in accordance with the credit and collection policy of the seller.

• All receivables have to be payable in euro and through direct debit.

• All receivables have an original term no longer than 72 months.

• Each obligor must be a resident of or registered in Germany.

• Each obligor must have paid at least one installment.

• No receivable may be in arrears or defaulted.

• Each obligor is not employed with the seller and its affiliates.

• The debtor does not have liabilities under the agreement with the seller exceeding €250,000.

• Each receivable is secured by the security transfer of legal title to the vehicle to the seller
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• The seller has not entered into an agreement with the borrower to suspend any repayments on the receivable.

During the five-year revolving period, new purchases will have to comply with the eligibility criteria as well as the

replenishment criteria limits listed below. We have used these to size the worst-case pool composition at the start of

the amortization period.

Table 2

Closing Pool Compared With Replenishment Criteria Limits

Collateral Characteristics Closing pool Limit

WA interest rate (%) 3.43 2.00

Maximum share of commercial borrowers (%) 13.8 35.0

Maximum share of used vehicles (%) 39.5 50.0

Maximum share of used vehicles with commercial borrowers (%) 4.3 10.0

WA--Weighted-average.

Originator And Servicer

Toyota Kreditbank was founded in 1988 and acts as captive financing company for the Toyota Motor Corp. group in

Germany. It is a 100% subsidiary of Toyota Financial Services Corp., which, in turn, is wholly owned by Toyota Motor

Corp.

Toyota Kreditbank's main business activity is to finance the manufacturer's vehicle sales, while at the same time

producing its own profits. Given this business model, Toyota Kreditbank's competitive positioning is limited by the

product range and market share of the manufacturer in Germany. However, we noted that Toyota Kreditbank has

increased its loan origination volumes since 2010, mainly in the subportfolio related to new cars sold to private

customers. The shift is explained by the fact that more customers are using loan financing instead of leasing. At the

same time, the share of balloon loans in the portfolio has been increasing, reflecting customers' demand for those

product types.

We consider that Toyota Kreditbank has a high level of experience in its core business of auto financing. The network

of Toyota dealers in Germany exclusively originated the contracts. Dealers have no credit authority and Toyota

Kreditbank's central office in Cologne handles underwriting. All incoming loan and lease applications are credit scored

using a range of inputs, such as external credit bureau information, age, down-payment, or previous experience with

the customer. All servicing activity is done in-house.

In August 2020, we reviewed Toyota Kreditbank's origination, underwriting, collections, servicing, and risk

management policies. In view of the current macroeconomic environment, we also considered Toyota Kreditbank's

business continuity and disaster management plans along with the payment holiday mechanism on outstanding loans.

In our view, Toyota Kreditbank's origination process and servicing procedures are in line with market standard and our

criteria for assessing operational risk.

In our operational risk analysis, we look at the risk that cash flows may be disrupted following an operational failure of
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the servicer. The transaction does not have a backup servicer at closing. We rely on the general availability of

servicing in the German market to mitigate the risk of servicing disruption. We have also considered available

mitigants and incorporated necessary assumptions in our cash flow analysis, to analyze any effect from servicer

disruption risk.

Credit Analysis And Assumptions

We analyzed the transaction's credit risk under various stress scenarios by applying our European auto ABS criteria.

We have received quarterly static gross loss, prepayment, and recovery data from fourth-quarter 2007 to

second-quarter 2020. We also received monthly delinquency data from October 2007 to June 2020. The originator

provided this data for four subpools: loans for new and used cars and loans granted to private and commercial

customers. The data provided is in line with our standards in relation to quality, timeliness, and reliability.

Macroeconomic and sector outlook

In our analysis, we considered the following economic data and their baseline effect on collateral credit quality in

determining our credit assumptions (see "Related Research").

S&P Global Ratings acknowledges a high degree of uncertainty about the evolution of the coronavirus pandemic. The

current consensus among health experts is that COVID-19 will remain a threat until a vaccine or effective treatment is

widely available, which could be around mid-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.

