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TRATON SE’s (TRATON) Baa2 rating reflects (i) the group's strong market positions in Europe
and the Americas in the heavy-duty truck segment, (ii) the expectation of profitability
improvements driven by a sizable synergy potential between the group brands and
restructuring measures at its MAN Trucks & Bus subsidiary, (iii) a solid liquidity profile, (iv)
the company's commitment to preserve a capital structure in line with the requirements
for a solid investment grade rating, as well as (v) the ownership of its main shareholder
Volkswagen Aktiengesellschaft (VW, A3 stable), which has provided liquidity support to
TRATON and which is committed to remain a major shareholder.
The rating negatively incorporates the (i) cyclical nature of truck market demand, (ii) the
group's focus on medium- and heavy-duty trucks and buses with no other diversifying
business operations, (iii) the group's improving but still relatively weak operating profitability,
and (iv) high investment needs to manage the technological transformations towards zero
emission vehicles and autonomous driving.
Exhibit 1
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TRATON's leverage will improve from high levels in 2021 to a level commensurate with a Baa2
Debt/EBITDA (Moody's adjusted)
4.0x
3.5x
3.0x
2.5x

Moody's expectation for the Baa2: 2.0x - 2.5x

2.0x
1.5x
1.0x
0.5x
0.0x
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2019
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2021

2022e

2023e

Source: Moody's Financial Metrics (MFM), Moody's Investors Service

Credit strengths
» Heavy- and Medium-Duty Truck brands with leading market positions in Europe, North
America and South America
» Expected improvements of profitability due to sizeable synergy potential between the
group brands
» Conservative financial policy and solid liquidity
» Long-term commitment from and strategic importance to its major shareholder VW
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Credit challenges
» Revenue concentration in the highly cyclical truck market
» Relatively weak profitability
» Some execution risk and long lead times before full potential of identified synergies will materialize
» Increased financial leverage following the acquisition of Navistar
» High investment needs to manage the technological transformations towards zero emission vehicles and autonomous driving

Rating outlook
The stable outlook reflects the expectation of a continued recovery of truck markets in Europe and Americas, despite short-term
headwinds especially in Europe. It also reflects the expectation that TRATON will improve its profitability due to executed restructuring
measures (especially at MAN) and the successful integration of Navistar.
More specifically, the stable outlook reflects the expectation that TRATON’s debt/EBITDA (Moody’s adjusted) will improve into a range
of 2.0x-2.5x over the next 12-18 months, with margins (Moody’s adjusted EBITA) in a range of 6%-8%, which are commensurate for a
Baa2.

Factors that could lead to an upgrade
Moody’s would consider upgrading TRATON's ratings in case of
» EBITA margin of around 8% through the cycle;
» Positive Free Cash Flow on a sustainable basis;
» Debt/EBITDA (Moody's adjusted) consistently below 2.0x;
» Building a track record of conservative financial policy and a strong liquidity profile.

Factors that could lead to a downgrade
TRATON's ratings could be downgraded in case of
» EBITA margin sustainably below 6%;
» Debt/EBITDA (Moody's adjusted) sustainably and materially above 2.5x;
» Weakening liquidity profile;
» Negative Free Cash Flow generation.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Key indicators
Exhibit 2

Key Indicators for TRATON SE[1][2][3]

EUR Millions

Dec-18

Dec-19

Dec-20

Dec-21

Dec - 22F

Dec - 23F

Revenue

24,963

26,444

21,759

29,656

36,000-37,000

37,000-38,000

5.4%

7.4%

1.5%

3.5%

6%-7%

7%-8%

2.5x

1.4x

2.5x

3.8x

2.5x-3.0x

2.0x-2.5x

48.6%

801.9%

34.9%

15.3%

35%-40%

35%-40%

1.2%

8.6%

-1.2%

-20.1%

0%-5%

0%-5%

7.5x

16.2x

3.1x

4.9x

5.5x-6.5x

7x-8x

EBITA Margin %
Debt / EBITDA
RCF / Net Debt
FCF / Debt
EBITA / Interest Expense

[1] All figures and ratios are calculated using Moody's estimates and standard adjustments.
[2]Periods are Financial Year-End unless indicated. LTM = Last Twelve Months.
[3] Moody's Forecasts (f) or Projections (proj.) are Moody's opinion and do not represent the views of the issuer.
Source: Moody's Investors Service

