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Research Update:

MAN SE Long-Term Rating Lowered To
'BBB+' On More Volatile Earnings And Lower
Industry Profitability; Outlook Stable

Overview

e MAN s vol unmes of comercial vehicles sold deteriorated significantly nore
than we expected in 2009 and the outl ook for the European truck market
remai ns noder ate.

e Primarily because of higher earnings volatility in the truck industry, we
are lowering our long-termcorporate credit rating on MAN to ' BBB+ and
renoving it fromCreditWatch with negative inplications

» The outlook is stable, reflecting our viewthat MAN will be able to
i mprove its debt protection neasures.

Rating Action

On April 7, 2010, Standard & Poor's Ratings Services lowered its long-term
corporate credit rating on Gernany-based diversified industrial conmpany MAN SE
to "BBB+ from'A-' and renoved it from CreditWatch, where it was placed with
negative inplications on Dec. 3, 2009. The 'A-2' short-termrating is
affirmed. The outl ook is stable.

Rationale

The rating action follows MAN s weaker commercial vehicle sales in 2009 than
we previously expected, our view of the weak outl ook for the European truck
mar ket, and our | ower assessnent of MAN s business risk profile, which we now
consi der satisfactory conpared with strong previously.

In 2009, MAN reported sharply | ower operating profits, with an operating
mar gi n before depreciation (excluding investnent incone) of 2.3% after 9.8%
in 2008. This al so conpares with peak-of-the-cycle margins of 10% 11% achi eved
in 2007-2008.

The negative margin devel opnent is nostly attributable to significantly | ower
vol umes and | ow capacity utilization in the truck division. Oder intake for
trucks (in unit terns) was down 48%in 2009, reflecting | ow | evels of

i ndustrial production, which in turn inplies |ow freight volumes and | ow truck
utilization in custoners' fleets. Although the performance of MAN s Power

Engi neering unit (diesel and turbo) was solid in 2009, we believe cash fl ow
contributions fromthese |late-cycle product divisions are likely to decline in
2010 and beyond. MAN does, however, expect these divisions to report operating
margi ns in 2010 above the 8.5%t hrough-the-cycle target.
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Qur | ower assessment of MAN s business risk to satisfactory reflects our view
of the unexpectedly strong cyclicality of operating earnings in the truck

di vi si on, which exceeded our expectations nmaterially. W have always refl ected
cyclical earnings swings in our business risk assessment for the conmercia
vehi cl es i ndustry. However, in 2009 we observed that truck makers' earnings
vol atility could be nuch nore pronounced than we have so far incorporated into
our analysis. As a result of the significant drop in market volunes, MAN s
operating profits in the truck division disappeared in 2009 fromlevel s of
about €1.0 billion in 2008. This potential risk of nore significant earnings
swings in MAN s maj or division was the key reason for our |owered business

ri sk assessment.

We view MAN s inmproved diversification through a significantly increased
footprint in Brazil and the joint venture in China as positive, but we are
still cautious about whether they will translate into a sustainably inproved
operating margin or |ower earnings volatility in the future

W expect orders in the European truck industry to show only noderate

i mprovenents in 2010. Qur ratings on MAN include our assunption of

m d-single-digit growh of the European truck market in 2010. W think that

t he European truck nmarket has a considerabl e overcapacity, which creates price
ri sks for new vehicles. Furthernore, given that we expect a considerable
nunber of vehicles will cone off |ease in 2010, we see a risk of price
pressure for used and new vehi cl es.

For 2010, MAN expects sales and operating profit at simlar levels to 2009. W
al so assune that the conpany's operating profits will be stable, nostly
supported by the €700 nmillion cost-reduction program conpleted in 2009 but
noderate declines in profitability at the Power Engi neering (diesel and turbo)
unit. For the conmercial vehicles division, we expect a positive operating
margin, nostly due to | ower under-absorption of fixed costs and benefits from
the cost-reduction program W believe the group will achieve a

m d-single-digit EBIT margin in 2010.

Qur CreditWatch placement of the rating on MAN with negative inplications |ast
Decenmber followed the resignation of key nanagenent nenbers and investigations
due to bribery allegations, as well as our review of MAN s business risk and
financial risk profiles in view of the negative devel opments in the comercia
vehicle markets. After the resignations in Decenber 2009, MAN quickly

appoi nted a new CEO and CFO, which we consider renoved the uncertainty about
MAN s strategic and busi ness execution. Furthernore, investigations by public
prosecution authorities were concluded in Decenber 2009 with the paynent of a
€151 mllion fine. W have | owered our assessnent of MAN s governance from
conservative to noderate to reflect these negative corporate governance and
risk control failures, but we believe that MAN t ook adequate measures to
mtigate the risk of such events reoccurring in the future.
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Liquidity

We consider MAN's liquidity to be strong, underpinned by cash and narketabl e
securities of about €0.6 billion in its industrial unit as of Dec. 31, 2009.
The group has availability under a €2.0 billion variable-rate revolving credit

facility (RCF), which was granted by a consortium of 25 banks and expires in
December 2011. We understand that this RCF has a change-of-control clause but
no financial covenants or ratings triggers. This facility was unused as of
Dec. 31, 2009. The group's liquidity position is also supported by an undrawn
conmtted €300 mllion credit facility fromthe European |nvestnent Bank, due
in 2015, and bilateral credit lines of about €0.5 billion with different
banks. The bilateral credit lines are nostly due in 2010.

In 2010, MAN s capacity to serve its outstanding debt should be supported by
free operating cash flow generation. On Dec. 31, 2009, short-termnmaturities
inits industrial unit consisted of a €0.2 billion bond due in Decenmber 2010.
MAN s fundi ng sources consi derably exceed upcom ng debt maturities in the
mediumterm MAN s debt maturities in its financial services division are

mat ched with the underlying assets.

In March 2009, MAN drew down €1.5 billion on a €2.0 billion syndicated bank
facility that was arranged in conjunction with the acquisition of the

Vol kswagen truck business. In nid-Mwy 2009 the €1.5 billion drawdown was paid
off with a €1.5 billion bond placenment. The renmaining availability under MAN s
€5.0 billion EMIN programis €3.5 billion. W understand that bank lines are
not subject to financial covenants, rating triggers, or material adverse
change cl auses.

MAN s deci sion to reduce dividend paynents for 2009, follow ng a dividend
reduction in 2009 is |likewi se instrunental to preserve liquidity, in our view

Outlook

The stable outlook reflects our viewthat MAN will inprove its group operating
margin in the industrial division to a nmd-single-digit level in 2010 and

mar kedly inprove its debt protection neasures. This is based on our
expectations of an increase in production by MAN and a noderate recovery of
the truck nmarket in Europe.

To remain comrensurate with the ratings, we would expect the industrial

busi ness to generate funds from operati ons of about 40% of industrial debt and
i ndustrial debt to EBITDA to be no higher than 2.0x. W believe that MAN woul d
be able to exceed these ratios confortably in a cyclical upturn. In a cyclica
downturn, we believe it could recover to these levels within 18-24 nonths.

We could lower the ratings if the conpany increases its industrial debt

| everage beyond these levels or if its liquidity situation deteriorates. Qur
view on the group's business risk profile limts upside ratings potential in
the short term assumi ng no maj or change to MAN s busi ness nodel and busi ness
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