Compared with the Eurozone, we expect a lower 5.4% contraction in Germany's GDP in 2020, followed by a recovery

of 4.7% in 2021. At the same time, we expect unemployment to increase to 4.3% this year and 4.5% in 2021, before

declining to 4.0% in 2022. The massive fiscal package of more than €1 trillion, including state guarantees and a

short-term work scheme, coupled with European Central Bank purchases, is protecting workers and firms, and

supporting economic activity. We believe changes in GDP growth and the unemployment rate largely determine

portfolio default performance. We set our credit assumptions to reflect our worsened economic outlook for Germany.

Table 3

Economic Factors

Actual Forecast

2019 2020 2021 2022 2023

Real GDP (y/y growth, %) 0.6 (5.4) 4.7 2.4 1.6

Unemployment rate (annual average, %) 3.1 4.3 4.5 4.0 3.6

CPI Inflation (%) 1.4 0.0 1.1 1.5 1.5

Sources: National Statistics offices, Eurostat, S&P Global Ratings.

Defaults

A loan is considered defaulted if the obligor is insolvent and/or the servicer has terminated the corresponding

agreement.
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In our analysis, we have considered 90+ days delinquencies to be a good proxy for defaults. We have analyzed

historical delinquencies, which have remained low and stable, and the prevailing macroeconomic conditions while

sizing our base-case assumptions.

Gross defaults base case

We decided to base our analysis on the private and commercial borrowers subpools over new and used cars subpools.

In our view, the private and commercial borrowers subpools provide more granular and differentiated performance,

compared to new and used cars subpools.

Charts 4 and 5 show quarterly static cumulative gross defaults from fourth-quarter 2007 to second-quarter 2020 for

private and commercial borrowers.

Chart 4
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Chart 5

The vintage curves show that the performance of loans originated in 2007 and 2008 has deteriorated in the stressed

economic environment of 2008, whereas low loss levels for cohorts originated thereafter have stabilized, driven by an

improving economic environment in Germany at the time.

We have sized our base cases separately for each subportfolio. This reflects performance trends in the historical data

provided, our view of portfolio quality, and our analysis of the originator's underwriting and servicing standards.

We expect a 1.5% default rate for private borrowers and 5.0% for commercial borrowers in our base-case scenario.

Based on the worst pool composition, this results in a weighted-average gross default base case of 2.73%, which is

lower by 10 basis points (bps) compared with KOROMO 2. We lowered our gross default multiple to 4.5x at 'AAA',

from 4.6x in KOROMO 2, to reflect good data quality, stable originations, and our experience with the originator. At

the same time, we have also considered the uncertainty in the expected loan performance, considering the five-year

revolving period.

In light of our current recessionary outlook for Europe, we have increased our base-case default rate assumption by 25

bps to 2.98%. While we expect higher base-case defaults because of COVID-19, we do not currently believe that the

expected level of macroeconomic stress warrants an overarching revision to the stressed default assumptions at the

'BBB' rating level or higher. We have accordingly adjusted the multiples at the 'BBB' rating and higher to exclude the

addition of the 25 bps on the base-case gross defaults.
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Recoveries and recovery timing

Charts 6 and 7 show quarterly static recovery data from fourth-quarter 2007 to second-quarter 2020 for private and

commercial borrowers.

Chart 6
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Chart 7

The recovery levels have been fairly constant over time. Between 2009 and 2010, cohorts showed slightly lower

vehicle sales proceeds, which was in line with the downturn in the used-vehicle market in Germany at that time.

Under our European auto ABS criteria, we apply a uniform stressed recovery rate at all rating levels. We establish

recovery rate assumptions based primarily on an analysis of historical recovery rates for the issuer and the market, the

volatility of past performance as well as credit, operational, or other factors that might affect the timing, amount, and

sustainability of recovery rates. Typical stressed recovery rates assumed are generally between 30% to 45%.

Considering the historical recovery data, portfolio features (such as LTV ratios, engine type, etc.), and the current

macroeconomic conditions, we have assumed a uniform stressed recovery rate of 37% for both private and

commercial borrowers. This is slightly lower than peer transactions in Germany to account for no cap on the LTV ratio

within the eligibility criteria as well as the high proportion of hybrid engine vehicles, for which the used car market is

still evolving, and poses uncertainties around recovery rates on these vehicles.