Profile
Headquartered in Munich, Germany, TRATON SE (TRATON) is one of the world's largest manufacturer of medium- and heavy-duty
trucks and buses sold under its strong brands Scania, MAN, Navistar and VWCO. Moreover, TRATON offers customer financing
solutions through its Scania and partly through its Navistar financial services business.
During the year 2021, TRATON's Industrial business (excl. financial services) generated revenues of €29.7 billion and a companyadjusted operating profit of €1,340 billion. TRATON is listed on the Frankfurt and Stockholm stock exchange since its IPO in June 2019,
with Volkswagen Aktiengesellschaft remaining its major shareholder with around 89.7% of TRATON's shares.
Exhibit 3

Exhibit 4

Unit Sales by Geography*

Revenues by Brand

Based on FY2021 unit sales

Based on FY2021 revenue

Rest of World
15%

Germany
12%

Navistar*
12%

VWCO
7%

South America (ex
Brazil)
5%

Scania
45%

EU27+3 (ex
Germany)
32%
Brazil
24%

MAN
36%
Mexico
2%

USA/Canada
10%

* Includes 6 months of Navistar
Source: Company information

* includes 6 months of Navaistar
Source: Company information

Detailed credit considerations
“TRATON Way Forward” strategy aims to improve value creation and ESG profile
Having reached key milestones of the so-called Global Champion Strategy in 2021, the company has introduced the new “TRATON
Way Forward” strategy. This is based on three building blocks, (1) responsible company, (2) value creation, and (3) TRATON accelerated.
The first building block has a particular focus on decarbonisation and circularity, and aims to improve governance and ethics within
the company. The second block has a focus on improving performance, including the integration of Navistar, and the achievement
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of distinctive target returns for the individual brands. The targets include benefits from the MAN restructuring. It also includes an
expansion in China, with Scania building a production site in the wider Shanghai region. TRATON intends to improve operating profit
margins on the group level (5.2% in 2021 TRATON Operating Return on Sales, company-adjusted), targeting to reach an operating
margin at Group level of 9%, which was included in the Global Champion Strategy already.
Exhibit 5

Adjusted Operating Profit Margin Across Brands
2018

2019

2020

2021

12%
10%
8%
6%
4%
2%

5.9% 6.5%

6.3%

10.8%
10.1%
9.3%
7.0%

1.0%

8.1%
5.0%

3.3%

2.3%

2.0% 2.5%

1.2%

0%
-2%
-5.7%

-4%

-1.2%

-6%
TRATON Group (IB)*

Scania

MAN

VWCO

Navistar**

Note: Based on segment return on sales in % for Industrial Business (excl. Financial Services)
* TRATON introduced a new reporting structure in 2021. TRATON GROUP excluding “Financial Services” corresponds to the “TRATON Operations” business area including “Corporate
Items”, which represents the former Industrial Business segment from a financing perspective.
** Adjusted operating profit margin for Jul - Dec period
Source: TRATON FY2021 annual report

