
Research Update:

Scania AB Outlook Revised To Stable From Negative
Following Same Action On Its Parent TRATON SE;
'BBB' Rating Affirmed
April 29, 2021

Rating Action Overview

- On April 29, 2021, we revised to stable from negative the outlook on German truck
manufacturer TRATON SE (BBB/Stable/--), following a similar action on Volkswagen AG
(BBB+/Stable/A-2).

- Since we view Scania as pivotal to TRATON's strategy to gradually integrate the brands it
manages, we cap our rating on Scania at the level of that on its parent company TRATON.

- We therefore revised the outlook on Scania to stable from negative, and affirmed our 'BBB/A-2'
ratings on the company.

- The stable outlook on Scania reflects the outlook on TRATON.

Rating Action Rationale

The stable outlook reflects that on TRATON, Scania's parent company. We revised our outlook
on Scania to stable to reflect the same action on its controlling shareholder TRATON SE (see
"TRATON SE Outlook Revised To Stable From Negative Following A Similar Action On Parent
Volkswagen AG; Ratings Affirmed," published April 29, 2021, on RatingsDirect).

We cap our 'BBB' rating on Scania at the same level as that on TRATON. We consider Scania to
be a core subsidiary of TRATON, reflecting the parent's 100% ownership of Scania's share capital
and Scania's pivotal role for TRATON's future strategies and growth ambitions. We therefore
equalize our rating on Scania with that on TRATON, notwithstanding its solid 'bbb+' stand-alone
credit profile (SACP).

Scania's margins are superior to TRATON's, and showed resilience in 2020, with the group's
adjusted net cash position reaching SEK6.6 billion. In 2020, Scania's industrial business
achieved an adjusted EBITDA margin of 10.1%, which is about 200 basis points higher than our
base case, despite a drop in sales of about 18% (see "Scania AB Outlook Revised To Negative On
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TRATON's Agreement To Take Full Ownership Of Navistar; 'BBB' Rating Affirmed," published Oct.
22, 2020). For 2021, we expect Scania's adjusted EBITDA margin for its industrial business will
reach 12.0%-13.0%, which is still marginally below 2019 levels of 13.5%. We also forecast the
industrial business' adjusted free operating cash flow will be about Swedish krona (SEK) 7.5
billion–SEK8.5 billion (about €740 million-€840 million) in 2021, from SEK9.2 billion in 2020. This
will continue to support its strong balance sheet and our view that the group will remain in an
adjusted net cash position.

S&P Global Ratings believes there remains high, albeit moderating, uncertainty about the
evolution of the coronavirus pandemic and its economic effects. Vaccine production is ramping
up and rollouts are gathering pace around the world. Widespread immunization, which will help
pave the way for a return to more normal social and economic activity, looks to be achievable by
most developed economies by the end of the third quarter. However, some emerging markets may
only achieve widespread immunization by year-end or later. We use these assumptions about
vaccine timing 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.

Outlook

The stable outlook on Scania reflects that on TRATON.

Upside scenario

We could take a positive rating action on Scania if we take a similar action on TRATON.

Downside scenario

We regard rating pressure as remote at this stage. However, pressure could emerge if we take a
negative action on TRATON's majority owner Volkswagen AG and, at the same time, we revised our
assessment of TRATON's SACP downward to 'bbb-' or below.

Company Description

Based in Södertälje, Sweden, Scania is one of the world's leading heavy truck and bus
manufacturers. Although it also produces buses, truck operations dominate the business. German
original equipment manufacturer TRATON, controls Scania's share capital.

In 2020, Scania's industrial business generated revenue of about SEK121 billion and sold 66,899
trucks and 5,186 buses. Scania's industrial business enjoys a debt-free capital structure.

We consider Scania to be a core subsidiary for TRATON, reflecting the controlling ownership of
Scania's share capital. This also points to Scania's pivotal role for TRATON in developing the
group's long-term growth strategy, aimed at strengthening its market reach, operating profit
margins, and consolidated leverage metrics following the recent initial public offering.
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Ratings Score Snapshot

Issuer Credit Rating: BBB/Stable/A-2

Business risk: Satisfactory

- Country risk: Low

- Industry risk: Moderately high

- Competitive position: Strong

Financial risk: Minimal

- Cash flow/Leverage: Minimal

Anchor: a-

Modifiers

- Diversification/Portfolio effect: Neutral (no impact)

- Capital structure: Neutral (no impact)

- Financial policy: Neutral (no impact)

- Liquidity: Strong (no impact)

- Management and governance: Satisfactory (no impact)

- Comparable ratings analysis: Negative (-1 notch)

- Captive finance: Neutral (no impact)

Stand-alone credit profile: bbb+

- Estimated group credit profile: bbb

- Entity status within group: Core (-1 notch from its SACP)

Related Criteria

- General Criteria: Group Rating Methodology, July 1, 2019

- Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

- General Criteria: Methodology For National And Regional Scale Credit Ratings, June 25, 2018

- Criteria | Corporates | General: Reflecting Subordination Risk In Corporate Issue Ratings, March
28, 2018

- General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

- Criteria | Corporates | General: Methodology: The Impact Of Captive Finance Operations On
Nonfinancial Corporate Issuers, Dec. 14, 2015

- Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global
Corporate Issuers, Dec. 16, 2014

- General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013
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- Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013

- General Criteria: Methodology: Industry Risk, Nov. 19, 2013

- General Criteria: Methodology: Management And Governance Credit Factors For Corporate
Entities, Nov. 13, 2012

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

- General Criteria: Stand-Alone Credit Profiles: One Component Of A Rating, Oct. 1, 2010

Related Research

- TRATON SE Outlook Revised To Stable From Negative Following A Similar Action On Parent
Volkswagen AG; Ratings Affirmed, April 29, 2021

- Volkswagen AG Outlook Revised To Stable From Negative On Stronger-Than-Expected Free
Cash Flow Generation, April 28, 2021

Ratings List

Outlook Action; Ratings Affirmed

Scania AB (publ.)

Issuer Credit Rating BBB/Stable/A-2 BBB/Negative/A-2

Nordic Regional Scale --/--/K-2 --/--/K-2

South Africa National Scale zaAAA/--/zaA-1+ zaAAA/--/zaA-1+

Scania CV AB

Senior Unsecured BBB BBB

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://www.standardandpoors.com/en_US/web/guest/article/-/view/sourceId/504352 Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.
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