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Research Update:
Auto Supplier Autoliv 'A-/A-2' And 'K-1' Ratings
Affirmed; Outlook Stable

Overview

e High free operating cash flow has all owed Autoliv to maintain strong
credit ratios over first-half 2017, despite high investnents and recent
share buybacks.

« W do not expect any inpact on the business risk profile should Autoliv
decide to separate its Passive Safety and El ectronics segnments, given
El ectronics' relatively |low contribution to the group's operating profit.

W are therefore affirmng our 'A-/A-2' corporate credit and 'K-1' Nordic
regi onal scale ratings on Autoliv.

» The stable outlook reflects our view that Autoliv's |eading position in
the passive safety niche segnment will continue to support significant
free cash flow generation and that, over the cycle, the conpany will
mai ntai n debt bel ow 1.5x and funds from operations to debt above 60%

Rating Action

On Sept. 22, 2017, S&P dobal Ratings affirnmed its "A-' long-termand ' A2
short-termcorporate credit ratings on U S. -based auto supplier Autoliv Inc.
and its core subsidiary Autoliv ASP Inc. The outl ook is stable.

At the same tinme, the '"K-1' Nordic national scale rating on Autoliv Inc. was
af firmed.

We also affirned the 'A-' issue rating on Autoliv's senior unsecured debt,
i ssued under the core subsidiaries Autoliv AB and Autoliv ASP Inc.

Rationale

Autoliv has managed to sustain strong credit ratios over the first half of
2017, despite continued research and devel opnent (R&D) investments to support
its growh strategy, and its recent share buybacks. The conpany's operating
margi n has been broadly in line with margins in the |ast year, supported by

i ncreasing volunes and cost-efficiency neasures within the Passive Safety

di vision. These positive factors have, however, been offset by costs related
to growth initiatives within the Electronics division. W expect sales growth
of about 3% for full-year 2017, given |ower growh than expected in sone

regi ons. We furthernore expect the conpany will be able to maintain its EBI TDA
margi n at about 12.7% despite continued upfront investnents, thanks to

i mproved operating |everage.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 22, 2017 2

1919837 | 302099878



Research Update: Auto Supplier Autoliv 'A-/A-2' And 'K-1' Ratings Affirmed; Outlook Stable

The conpany's net debt has increased by about $274 nillion since year-end
2016, mainly as a result of shareholder distributions, including share
repurchases of $157 mllion in the first half of 2017. This resulted in

| everage of 0.8x during the 12 nonths to June 30, 2017, from about 0.6x at the
end of 2016. That said, we continue to see adequate headroom under Autoliv's
credit ratios and forecast |everage below 1.0x and funds from operations (FFO
to debt of well above 60%in our base case for 2017. W think that revenue
grow h, pronmpted by good order intakes, will support operating cash flow

gener ation of above US$800 nillion, albeit continuing to require sonewhat

hi gher investnent to accomodate hi gher vol unes.

Autoliv recently announced that it had initiated a strategic review of whether
to separate its Electronics and Passive Safety busi nesses. The strategic
review will also include the capital structure of the remaining group. Any
final decision is not likely to be taken until late 2017 or early 2018,
however, and we are therefore not including any separation of the businesses
in our base-case scenario at this stage. Were Autoliv to initiate such a
separati on, however, we think that the renmining Passive Safety business' risk
profile would likely benefit fromless exposure to the volatile nmarkets of the
El ectroni cs business, and enjoy higher profitability, but that diversification
woul d be | ower.

In the first half of 2017, the El ectronics business reported a | ow operating
mar gi n of about 3.0% well below the 10.5% reported by Passive Safety. Al in

all, contribution to earnings fromElectronics is currently relative | ow,
al though there is larger growh potential over the nediumterm Electronics
will, however, continue to require higher investnments, which has negatively

af fected cash flows of the conbined group

G ven anpl e headroom under the minimal financial risk profile, with debt to
EBI TDA currently around 0.8x, strong free operating cash flow (FOCF) potenti al
for the Passive Safety business, and the long track record of operating with

| ow debt, we do not foresee any deviation froma mnimal financial risk
profile nmore than tenporarily if the separation takes pl ace.

