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Research Update:

Swedish Truck Maker Scania Outlook Revised To
Stable After Same Action On VW, 'BBB+/A-2'
Ratings Affirmed

Overview

« W have revised our outl ook on Scania's parent Vol kswagen AG (VW, to
stable from negative, due to the conpany's stabilized performance

e W align our outlook on Scania with that on VW because VWcontrols 100%
of Scani a.

e W are therefore revising our outlook on Scania to stable fromnegative
and affirmng our 'BBB+ A-2' ratings.

» The stable outlook reflects the outl ook on VW and our expectation that
Scania will naintain | ow debt and positive free operating cash fl ow
(excluding the captive finance operations) over 2018-2020.

Rating Action

On Nov. 8, 2017, S&P d obal Ratings revised its outl ook on Sweden-based heavy
vehi cl e manufacturer Scania AB (publ.) to stable fromnegative. W also
affirmed our 'BBB+/ A-2' |ong- and short-termcorporate credit ratings, 'K-1'
Nordi c regional scale rating, and 'zaAAA/zaA-1+ South Africa national scale
rati ngs on Scani a.

At the sane tinme, we affirned our 'BBB+' issue ratings on Scania's senior
unsecur ed bonds.

Rationale

The outl ook revision reflects a simlar rating action on Scania's

Ger many- based parent conpany Vol kswagen AG (VW BBB+/ Stabl e/ A-2). W do not
observe any substantial change in Scania's stand-alone credit profile, which
we continue to assess at 'bbb+' . Qur assessnment includes a potential
contingent liability for Scania of approximately €880 nmillion froman EU fine
for alleged collusive behavior in 1997-2011, which we understand Scani a
intends to appeal. In our view, Scania has headroom under its financial risk
profile should the contingent liability becone due in the future.

Based on Scania's reported figures in the first nine nonths of 2017, we
bel i eve our base-case assunptions are relatively conservative, even though the
conpany's performance in sone narkets shows sone devi ations.
Softer-than-expected truck deliveries in Europe are of fset by consistent
growth in Latin Arerica and Asia. Order bookings for trucks are up 27%
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conpared with those in the first nine nonths of 2016, underlining solid
fundamentals for the group's performance in 2017.

In our base case for Scania, we assune:

e Over-the-cycle truck sales will correlate closely with econom c growth,
wi t h sl ower-than-expected growth denting sales vol unes. For 2017, we
assume 3.5% GDP growth gl obally, including about 1.6%in the EU

e« Md-single-digit percentage increases in Scania's revenues in 2017 and
2018, owing to high volunmes. This predonminantly reflects our expectations
of continued strong demand for trucks in Europe, partly offset by weak
mar ket conditions in South Anerica. Replacenent needs should, in our
view, continue to fuel demand in Europe.

e Average capital expenditures (capex) of SEK8 billion per year

* An annual dividend of 50% of net income, in accordance with Scania's
financial policy, after a significant dividend to VWin 2015.

« No material acquisitions.

« No material disposals.

Based on these assunptions, we arrive at the followi ng credit measures:
e Adjusted operating margins of approximtely 8%

 Adjusted funds from operations (FFO to debt above 100%

* Adjusted debt to EBI TDA bel ow 1x.

Liquidity

We assess Scania's liquidity as strong, based on our projection that the
conpany's ratio of potential sources of liquidity to uses will exceed 1.5x in
2017 and stand at |east at 1.0x 2018. In our view, nanagenent has a proactive
approach to financing, and we believe that liquidity would remain sufficient
to cover uses even if EBITDA fell by 30% O her supportive factors include
Scania's solid relationships with its banks and its likely ability to absorb
hi gh-i npact, |ow probability events w thout refinancing. W observe that
Scani a chose not to tap the unsecured Eurobond market at the tinme of the

em ssi ons scandal involving VW The conpany did not have difficulty meeting
its liquidity needs, however, thanks to its well-nanaged |iquidity position
Qur assessnent does not include any litigation-related contingent liability.

Principal liquidity sources:
» Cash and liquid assets of around SEK11 billion on Sept. 30, 2017.
e About SEK28 billion in undrawn fully committed credit facilities,
mat uri ng beyond 12 nont hs.
e Qur expectation of FFO of nore than SEK11 billion per year, on average,

in 2017 and 2018.

Principal liquidity uses:

e Debt maturities of around SEK15 billion per year on average in the next
two years.

