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Research Update:

U.S.-Based Auto Supplier Autoliv Upgraded To 'A-'
On Reassessment Of Financial Risk Profile;
Outlook Stable

Overview

« Standard & Poor's Ratings Services published its revised corporate
ratings criteria on Nov. 19, 2013.

e W assess U.S. -based auto supplier Autoliv Inc.'s financial risk profile
as "mnimal" as we forecast that the conmpany will maintain solid
financial ratios over the two next years.

W are raising our long-termrating on Autoliv to 'A-' from'BBB+ and
renoving it from CreditWatch, where we placed it with positive
i mplications on Nov. 26, 2013, in conjunction with our criteria redesign

* The stable outl ook reflects our view that Autoliv's |eading position in
t he passive-safety niche segnent will continue to support significant
free cash flow generation and that, over the cycle, leverage will be
mai nt ai ned bel ow 1.5x and funds from operations (FFO to debt above 60%

Rating Action

On Dec. 9, 2013, Standard & Poor's Ratings Services raised its long-term
corporate credit rating on U S.-based auto supplier Autoliv Inc. to "A' from
"BBB+'. W renmpoved all long-termratings from Credit\Watch, where we pl aced
themwi th positive inplications on Nov. 26, 2013. The outl ook is stable.

At the sane tinme, we affirned our 'A-2' short-termrating and 'K-1' Nordic
national scale rating on Autoliv.

Rationale

We base the upgrade on our reassessnment of Autoliv's financial risk profile as
"mnimal." Inportantly, Autoliv's healthy free cash flow generation and very
| ow | everage support the maintenance of solid financial ratios. This is
despite our understanding that Autoliv is going to releverage its bal ance
sheet fromthe current reported cash position. The conpany's aimis to bring
debt to EBITDA into the range of 0.5x-1.5x, with the intention to maintain it
at about 1x. We believe that this is still consistent with the "miniml"
financial risk profile. For the next two years, we believe that Autoliv's

| eadi ng narket position in passive safety and its |arge geographica
diversification will support sales and maintain profitability of 8% 10%
supporting healthy cash generation in the cyclical auto supplier market.
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Qur assessnment of Autoliv's "mninal" financial risk profile also reflects our
forecasts of solid free operating cash flow (FOCF) generation. W assume that

Autoliv will generate at least $300 million of FOCF in 2013 and a simlar
amount in 2014, when investnents will be naintai ned at about 4.5% of revenues.
We are al so assunming that the dividend payout ratio will be in the range of

50% 60% i n 2014 and that, by the end of 2013, Autoliv will have conpleted
about $200 million of share buybacks, and that a sinmilar anmbunt will also be
conpleted in 2014. W are including in our 2014 forecasts a cash payout of
$500 million related to a potential antitrust fine. Including this anount,

debt to EBITDA should still be below 1x and FFO to debt at about 100% Due to
the lack of information on the timng and the real ambunt of the potentia
antitrust fine, we will treat any significant difference between our

assunption of $500 nmillion and the real amount as an event risk.

We assess Autoliv's business risk profile as "satisfactory.” This reflects its
strong conpetitive position in the growi ng passive-safety auto supplier

i ndustry, which we consider to be noderately high risk overall. This strong
position is supported by Autoliv's |eading position worldw de, with an average
mar ket share of nmore than 30%in the airbag and seat-belt markets. The auto
supplier nmarket is cyclical and the pressure on prices can be very strong.
However, niche players in growing segnments such as Autoliv can naintain solid
mar gi ns and growth. Autoliv has about 70% geographi cal exposure outside Europe
and this limts the inpact of the expected weak demand coning fromthis area
in the next few years.

We assess the volatility of Autoliv's profitability as fair and its operating
margi n as average conpared with other auto suppliers globally.

Qur base-case scenario for Autoliv over 2013-2014 assunes:

e Real global GDP growth of about -0.7%in 2013 and 0.9% in 2014 in Europe;
1.7%in 2013 and 2.6%in 2014 in the U S.; and 7.3%in both 2013 and 2014
i n China.