The recovery timing assumption is 10 months following default. However, to reflect current disruptions to collection

and workout efforts due to COVID-19, we have extended recovery timing by 1.5x to 15 months.

Worst-case pool composition

The transaction has a five-year revolving period (scheduled to end in October 2025), during which borrower

repayments may be used to reinvest in new receivables, subject to concentration limits. Our rating analysis considers a

migration to a worst-case pool composition during the revolving period, based on the documented portfolio

concentration limits and our review of the historical performance by product type.
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Table 4

Worst-Case Pool Composition

Pool concentration

Actual pool

(%)

Worst-case pool

(%)

Worst case cumulative

gross defaults (%)

Stressed recovery

assumption (%)

Private Borrowers 86.2 65.0 1.5 37.0

Commercial Borrowers 13.8 35.0 5.0 37.0

Weighted-average based on worst-case pool -- -- 2.73 37.0

COVID-19 related adjusted weighted-average

based on worst-case pool

2.98

Cumulative gross loss and recovery rate assumptions
Table 5

Credit Assumptions Summary

Rating

Level

Cumulative gross loss

base-case (%)

Stress

multiple

Stressed cumulative gross

default (%)

Stressed recovery

rate (%)

Stressed cumulative net

losses (%)

AAA 2.98 4.12 12.29 37.00 7.74

AA 2.98 3.21 9.56 37.00 6.02

A 2.98 2.3 6.83 37.00 4.30

BBB 2.98 1.6 4.78 37.00 3.01

BB 2.98 1.5 4.47 37.00 2.82

B 2.98 1.25 3.73 37.00 2.35

Peer comparison at 'AAA'
Table 6

'AAA' Comparison

Rating Level KOROMO S.A., Compartment 3 KOROMO S.A., Compartment 2

Stressed adjusted cumulative gross loss (%) 12.29 13.02

Stressed recovery rate (%) 37.00 38.00

Stressed adjusted cumulative net loss (%) 7.74 8.44

Market value risk

Balloon contracts may introduce additional obligor default risk to the transaction, if we assume that obligors expect to

be able to finance the final balloon payment through the sale of the vehicle at contract maturity. In a stressed

economic environment, these obligors may default on the balloon payment because the vehicle's market value could

have declined to below the amount needed to pay the final balloon payment.

We have set our balloon loan gross loss assumption at a 'AAA' level at 8.25%, higher than the 7.75% we applied for

KOROMO 2. Our assessment is based on limited brand diversification, fuel-type composition, as well as the current

macroeconomic environment affecting the used car market. Our assumption reflects the high concentration of hybrid

engine vehicles, which is an evolving market, wherein there remain uncertainties in relation to market value decline. At

the same time, we have considered for Toyota Kreditbank's balloon setting policy, which has not changed since we

previously rated KOROMO 2.

In applying the additional loss rate in our cash flow analysis, the aggregate balloon payments on loans securitized are

adjusted to reflect stress scenario defaults and prepayments to establish an adjusted balloon payment amount. The

WWW.STANDARDANDPOORS.COM OCTOBER 22, 2020   15

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

last page.

2541645

New Issue: KOROMO S.A., Compartment 3



applicable additional balloon loss rate is multiplied by the adjusted balloon payment amount as a percentage of the

total pool balance to calculate the incremental balloon gross loss rate.

Transaction Structure

In this transaction, Toyota Kreditbank sells auto loan receivables to KOROMO 3, which issues class A and B notes to

fund the purchase. The receivables comprise the loan installments from the underlying obligors. At closing, Toyota

Kreditbank will also extend a subordinated loan to fund a nonamortizing cash reserve. This cash reserve is available to

pay senior fee and ultimately, credit losses.

The issuer is a Luxembourgian special-purpose entity, which we consider to be bankruptcy remote under our legal

criteria. The transaction legal opinion at closing confirm that the sale of the assets would survive the seller's

insolvency. We deem the issuer's cash flows to be sufficient to meet all the identified tax liabilities based on the tax
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opinions under the current tax legislations.