The third building block includes a focus on business model expansion, digitalisation and partnerships. TRATON works together with its
alliance partners, partially in the form of at-equity ownership Sinotruk, as well as via strategic partnerships as in the case of the alliance
with Hino. It has also established procurement joint ventures in the North America and APAC regions, supply partnerships in the area of
powertrain technologies and pursues certain joint R&D projects, for instance in the field of e-mobility. Increased collaboration between
its group brands (Scania, MAN, Navistar and VWCO) and its alliance partners should also help to improve the targeted value creation.
Successful execution of identified synergy potential and restructuring at MAN Truck & Bus are key to improved
profitability
TRATON’s profitability is currently low relative to its higher rated peers. TRATON’s profitability in the future will be significantly
impacted by its ability to realize the identified synergies among its operating units. TRATON’s track record in realizing synergies has
been limited over the first five years of its history. However, the Group has identified significant further synergy potential among its
operating units and is targeting long-term net cost savings largely driven by the introduction of the common base engine (CBE) across
TRATON’s brands and its alliance partners. Given the long life cycles of trucks, Moody’s believes that it will take up to ten years until
the full potential of synergies can be realized.
In January 2021, TRATON's subsidiary MAN Trucks & Bus also agreed a sizeable restructuring programme, which is designed to improve
earnings by up to €1.7 billion. The program comprises of reductions of €700 million in material costs and up to €550 million overhead
and personnel expenses as well as around €450 million through additional sales efforts. We expect this programme to be a major driver
to improve operating performance of TRATON by 2023 but note that its full realization remains subject to execution risks.
Volkswagen as major shareholder is supportive to TRATON's ratings
After the floating of 10.3% of TRATON’s shares on the stock market during TRATON’s IPO in June 2019, VW remains the major
shareholder with 89.7% of shares and voting rights. Moody’s assumes that VW will remain the dominant shareholder with a stake of
clearly above 50%: This is positively reflected in TRATON’s rating, as VW has provided liquidity support to TRATON in the past.
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Conservative financial policy and solid liquidity profile
TRATON’s financial policy is overall conservative but has been challenged by the debt-funded acquisition of Navistar in July 2021.
Nonetheless, its excellent liquidity profile is supporting the company’s solid investment grade rating.
TRATON’s dividend policy with a targeted pay-out ratio of 30% to 40% of net income is well in line with industry peers. We note,
however, that the proposed dividend payment of €250 million for 2021 (55% payout ratio) is more favourable to shareholders at a
time when the company recorded a net income of only €470 million and recorded a material increase of industrial debt.
In 2021, TRATON’s industrial debt (Moody’s adjusted, including pensions) increased to €11.5 billion from €5.5 billion at the end of
2020. The increase was mainly driven by the acquisition of Navistar (€5.9 billion purchase price plus net debt acquired), the squeezeout of minority shareholders at MAN (€587 million), and a provision for EU antitrust proceedings (€881 million), which Moody’s
considers as debt, since the General Court of the European Union dismissed TRATON’s appeal against the fine in February 2022.
On a Moody’s adjusted basis, TRATON’s debt/EBITDA increased to 3.8x at the end of 2021, from 2.4x at the end of 2020. This increase
in leverage was limited by a material improvement of TRATON’s EBITDA (Moody’s adjusted) to €3.0 billion in 2021 from €2.3 billion
in 2020. For 2022, Moody’s expects a de-leveraging towards 2.5x and for 2023 towards 2.0x, which is commensurate with a Baa2.
The de-leveraging is driven by the absence of one-off cost for litigation and restructuring recorded in 2021 (€1.2 billion in total), the
full consolidation of Navistar, benefits from the restructuring at MAN, and increased volumes. At the same time, we do not expect a
sizeable reduction of debt levels given TRATON's sizeable growth investments planned (including the expansion in China).
Exposure to the cyclical truck market; signs of continued recovery in 2022
While we acknowledge that around 20% of the group’s industrial revenue is generated through its Services and Parts business which is
typically less cyclical, TRATON’s substantial exposure to the highly competitive and cyclical market for medium- and heavy-duty trucks
is a constraining factor to the rating.
TRATON’s order intake declined by 7% in 2019 and 5% in 2020, but there was a strong growth of 66% to 360 thousand units in 2021,
well above the company's actual unit sales. The latter recovered to 271.6 thousand units, from 190.2 thousand units in 2020. Excluding
the first consolidation of Navistar, TRATON sold 241 thousand units, an increase of 27%, reaching pre-pandemic levels of 2019. Supply
chain constraints (especially a lack of semiconductors) negatively impacted sales in 2021. For 2022, we expect Truck markets in Europe
and North America to recover by a mid single-digit percentage.
TRATON’s operating results in the industrial business amounted to only €134 million (0.5% operating margin). On a company-adjusted
basis (before restructuring cost and antitrust provisions), the operating margin amounted to 5.2%. For 2022, TRATON expects a very
sharp increase in unit sales (including the first consolidation of Navistar), and an adjusted operating margin of 5.0%-7.0% (including
PPA effects). This outlook is, however, subject to the further development of the war in the Ukraine, its impact on the global macro
economy and on TRATON’s supply chains.
Technology transformation towards zero emission vehicles and autonomous driving requires high investments
Truck markets globally undergo substantial technological transformation in terms of propulsion systems, which transit from internal
combustion engines (ICEs) to zero emission vehicles (ZEVs). ZEVs are battery-electric vehicles (BEVs) and fuel cell electric vehicles
(FCEV). This trend is driven by stricter environmental regulation to reduce carbon emissions in all major markets. The other main
technology trend is towards autonomous driving, which allows substantial cost reductions for the drivers of commercial vehicles.
In terms of ZEVs, TRATON has a clear focus on BEVs, where all its major brands, Scania, MAN, Navistar and VWCO, have developed
products and sold a total of 1,076 units in 2021, most of which were vans (826). BEV sales were still below 1% of TRATON's unit sales,
but we expect the BEV share to grow materially throughout the decade, especially in the area of vans, busses and medium duty trucks
(shorter distance). TRATON has already spent sizeable investments into BEVs, and we expect that investments – especially into R&D –
will remain high over the next years to improve technologies to extend the range and energy efficiency as well as support the build-up
of charging infrastructure.
TRATON has not developed own FCEVs, given the relatively low energy efficiency compared to BEVs. However, FCEVs could be needed
especially for long-distance heavy duty trucks, once economics improve. Whilst related technologies could be bought from suppliers
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once FCEVs are gaining market share, there is a risk that TRATON might lose market share versus competitors like AB Volvo and
Daimler Truck, which are developing this technology.
The other main technological transformation in the truck market is towards advanced driving assistance systems and autonomous
driving. We expect that the launch of related features will be a main driver for unit sales and revenues in the medium to long term,
because of the substantial efficiency gains, which customers (such as transportation companies) have in terms of lowering personal
expenses for drivers, higher safety standards/avoidance of accidents and improved utilization of vehicles due to lower standstill times
for pauses of drivers. The technological transformation will, however, require ongoing high investments into R&D, which will weigh on
profitability and cash flows in the next couple of years.