Qur assessnment of Autoliv's business risk profile continues to reflect its

| eadi ng market position in autonotive safety as the gl obal No. 1 supplier of
passi ve safety products, which include seatbelts, airbags and steering wheels.
The conpany estimates its global market share at about 39% and has had about
50% of industry order wins over the | ast couple of years. W think that the
growm h of Autoliv's revenues over the longer termw || be supported by
continued growing |ight vehicle production, mainly in emerging markets. In
that respect, we positively view the company's presence in China, where it
generates 18% of its revenues. Furthernore, rising safety concerns globally,

i ncluding increasing safety standards in enmerging markets, will enable Autoliv
to increase value content by car

We al so view positively Autoliv's bal anced geographi c presence in terns of
sal es and industrial footprint. The conpany sells its products in Europe, the
Anericas, and Asia, which all account for roughly a third of revenues. In that
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respect, Autoliv is better diversified than nany other European auto suppliers
that typically have greater focus on Europe. W also note that Autoliv serves
a wide array of customers, including all major global original equipnent

manuf acturers (OEMs). In 2016, the conpany derived 52% of its revenues from
the five largest OEM clients, Renault/N ssan (11%, Ford (11%, Hyundai/KIA
(119%, Honda (10%, and GM (10%. W think that Autoliv is less diversified
product wi se, however, given its focus on safety products. The scale of its
operations conpared with sone European peers, such as Continental, Mchelin
Schaeffler, or Valeo, is also smaller

Autoliv's Electronics business accounted for 21% of sales in 2016 and consists
of active safety products, restraint controls, and sensing and brake systens.
W note that the active safety market, which includes radars, night and canera
vi sion, and positioning systens, and which accounted for 7% of Autoliv's sales
in 2016, is nmore fragnmented and, therefore, nore conpetitive. Neverthel ess,

t he conpany has a | eading position within this market and has been able to
capture significant growth within Electronics over the |last two years.

Autoliv has accelerated its efforts to strengthen its foundation in

El ectroni cs through strategi c agreenents and has announced five new
partnerships in 2017 so far apart fromthe joint venture agreenent with Vol vo
Cars. However, although the market for Electronics shows stronger growh
prospects than for Passive Safety, the Electronics market is nore uncertain
and requires |large upfront investnents, which negatively affects the group's
profitability and FOCF. The group's profitability is therefore sonewhat at the
[ ower end in conparison with peers, as neasured by our adjusted EBI TDA margin
of 12.7%in 2016.

In our base-case expectations for 2017 and 2018, we continue to see adequate
financial |eeway under Autoliv's credit netrics. We think that revenue growth
pronpted by good order intakes will support operating cash flow generation

al beit require sonewhat higher investnent to acconmodate hi gher vol unes.
Autoliv has been consistently generating FOCF and we expect it to continue to
post FOCF of US$300 million-US$400 million, despite higher capita
expendi t ures.

We think that the financial |eeway that the conpany currently enjoys could
narrow, owing to a potential antitrust investigation settlenment, for which the
timng and size still remains unknown. W also think that the conmpany could
conti nue undertaking nmidsize acquisitions and partnership agreenents. W think
that nore sizabl e debt-funded acquisitions could put pressure on credit
nmetrics wthout any offsetting neasures.

In our base case, we assune:

e Real GDP growth in 2017 and 2018 of 2.0%and 1.7%in the EU, 2.2% and
2.3%in North Arerica, and 6. 7% and 6. 3% i n China.

e Light vehicle production growth in 2017 of around 3% in Asia Pacific,
while growmth in Europe and North Anerica is expected to remain flat.

e About 3% 4% revenue growh in 2017 and 2018 on the back of
weaker -t han- expected |ight vehicle production in North Anerica and China
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and recovery in the European narkets.

 Stable EBI TDA margins as positive sales nix trends are offset by higher
R&D and unfavorable raw material s inpact.

 Capital expenditures of 5% 6% of revenues to acconmodate growt h enbedded
in the order intake.

e W assune noderate working capital outflows based on continued revenue
gr owt h.

« W nodel US$150 million-US$200 nillion for acquisitions per year in 2017
and 2018, including recently announced partnerships.

e About US$200 million-US$220 nmillion per year for dividend distribution in
2017 and 2018.

* W don't include further share buybacks in our base case. W note,
however, that the conpany could purchase up to 3.6 mllion of its shares
under the existing program (about US$440 nmillion at the current share
price).

Based on these assunptions, we arrive at the following credit neasures in 2017
and 2018:

 Debt to EBI TDA of about 0. 8x.