 Sonme working capital outflow that we estinmate at SEK2 billion on average.

e Annual capex of SEK6 billion-SEK7 billion
e Annual dividends of SEK1.7 billion-SEK1.9 billion
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Ratings Affirmed
Scani a's financial agreements contain no financial covenants.
Outlook
The stable outlook on Scania reflects the outlook on its parent VW and our
expectation that Scania will maintain | ow debt and positive free operating

cash flow (excluding the captive finance operations) over 2018-2020.

Downside scenario

Downsi de rating potential is predonminantly tied to the rating on VW W could
also lower the rating on Scania if, in our view, Scania's stand-alone credit
profile had deteriorated to below that of VW This would nost likely result
fromfurther distributions to VWthat triggered a naterial deterioration of
Scania's credit metrics, which we see as unlikely at this stage.

Upside scenario

We believe rating upside is limted for Scania, since it is contingent upon an
upgrade of W and, simnultaneously, an inprovenent of Scania's stand-al one
credit profile. As long as we believe that Scania remains exposed to its
parent's capacity and willingness to tap its funds, as occurred in 2016 when
Scani a paid a sizeable dividend to VW the |ikelihood of an upgrade is renote.

Ratings Score Snapshot

Corporate credit rating: BBB+/ Stable/ A2

Busi ness risk: Satisfactory

e Country risk: Internediate

* Industry risk: Mderately high
e« Conpetitive position: Strong

Fi nancial risk: M nimal
e Cash flow | everage: M ninal

Anchor: a-

Modi fiers

« Diversification/portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

e Liquidity: Strong (no inpact)

* Financial policy: Negative (-1 notch)

e« Managenent and governance: Satisfactory (no inpact)
 Conmparable ratings anal ysis: Neutral (no inpact)

e Captive Finance: Neutral (no inpact)
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St and-al one credit profile: bbb+

Group credit profile: bbb+
e Entity status within group: Highly strategic

Issue Ratings

Capital Structure

Scania's capital structure consists of senior unsecured debt issued at core
subsi di aries (Scania CV AB).

Analytical Conclusions

The debt is rated 'BBB+' , the same as the long-termcorporate credit rating,
since no significant elenents of subordination risk are present in the capital
structure. This is also supported by the conpany's | ow | everage, resulting in
our view of mnimal financial risk.

Related Criteria

e Criteria - Corporates - Ceneral: Reflecting Subordination Risk In
Corporate |Issue Ratings, Sept. 21, 2017

» CGeneral Criteria: S& d obal Ratings' National And Regi onal Scal e Mapping
Tabl es, Aug. 14, 2017

* CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria - Corporates - Ceneral: Mthodol ogy: The | npact O Captive
Fi nance Operations On Nonfinancial Corporate Issuers, Dec. 14, 2015

e Criteria - Corporates - Ceneral: Methodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers, Dec. 16, 2014

e General Criteria: National And Regional Scale Credit Ratings, Sept. 22,
2014

* Ceneral Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

e CGeneral Criteria: Group Rating Methodol ogy, Nov. 19, 2013

e Criteria - Corporates - Industrials: Key Credit Factors For The Auto And
Conmrer ci al Vehicle Manufacturing Industry, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ustments, Nov. 19, 2013

e Criteria - Corporates - General: Corporate Methodol ogy, Nov. 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

» CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
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Related Research

Ratings Affirmed

e CGerman Aut omaker Vol kswagen Qutl ook Revised To Stable From Negati ve;
'BBB+/ A-2' Ratings Affirmed, Nov. 6, 2017

Ratings List

Ratings Affirmed; Qutl ook Action

Scani a AB (publ.)
Corporate Credit Rating
Nor di ¢ Regi onal Scal e
Sout h Africa National Scale

Scania CV AB
Seni or Unsecured
Commer ci al Paper

Additional Contact:

To

BBB+/ St abl e/ A- 2
--/--1K-1
ZaAAA/ - -/ zaA- 1+

BBB+
K-1

Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report,
express our view on rating relevant factors,

From

BBB+/ Negati ve/ A- 2

--/--1K-1
ZaAAA/ - -/ zaA- 1+

BBB+
K-1

particularly certain adjectives used to
have specific meani ngs ascri bed

to themin our criteria, and should therefore be read in conjunction with such

criteria.

Pl ease see Ratings Criteria at ww. st andardandpoors.com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. capitalig.com All
can be found on the S&P d obal

Rat i ngs'

ratings affected by this rating action
public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

colum. Alternatively, call

one of the follow ng S& d obal

Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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