ESG considerations
TRATON's ESG Credit Impact Score is Highly Negative (CIS-4)
Exhibit 6

ESG Credit Impact Score

Source: Moody's Investors Service

CIS-4. ESG considerations have a highly negative impact on TRATON's rating. The main ESG risks relate to carbon transition and the
high costs to manage it, and to company's relatively weak governance, which are both constraints to the rating.
Exhibit 7

ESG Issuer Profile Scores

Source: Moody's Investors Service
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Environmental
E-4. TRATON is, like its peers, highly negatively exposed to environmental risks. The key risk relates to carbon transition, which is a
high risk for the global transportation sector in terms of stricter environmental regulation and the trend towards low and zero emission
vehicles, and related cost for truck makers to make their product portfolio compliant with stricter standards. As an example, EU
emission regulation for trucks currently requires a 15% cut by 2025 and a 30% cut by 2030, both versus the 2020 benchmark. There is
a risk that these targets might be further tightened as a consequence of the EC’s plan to cut CO2 emissions to 55% by 2030. TRATON
has, however, taken actions by developing and successfully launching electrified trucks and investing sizeable amounts into future
technologies with a focus on BEVs that can mitigate risk exposure over time if uptake is successful and technology can be deployed
without pressure on profit margins.
Social
S-4. TRATON is, like its peers, highly negatively exposed to social risks. Responsible production risks are high, given the complexity
of the global supply chain and very high requirements for vehicle product quality and safety. The truck manufacturing process has
moderate health & safety risks. Human capital risks are overall moderate, but reflect the typically high degree of unionization in the
truck manufacturing industry, which leads to heightened strike risks, and challenges to retain highly skilled workers and engineers to
ensure high quality standards of the manufacturing process and to keep pace with technological change.
Governance
G-4. TRATON's governance risks are high. Whilst its financial strategy and risk management is conservative, the company has a
history of high management turnover, which leads to relatively poor management credibility and track record. Risks also relate to the
company's board structure and policies, as these have to reflect the influence of various strong stakeholders, including Volkswagen AG
as majority shareholder and the workers' unions. TRATON has been stock market listed since 2019 and has established an independent,
state of the art organizational structure. In terms of compliance risks, we note that TRATON's subsidiary Scania discovered corruption
issues in India during 2013-2017. Moreover, in February 2022, the General Court of the EU decided that Scania has to pay a fine of €881
million for antitrust issued during 1997 and 2011. We understand that TRATON has implemented stricter compliance standards to
minimize governance risks going forward, in line with the strict governance rules of the Volkswagen Group.