Cash flow mechanics

The transaction has a combined interest and principal waterfall. The class A and B notes do not accrue any interest.

The waterfall features a mechanism, whereby the issuer can use excess spread to cure principal losses. The issuer

makes all principal payments to the notes strictly sequentially.

Upon the occurrence of enforcement events, the trustee will apply the available distribution amount from the enforced

security according to post-enforcement priority of payments. We have reviewed the enforcement events and have

concluded that they are remote in our ratings scenarios. As a result, our analysis solely focuses on the pre-enforcement

priority of payments.

Revolving period and early amortization

The key asset performance triggers listed below guard against any significant deterioration in the receivables' credit

performance and provide some degree of comfort as to the performance of the transaction during the revolving period.

Asset performance triggers:

• The balance of unapplied principal in the replenishment ledger after application under the priority of payments

exceeds 10% of the initial pool balance as of the cut-off date on three consecutive interest payment dates;

• The cumulative default ratio (calculated as a percentage of the total portfolio including replenished receivables)

exceeds: 2.5% until and including October 2021, 3.0% starting and after October 2021 until October 2022, 4.0%

starting and after October 2022 until October 2023, 5.0% starting and after October 2023 until October 2024, and

6.0% starting and after October 2024 until October 2025; and

• The amount credited to the replenishment ledger (after application of the priority of payments), is lower than the

difference between the notes balance at closing and collateral balance at the end of the collection period.

In addition, a servicer termination event, would also cause the early amortization trigger to breach.

In our analysis, we modelled early amortization triggers to breach at closing, whereby the transaction starts to

amortize immediately.

Clean-up call

Toyota Kreditbank can exercise a clean-up call option as soon as the aggregate of the collateral's principal balance

outstanding is below 10% of the principal balance at closing, or upon occurrence of any regulatory change or tax

event. In our analysis, we have not considered a clean up call to occur.

Available distribution amount
Table 7

Available distribution amount

1 All collections received from the assets in the preceding month

2 Cash reserve and interest earned thereon

3 Amounts in the replenishment account during the revolving period
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Table 7

Available distribution amount (cont.)

4 Commingling reserve, once a commingling reserve trigger event has occurred

Priority of payments

The notes start to amortize after the revolving period ends. During the revolving period, the issuer will use the

principal redemption amount to purchase additional assets at par. Any unused amount remains in the replenishment

account.

Unless redeemed earlier, the issuer will redeem the notes at their legal final maturity in October 2033, which we expect

to be after the maturity of the pool's longest-term loan at the end of the revolving period.

On any monthly interest payment date, the issuer applies the available amounts in the order of priority below.

Table 8

Simplified Pre-Enforcement Priority Of Payments

1 Senior expenses.

2 Servicing fees.

3 The class A notes' interest, which is set at 0%.

4 Top up the cash reserve account up to its required amount.

5 Purchase further assets during the revolving period.

6 The class A notes' principal during the amortization period.

7 The class B notes' interest, which is set at 0%.

8 The class B notes' principal during the amortization period.

9 The subordinated loan's interest.

10 The subordinated loan's principal.

11 Pay the excess to the seller.

Principal Redemption Amount

Through the payment waterfall, the transaction redeems the class A notes' principal up to an amount equaling the

difference between the aggregate of the outstanding balance of the asset-backed notes over the assets' outstanding

balance. This means that the transaction uses excess spread to cure defaults, as defaulted receivables reduce the asset

balance.

Payment holiday

The eligibility criteria exclude any contracts where the seller has entered into an agreement with the borrower

suspending any repayment in relation to the loan. Further, all contracts with payment holidays, whether

COVID-19-related or not are considered delinquent by the seller, and hence get excluded under the eligibility criteria.

COVID-19-related payment holidays were also not available to contracts that were already delinquent at the time of

such a request. However, if a contract availing a COVID-19-related payment holiday becomes current again, it is

eligible to be securitized. In our cash flow analysis, we have considered the likelihood of contracts availing payment

holidays to be minimal and not exceeding 5%.
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Excess spread

Excess spread results from the difference between:

• The interest income received from the assets; and

• The interest on the rated notes, which is 0%, plus any senior fees, servicing fees, and expenses.