* Average growth of the global auto market of about 4%

* Revenue growth at Autoliv of at least 2% in 2013 and 2014.

e Areported EBIT margi n of about 9% for both years.

 Capital expenditure (capex) at 4.5% of revenues.

* About $50 million of acquisitions per year beyond 2013.

* A 50% 60% di vi dend payout ratio.

* $200 mllion of share buybacks per year

A $500 million one-of f cash payout in 2014 (potential antitrust fine).

Liquidity
We assess Autoliv's liquidity as "strong," based on our criteria. W estinate
the ratio of sources to uses at nore than 1.5x in 2013 and 2014.

Principal liquidity sources on Sept. 30, 2013, incl ude:

* $1.1 billion of cash and cash equival ents, of which we consider 25%to be
tied to operations.
» Access to $1.1 billion and €200 mllion of commtted revolving lines that

were fully undrawn. The majority of these Iines mature in 2018 and 2019.
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» At least $100 million of discretionary cash flow at year-end 2013, after
t he di vi dend paynent.

Principal liquidity uses include:

e €216 million of short-termfinancial debt maturities.

* A dividend paynment of about $200 million in 2013 and payout ratio of
50% 60% i n 2014.

e $200 mllion for share buybacks in 2013 and about $200 million in 2014.

e A $500 million cash outflow for a potential antitrust fine in 2014.

Outlook

The stable outlook reflects our view that Autoliv's solid operating
performance and strong financial nmetrics will enable it to weather potenti al
sl omdowns in Europe and sone other markets. The outl ook al so reflects our
expectation that the conpany will remain conmitted to bal anci ng i nvestnents,
di vi dends, acquisitions, and share buybacks in line with debt to EBI TDA over
the cycle of below 1.5x and FFO to debt of nore than 60%

At this stage, we see linited headroom for an upgrade. W woul d consi der
raising the rating if Autoliv denmonstrated sustainably stronger and nore
stable profitability than in the past.

A conbi nation of adverse nmarket conditions, |egal penalties beyond $500
mllion, very generous dividend payouts, or extrenely high share buybacks

m ght weaken the conpany's credit neasures to a level that we see as no | onger
comensurate with the rating, leading to a negative rating action

Ratings Score Snapshot

Corporate Credit Rating: A-/Stablel/A-2

Busi ness risk: Satisfactory

e Country risk: Low

e Industry risk: Mderately high

e Conpetitive position: Satisfactory

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

Anchor: a-

Modi fiers

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

e Liquidity: Strong (no inpact)

 Financial policy: Neutral (no inpact)

e« Managenent and governance: Satisfactory (no inpact)
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e Conparable rating analysis: Neutral (no inpact)

Related Criteria And Research

e Corporate Methodol ogy, Nov. 19, 2013

» Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
I ssuers, Nov. 19, 2013

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

e Key Credit Factors For The Auto Suppliers Industry, Nov. 19, 2013

Ratings List

Upgr aded; CreditWatch/ Qutl ook Action; Ratings Affirmed
To From
Autoliv ASP Inc.
Autoliv Inc.
Corporate Credit Rating A-/ Stablel A-2 BBB+/ Wat ch Pos/ A-2

Autoliv Inc.
Seni or Unsecur ed A- BBB+/ Wat ch Pos

Autoliv ASP Inc.
Autoliv AB
Seni or Unsecur ed* A- BBB+/ WAt ch Pos

Rati ngs Affirned

Autoliv Inc.
Corporate Credit Rating
Nor di ¢ Regi onal Scal e --/--1K-1

Autoliv ASP Inc.
Conmer ci al Paper * A-2

Autoliv AB
Conmer ci al Paper* A-2
Conmer ci al Paper* K-1

*Q@uar ant eed by Autoliv Inc.

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
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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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