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Research Update:

Swedish Truck Manufacturer Scania 'BBB+/A-2'
Ratings Affirmed Following Dividend Payment;
Outlook Negative

Overview

e On Dec. 18, 2015, Scania announced a Swedi sh krona (SEK) 9.6 billion
paynment to its owner Vol kswagen AG (VW representing three years of
di vi dends, and we cannot rule out further distributions.

* In our view, the dividend indicates a nore aggressive financial policy,
| eading us to revise our assessnent of Scania's stand-al one credit
profile to 'bbb+ from'a-'.

« W are, however, affirm ng our 'BBB+/ A-2' ratings on Scania.

« The negative outlook reflects that on VW indicating that we would
downgrade Scania if we took the same action on VW

Rating Action

On Dec. 22, 2015, Standard & Poor's Ratings Services affirmed its ' BBB+/ A-2
| ong- and short-termcorporate credit ratings on Sweden-based heavy truck
manuf acturer Scania AB (publ.). The outl ook remai ns negative.

At the sane time, we affirmed our 'K-1' short-term Nordic regional scale
rati ng and 'zaAAA/ zaA-1' |ong- and short-term South Africa national scale
rati ngs on Scani a.

Rationale

The affirmation foll ows Scani a's declaration on Dec. 18, 2015, of a SEK9.6
billion dividend to Vol kswagen AG (W), its 100% owner. The group states the
dividend is inline with its profit distribution policy, but we viewit as a
fairly aggressive payment. W al so believe the funding of the dividend

i ncreases uncertainties about Scania's future debt level, which is likely to
be influenced by its parent's financial situation. At this stage, we expect
that Scania will pay simlar anbunts to VWin the coning years, in line with
its stated policy of distributing 50% of net incone as a dividend. However, we
al so see conmbining the distribution for three fiscal years into one
substantial outflow as evidence of a noderate change in financial policy that
could inply a further increase in debt in the future. W note that, prior to
this distribution, Scania had about SEK16 billion in retained earnings that
can be freely distributed. W are therefore revising our financial policy
nodi fier to negative fromneutral, resulting in a stand-alone credit profile
(SACP) assessnent of 'bbb+', conpared with 'a-' earlier
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Research Update: Swedish Truck Manufacturer Scania 'BBB+/A-2' Ratings Affirmed Following Dividend Payment;
Outlook Negative

We continue to consider Scania a highly strategic entity within the VW group,
reflecting Scania's virtually integral status to the group's current identity
and future strategy. Under our criteria, our long-termcredit rating on highly
strategi c subsidiaries cannot be higher than the group credit profile (GCP).
As such, our ratings on Scania are capped by our assessnent of VWs GCP at

' bbb+' .

We assess Scania's business risk profile as satisfactory, reflecting the
conpany's | eadi ng market positions in Europe and Latin Anerica in the

manuf acturing of heavy trucks and buses. Scania is one of the |argest
heavy-truck producers globally, behind Daimer AG and AB Volvo. It has a

mar ket - | eadi ng position in South Arerica, notably in Brazil. A key operati onal
strength is the conpany's advanced nodul ar production systemin the truck

i ndustry, which means that Scania uses the | owest nunber of individual parts
for different vehicle specifications. This allows Scania to tailor vehicles to
i ndi vi dual customers' needs, but still benefit from econonies of scale. W
expect operating margins will be no lower than 4% 5% at the bottom of the
cycle, reflecting Scania's focus on the owner-operator market, which inplies a
| ower need for discounts, and efficiency resulting fromthe nodul ar production
system

We continue to assess Scania's financial risk profile as minimal. Scania has a
strong ability to generate positive free operating cash flow (FOCF) through
the cycle, with a track record of positive FOCF generation for several years.
We do not assume further dividend payouts during 2016 foll owi ng the SEK9. 6
billion to VW expected in the first quarter of next year. W assume divi dends
will stay in line with the conpany's policy of 50% of net income from 2017
onward. However, the dividend to be paid in 2016 represents the sum of

shar ehol der renunerations for three consecutive fiscal years, 2013 to 2015. No
di vidend was paid in 2013 and 2014. In our forecast, adjusted funds from
operations (FFO to debt will be about 60% at year-end 2016, before inproving
in subsequent years. We expect Scania's credit ratios to remain strong over
the next few years, but at lower levels than in our previous base case.