As of the pool cut-off date (Sept 30, 2020), this difference equals about 2.92%, slightly below the 2.98% for KOROMO

2. However, considering the covenanted minimum interest rate and our stressed assumptions around servicing fees,

the initial excess spread is lower at 0.99%, down from 1.65% in KOROMO 2. In our analysis, we further sized for yield

compression risk by modeling a gradual decline of the portfolio yield to 1.24% from the covenanted minimum of 2.0%.

Cash reserve

At closing, the originator provided, through a subordinated loan, a nonamortizing cash reserve equal to 0.1% of the

closing portfolio balance. The cash reserve serves as a liquidity buffer to cover any potential shortfalls in the payment

of senior costs and expenses. While it is also available to pay any interest on the class A notes, the interest itself is set

at zero. To the extent drawn, the cash reserve is topped up on each payment date up to its required amount through

the priority of payments. On the final maturity date, the issuer can use amounts available in the reserve account to

repay principal on any class of notes, if necessary.

Since the interest rate on the notes is set at zero, we analyzed the sufficiency of the cash reserve to pay all senior

expenses in a timely manner. Currently, the cash reserve is available to cover 2.4 months' payments of annual senior

fees and expenses and monthly servicer fee based on the contractual fees and expenses.

Under the transaction documents, upon non-payment of senior fees or expenses, the parties to the transaction can

terminate the related agreement. However, they would need to continue to perform until a successor is appointed. In

addition, if the servicer is unable to render the services including a force majeure event, the issuer would be released

from paying any servicing fee. Further, non-payment of senior fees or expenses does not constitute an issuer event of

default under the transaction documents.

Based on the above and our cash flow analysis, we consider that the reserve sufficiently covers timely payments of

senior expenses and fees.

Eligible investments

The transaction documents do not permit collections to be invested in any eligible investments. The amounts in the

issuer transaction bank account, in the name of the issuer, accrue interest. The interest rates on these accounts,

however, do not incorporate a floor. In the negative interest rate environment, the issuer would be exposed to

additional costs. In our cash flow assumption, we have additionally stressed for interest payments to the account bank

provider, with the interest rates falling to negative 1.0%.

Mitigation Of Seller Risks
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Commingling risk and reserve

If the servicer becomes insolvent, any collections in its collection accounts, plus collections that it receives directly

afterward, may become commingled with the funds of the insolvent estate. We accounted for commingling risk,

considering the transaction's monthly cash-sweeping mechanism and the obligor-notification process, which is

triggered by servicer insolvency.

The transaction benefits from a commingling reserve, which Toyota Kreditbank will fund if a commingling reserve

trigger event occurs. This even occurs upon:

• A breach of downgrade trigger on Toyota Financial Services Corp., of which Toyota Kreditbank is a 100%

subsidiary; or

• Toyota Financial Services Corp. ceases to hold 100% of Toyota Kreditbank.

Once funded, the reserve will fully mitigate the commingling risk, in our view. The reserve is funded with the amount

of scheduled collections of the following two collection periods from the current period, plus 2.5% of the outstanding

principal balance of the previous collection period.

Setoff

Toyota Kreditbank does not take deposits, and the eligibility criteria excludes any loans made to borrowers employed

with Toyota Kreditbank or its affiliates. As such, any deposit or employee setoff is fully mitigated.

Borrowers may have the right to set off amounts they owe to Toyota Kreditbank for two reasons.

Firstly, a substantial share of the contracts could have been sold together with maintenance and servicing components.

Under the transaction documents, the borrower's right to reduce the installments by an amount equal to the relevant

components cannot be excluded if Toyota Kreditbank and the service and maintenance provider (which is a third party

and independent from Toyota Kreditbank) become insolvent at the same time. We consider the setoff risk to be

limited.