Liquidity analysis
TRATON's liquidity position is excellent and allows it to fund sizable cash requirements that might be needed given the highly cyclical
business. As of 31 December 2021, the group's sources of cash included cash and marketable securities of around €2.1 billion as well as
an undrawn €4.5 billion revolving credit facility (maturing in 2026, with two one-year extension options). Together with FFO estimated
at around €4.0 billion over the next twelve months, total cash sources amount to around €11 billion. These sources cover of uses
totaling to nearly €10 billion. Large upcoming debt repayments (€5.5 billion in 2022) are due to a significant degree from group's
financial services segment included in our liquidity analysis (€3.8 billion). Further cash uses relate to working cash of around €1 billion,
capex of around €1.9 billion, potential working capital outflows of around €1 billion as well as proposed dividend payments of €250
million.
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Rating methodology and scorecard factors
The principal methodology used for this rating was the Global Manufacturing Companies rating methodology published in September
2021. Please see the Rating Methodologies page on www.moodys.com for a copy of this methodology.
The historic scorecard-indicated outcome as of December 2021 is Baa2, in line with the actual rating assigned. The 12-18 month
forward-view improves to Baa1, one notch above the actual rating assigned. The difference is explained by inherent volatility of
TRATON's end markets, the relatively low margins and the still somewhat elevated leverage following the debt-financed acquisition of
Navistar.
Exhibit 8

Rating factors
Manufacturing Industry Scorecard [1][2]
Factor 1 : Scale (20%)
a) Revenue (USD Billion)

Current
FY 12/31/2021
Measure

Score

Moody's 12-18 Month Forward View
As of 3/28/2022 [3]
Measure

Score

$35.1

Aa

$40 - $41

Aa

Baa

Baa

Baa

Baa

3.5%

B

7% - 8%

Ba

Factor 2 : Business Profile (25%)
a) Business Profile
Factor 3 : Profitability and Efficiency (5%)
a) EBITA Margin
Factor 4 : Leverage and Coverage (35%)
a) Debt / EBITDA

3.8x

Ba

2x - 2.5x

Baa

b) Retained Cash Flow / Net Debt

15.3%

Ba

35% - 40%

A

c) Free Cash Flow / Debt

2.3%

B

0 %- 5%

B

d) EBITA / Interest Expense

4.9x

Ba

7x - 8x

Baa

A

A

Baa

Baa

Factor 5 : Financial Policy (15%)
a) Financial Policy
Rating:
a) Scorecard-Indicated Outcome

Baa2

Baa1

b) Actual Rating Assigned

Baa2

(1) All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
(2) as of 12/31/2021
(3) This represents Moody's forward view, not the view of the issuer.
Source: Moody's Financial MetricsTM

Ratings
Exhibit 9

Category
TRATON SE

Outlook
Issuer Rating
Senior Unsecured MTN

Moody's Rating

Stable
Baa2
(P)Baa2

PARENT: VOLKSWAGEN AKTIENGESELLSCHAFT

Outlook
Issuer Rating
Sr Unsec Bank Credit Facility -Dom Curr
Senior Unsecured MTN -Dom Curr
Commercial Paper -Dom Curr

Stable
A3
A3
(P)A3
P-2

TRATON FINANCE LUXEMBOURG S.A.