In our base case for Scania, we assune:

e Moderate growth in the eurozone of 1.6%in 2015, inproving to 1.8%in
2016.

* Arevenue increase for 2015 in the low to md-single-digit percentage
range, reflecting our view of a mixed truck narket, with good demand in
Europe foll owi ng replacenent needs and the inproving econom c situation,
but weak market conditions in Brazil.

* No dividend payouts in 2015, but SEK9.6 billion in the first quarter of
2016.

 Capital expenditure of about SEK6 billion (excluding custoner finance
operations) in 2015, reflecting our view that ongoing investnment in the
devel opnent of a new truck cabin will push spending up conpared wth
previ ous peri ods.

Based on these assunptions, we arrive at the followi ng credit mneasures:
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e A Standard & Poor's-adjusted EBI TDA margi n of 8.5% 9.5% over 2015-2016.

 Standard & Poor's-adjusted EBI TDA of about SEK8.5 billion-SEK9.0 billion
in 2015.

* An increase in adjusted debt to about SEK6 billion-SEK6.5 billion at
year-end 2015 to finance the upcom ng divi dend payout. However, we expect
credit ratios such as FFO to debt and debt to EBITDA will remain in the
m ni mal financial risk category.

Liquidity
We assess Scania's liquidity as strong, based on our projections that the

conpany's ratio of potential sources of liquidity to uses will exceed 1.5x in
t he next 12-24 nonths.

We expect that principal liquidity sources will include:

 Cash and liquid assets of SEK13 billion as of Sept. 30, 2015.

e About SEK29 billion in undrawn fully committed credit facilities,
including a three-year €1 billion revolving credit facility nade

avail able to Scania CVv AB by VW signed in July 2015.

e Qur expectation of FFO of SEK9 billion-SEK10 billion annually in 2016 and
2017.

* Anew SEK9.6 billion termloan fromVWto cover the dividend paynent.

We calculate the principal liquidity as:

e Qutflows totaling SEK21 billion, including debt maturing in the next 12
nmont hs. Most of these outflows are tied to Scania's financial services
operations.

e About SEK9.6 billion in dividends in 2016.

* Annual capital expenditure of SEK5 billion-SEK7 billion

Outlook

The negative outl ook on Scania reflects that on the parent conpany, VW If we
downgrade VW we woul d downgrade Scania, since we cap our rating on Scania at
the rating on VW

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 SACP had
deteriorated to below that of VW This would nost likely result fromfurther
distributions to VWfrom Scani a, w thout offsetting neasures.

Upside scenario
Rating upside is linked to VW If we revise our outlook on VWto stable, we
woul d take the sanme action on Scani a.
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Ratings Score Snapshot

Corporate credit rating: BBB+/ Negative/A-2

Busi ness risk: Satisfactory
Country risk: Low

Industry risk: Mderately high
Conpetitive position: Strong

Fi nancial risk: M nimal
Cash flow | everage: M ni mal

Anchor: a-

Modi fiers

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

Liquidity: Strong (no inpact)

Fi nanci al policy: Negative (-1 notch)

Management and governance: Satisfactory (no inpact)
Conpar abl e ratings anal ysis: Neutral (no inpact)

Stand-al one credit profile: bbb+

Related Criteria And Research

Related Criteria

 Met hodol ogy: The Inmpact O Captive Finance Operations On Nonfinanci al
Corporate |Issuers, Dec. 14, 2015

Outlook Negative

 Standard & Poor’s National And Regi onal Scal e Mapping Tabl es, Sept. 30,

2014
* National And Regional Scale Credit Ratings, Sept. 22, 2014

e Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate

I ssuers, Dec. 16, 2014

e Corporate Methodol ogy: Ratios And Adjustnments, Nov. 19, 2013

e Key Credit Factors For The Auto And Conmercial Vehicle Manufacturing
I ndustry, Nov. 19, 2013

e Group Rating Methodol ogy, Nov. 19, 2013

e Corporate Methodol ogy, Nov. 19, 2013

* Met hodol ogy: Managenent And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

Ratings List

Ratings Affirmed

Scani a AB (publ.)
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Corporate Credit Rating BBB+/ Negati ve/ A- 2
Nor di ¢ Regi onal Scal e --/--1K-1
South Africa National Scale zaAAA/ - -/ zaA-1

Scani a CV AB
Seni or Unsecur ed* BBB+
Conmrer ci al Paper K-1

*CQuarantor: Scania AB (publ.)

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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