Secondly, a certain share of the contracts could have been sold together with insurance products. Under the

transaction documents, the borrower's right to reduce the installments by an amount equal to the insurance premium

cannot be excluded if Toyota Kreditbank and the insurer (which is a third party and independent from Toyota

Kreditbank) become insolvent at the same time. We consider the setoff risk to be limited.

We have therefore applied no further stresses in our analysis, in relation to setoff risk.

Cash Flow Analysis

In our cash flow modeling, we did not consider the revolving period. We analyzed the transaction's cash flows only

during the amortization stage.

Table 9

Cash Flow Assumptions

Recession start Closing
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Table 9

Cash Flow Assumptions (cont.)

Length of recession Weighted-average life (26 months)

Cumulative gross loss curve Evenly distributed over the weighted-average life

Recovery lag 15 months

Delinquency Two thirds of credit losses recovered six months later

Stressed servicing fees and trustee fee (%) 1.0

Fixed fees (€) per year 100,000

Replacement bank cost 96,000

Prepayments (high/low) (%) 24.0/0.5

Initial WAC (%) 2.00

Relative WAC compression (%) 0.761

Commingling stress 1.75 months' loss

Setoff stress (%) --

WAC--Weighted-average coupon.

We have stressed bank account provider replacement costs to the extent the issuer may be expected to incur them at

the time of replacement. We have tested the issuer's ability to pay timely senior fees and expenses and ultimate

principal on the class A notes under the above stress assumptions through a cash flow model.

Based on the assumptions discussed above, the low prepayment and down interest scenarios are most stressful, mostly

because low prepayments lead to higher balloon payment loss. This was partially set off by the fact that under a low

prepayment scenario excess spread diminishes at a lower rate.

Chart 9 shows the collateral and the note amortization profile under our most stressful scenario.
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Chart 9

Counterparty Risk

The issuer is exposed to BNP Paribas Securities Services S.C.A., Frankfurt Branch, as account bank provider and

Toyota Kreditbank as servicer posting the commingling reserve upon occurrence of the commingling reserve trigger

event. The commingling reserve trigger event itself is based on the downgrade of Toyota Financial Services Corp., of

which Toyota Kreditbank is a 100% subsidiary. The documented replacement mechanisms for the account bank

provider and remedy provision in relation to commingling adequately mitigate the transaction's exposure to

counterparty risk in line with our counterparty criteria.

Table 10

Supporting Ratings

Institution/role Ratings Replacement trigger

BNP Paribas Securities Services S.C.A., Frankfurt Branch as account bank provider* A+/Negative/A-1 A

Toyota Financial Servicers Corp. as entity whose ratings drive the commingling

reserve trigger event

A+/Negative/A-1+ BBB

*Based on the rating on the parent company, BNP Paribas Securities Services S.C.A., in line with our bank-branch criteria (see "Related criteria").

N/A--Not applicable.

Sovereign Risk

Under our structured finance sovereign risk criteria, the maximum differential between the rating on the security and
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the rating on the sovereign depends on the asset sensitivity to country risk and the sovereign rating. We view the asset

sensitivity to the country risk as low, and our long-term unsolicited sovereign rating on Germany is 'AAA'.

Consequently, our sovereign risk criteria do not cap our ratings on the rated notes.

Sensitivity Analysis

As part of our analysis we also conducted additional sensitivity analysis to assess the effect of, all else being equal, an

increased gross default base case and a haircut to the recovery rate base case. We continued to apply further

sensitivity as in our base run on the recovery timing by extending it for an additional six months (i.e., 15 months in

total). For this purpose, we ran eight sensitivity runs by either increasing stressed defaults and/or reducing expected

recoveries as below.

Table 11

Sensitivity Stresses

Recovery rate base case (%)

Gross default rate base case (%) 0.0 (10.0) (30.0)

0.0 Base case Scenario 3 Scenario 4

10.0 Scenario 1 Scenario 5 Scenario 7

30.0 Scenario 2 Scenario 6 Scenario 8

The results of the above sensitivity analysis indicate an up to two notches deterioration on the class A notes.

Transaction features such as initial subordination levels and cash reserve available at maturity enhance the stability of

the ratings under each scenario (see table 12).