Outlook
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Bkd Senior Unsecured -Dom Curr

Baa2

TRATON TREASURY AB

Outlook
Bkd Sr Unsec MTN

Stable
(P)Baa2

Source: Moody's Investors Service

Appendix
Exhibit 10

Peer Comparison[1][2]
TRATON SE

CNH Industrial N.V.

PACCAR Inc

AB Volvo

(P)Baa1 Negative

Baa2 Stable

(P)A1 Stable

A2 Stable

FYE
Dec-20

FYE
Dec-21

LTM
Dec-21

FYE
Dec-20

FYE
Dec-21

LTM
Dec-21

FYE
Dec-20

FYE
Dec-21

LTM
Dec-21

FYE
Dec-20

FYE
Dec-21

LTM
Dec-21

Revenue

$24,834

$35,088

$35,088

$24,285

$31,622

$31,622

$17,154

$21,835

$21,835

$35,570

$42,111

$42,111

EBITDA

$2,576

$3,574

$3,574

$1,269

$2,866

$2,866

$1,651

$2,149

$2,149

$4,511

$5,875

$5,875

Total Debt

$6,772

$13,128

$13,128

$10,245

$7,766

$7,766

$354

$288

$288

$6,270

$3,642

$3,642

Cash & Cash Equiv.

$4,583

$2,368

$2,368

$8,017

$5,190

$5,190

$4,834

$4,813

$4,813

$9,981

$6,565

$6,565

1.5%

3.5%

3.5%

1.4%

6.2%

6.2%

8.1%

8.5%

8.5%

8.8%

10.8%

10.8%

EBITA / Int. Exp.

3.1x

4.9x

4.9x

0.9x

5.6x

5.6x

326.3x

419.1x

419.1x

19.2x

33.3x

33.3x

Debt / EBITDA

2.5x

3.8x

3.8x

8.1x

2.7x

2.7x

0.2x

0.1x

0.1x

1.2x

0.7x

0.7x

RCF / Net Debt

34.9%

15.3%

15.3%

59.5%

97.2%

97.2%

-5.4%

-40.8%

-40.8%

-101.4%

36.3%

36.3%

FCF / Debt

-1.2%

-20.1%

-20.1%

21.3%

19.5%

19.5%

-118.7%

318.6%

318.6%

27.4%

-71.0%

-71.0%

(in US millions)

EBITA Margin

[1] All figures & ratios calculated using Moody's estimates & standard adjustments.
[2] FYE = Financial Year-End. LTM = Last Twelve Months. RUR* = Ratings under Review, where UPG = for upgrade and DNG = for downgrade.
Source: Moody's Financial MetricsTM
Exhibit 11

Moody's-Adjusted Debt Reconciliation for TRATON SE[1]

(in EUR Millions)

FYE
Dec-18

FYE
Dec-19

FYE
Dec-20

FYE
Dec-21

As Reported Debt

3,747.0

3,641.0

3,718.0

8,028.0

1,499.0

1,759.0

1,817.0

2,636.0

956.7

0.0

0.0

0.0

1,827.0

0.0

0.0

880.5

8,029.7

5,400.0

5,535.0

11,544.5

Pensions
Operating Leases
Non-Standard Adjustments
Moody's-Adjusted Debt
[1] All figures are calculated using Moody's estimates and standard adjustments.
Source: Moody's Financial Metrics TM
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Exhibit 12

Moody's-Adjusted EBITDA Reconciliation for TRATON SE[1][2]

(in EUR Millions)

FYE
Dec-18

FYE
Dec-19

FYE
Dec-20

FYE
Dec-21

As Reported EBITDA

3,595.0

4,345.0

2,462.0

3,319.0

Pensions

-37.0

-1.0

-1.0

-5.0

Operating Leases

288.0

0.0

0.0

0.0

Capitalized Development Costs

-483.0

-467.0

-316.0

-468.0

Unusual

-155.0

43.0

112.0

175.0

3,208.0

3,920.0

2,257.0

3,021.0

Moody's-Adjusted EBITDA
[1] All figures are calculated using Moody's estimates and standard adjustments.
Source: Moody's Financial Metrics TM
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