* FFO to debt of 90% 100%

Liquidity

The short-termcorporate credit rating is 'A-2' and the short-term Nordic
regional scale rating is '"K-1'. W view Autoliv's liquidity as strong. This
reflects our viewthat the ratio of sources to uses of liquidity should
confortably exceed 1.5x 2017 and 2018. At the sane tine, we think that the
potential EU fine and a midsize acquisition could be a drag on cash in the
near future, although this should not underm ne our view of strong liquidity.

In our view, nmanagenent has a proactive approach to financing and we believe
that Autoliv's liquidity would remain sufficient to cover uses even if EBI TDA
dropped by 30% O her supportive factors include Autoliv's solid relationships
wi t h banks, high standing in credit markets, and its likely ability to absorb
hi gh-i npact, |ow probability events wi thout refinancing.

Principle liquidity sources as of June 30, 2017, incl ude:

* Reported US$857.5 nmillion of cash and cash equival ents. W deduct about
US$65 million from cash bal ances because we deemthis anpunt not
i medi ately avail abl e.

e An undrawn revolving credit facility (RCF) of US$1.1 billion maturing in
July 2022 that can be extended by one year

 Qur expectation about US$950 million in FFO (unadjusted).

Principle liquidity uses as of June 30, 2017, include:

e About US$200 nillion of short-term debt.

* Year-on-year working capital increase in Iight of continued grow h.
e Capital expenditures exceeding US$500 mllion in the next 12 nonths.

There are no nai ntenance covenants in the RCF or in any of Autoliv's other
credit |ines.
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Outlook

The stable outlook reflects our view that Autoliv will sustain stable
profitability with an EBI TDA margi n around 12% 13% and heal t hy FOCF generati on
in excess of US$200 million annually. The outl ook also factors in continued
di vidend distribution of about US$220 nillion per year. Al so, we assume that
nm dsi ze acquisitions and a potential antitrust investigation settlenment wll
not hanper the group's ability to sustain an FFO-to-debt ratio of nore than
60% and a debt-to-EBITDA ratio of less than 1.5x. W are not including the
potential separation of the Active Safety and El ectronics divisions in our
base-case scenario, and we will re-assess our base case if the separation

woul d be realized.

Downside scenario

We coul d take a negative rating action if Autoliv posted credit ratios bel ow
our expectations for the current rating. This could happen if the company paid
a substantial fine, without offsetting these outflows by | ower sharehol der

di stributions. W could also consider a negative rating action if Autoliv made
a sizabl e debt-funded acquisition that significantly increased |everage.

Upside scenario

We currently see |linmted headroom for an upgrade. W woul d consider raising
the rating if Autoliv achieved a track record of substantially stronger and
nore stable profitability netrics.

Ratings Score Snapshot

I ssuer Credit Rating: A-/Stable/A-2

Busi ness risk: Satisfactory

e Country risk: Low

* Industry risk: Moderately high
» Conpetitive position: Strong

Fi nancial risk: M ninmal
* Cash flow Leverage: M ni nmal

Anchor: a-

Modi fiers

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

 Financial policy: Neutral (no inpact)

e Liquidity: Strong (no inpact)
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« Managenent and governance: Satisfactory (no inpact)
» Conparable ratings anal ysis: Neutral (no inpact)

Issue Analysis

Capital Structure

e Autoliv's capital structure consists of senior unsecured debt issued at
the level of core subsidiaries Autoliv AB and Autoliv ASP Inc.

Anal yti cal Concl usi ons

The debt is rated "A-', the sane as the corporate credit rating, since no
significant elements of subordination risk are present in the capital
structure. This is also supported by the conmpany's | ow | everage, having a
m ni mal financial risk assessment.

Related Criteria

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

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

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

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

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

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

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

e Criteria - Corporates - Industrials: Key Credit Factors For The Auto
Suppliers Industry, Nov. 19, 2013

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

* CGeneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013

Ratings List

Ratings Affirmed

Autoliv Inc.

Corporate Credit Rating A-/ Stabl e/ A-2
Nor di ¢ Regi onal Scal e --/--1K-1
Seni or Unsecured A-

Autoliv ASP Inc.
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Corporate Credit Rating A-/ Stablel A-2
Seni or Unsecured[ 1] A-
Conmer ci al Paper A-2
Autoliv AB
Seni or Unsecured[ 1] A-

[1] Quaranteed by Autoliv Inc.

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

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further

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

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All

ratings affected by this rating action can be found on the S& @ obal Rati ngs'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owi ng S& @ obal
Ratings nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-40009.
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