Table 12

Sensitivity Analysis Results

Class Base Case 1 2 3 4 5 6 7 8

Gross default rate (%) 2.98 3.28 3.87 2.98 2.98 3.28 3.87 3.28 3.87

Recovery rate (%) 37 37 37 33.3 25.9 33.3 33.3 25.9 25.9

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

Monitoring And Surveillance

We assess quarterly the underlying portfolio's performance, including defaults and delinquencies.

Additionally, we also assess annually:

• The supporting ratings;

• The servicer's operations and its ability to maintain minimum servicing standards; and

• Whether the then-available credit enhancement for the notes is sufficient to withstand losses that are commensurate

with the current rating assigned.
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Appendix

Transaction Participants

Originator, seller, servicer, commingling reserve provider and subordinated

lender

Toyota Kreditbank GmbH

Lead Manager Société Générale S.A.

Security trustee Circumference FS (Netherlands) B.V.

Corporate Administrator Circumference FS (Luxembourg) B.V.

Transaction bank account provider BNP Paribas Bank Securities Services S.C.A., Frankfurt Branch

Principal paying agent and cash administrator BNP Paribas Securities Services S.C.A., Luxembourg Branch

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: Methodology And Assumptions For European Auto ABS, Oct. 15, 2015

• Criteria | Structured Finance | General: Methodology: Criteria For Global Structured Finance Transactions Subject

To A Change In Payment Priorities Or Sale Of Collateral Upon A Nonmonetary EOD, March 2, 2015

• Criteria | Structured Finance | General: Global Framework For Assessing Operational Risk In Structured Finance

Transactions, Oct. 9, 2014

• 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

• General Criteria: Methodology Applied To Bank Branch-Supported Transactions, Oct. 14, 2013

• Criteria | Structured Finance | General: Criteria Methodology Applied To Fees, Expenses, And Indemnifications,

July 12, 2012

• General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

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

Related Research

• European Economic Snapshots: A Second COVID-19 Wave Is Dampening The Recovery, Oct. 14, 2020

• EMEA Structured Finance Surveillance Chartbook, Oct. 7, 2020
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• Germany 'AAA/A-1+' Ratings Affirmed; Outlook Stable, Oct. 3, 2020

• Credit Conditions In Europe Brace For A Winter Without A Vaccine, Report Says, Sept. 29, 2020

• The Eurozone Is Healing From COVID-19, Sept. 24, 2020

• Global Auto Sales Forecasts: Hopes Pinned On China, Sept. 17, 2020

• "Where Do We Go From Here?": Highlights From S&P Global Ratings' 2020 European Structured Finance

Conference, Sept. 14, 2020

• European Auto ABS Index Report Q2 2020, Sept 8, 2020

• European Structured Finance Outlook H2 2020: Weathering The Storm, July 28, 2020

• European Economic Snapshots: The Eurozone Will Recover Only Gradually, July 24, 2020

• Credit FAQ: How European ABS And RMBS Servicers Are Managing COVID-19 Disruption And Payment Holidays,

June 4, 2020

• European Short-Time Work Schemes Pave The Way For A Smoother Recovery, May 20, 2020

• COVID-19 Is Testing The Resilience Of Global Structured Finance, May 18, 2020

• European Auto And Consumer ABS: Analysis Adjusted To Reflect COVID-19 Effects, May 11, 2020

• At A Glance: The German Auto ABS Market, March 26, 2019

• How Much Is Enough? Information Quality Standards For The EMEA RMBS And ABS Rating Process, Jan. 8, 2019

• 2017 EMEA ABS Scenario And Sensitivity Analysis, July 6, 2017

• European Structured Finance Scenario And Sensitivity Analysis 2016: The Effects Of The Top Five Macroeconomic

Factors, Dec. 16, 2016

• Global Structured Finance Scenario And Sensitivity Analysis 2016: The Effects Of The Top Five Macroeconomic

Factors, Dec. 16, 2016

• Scenario Analysis: Gross Default Rates And Excess Spread Hold The Answer To Future European Auto ABS

Performance, May 12, 2009
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