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Research Update:

Germany's Daimler AG Outlook Revised To
Stable From Negative On Strengthening Credit
Ratios; 'BBB+/A-2' Ratings Affirmed

Overview

e« Daimer is seeing stronger inprovenent in demand for passenger cars and
trucks than we had anticipated. As a result, its credit ratios are
stronger than we anti ci pat ed.

* W are revising our outlook on Daimer to stable from negative and
affirm ng the 'BBB+/ A-2' ratings.

» The stable outlook reflects our opinion that Daimer should be able to
maintain credit metrics commensurate with our indicative ratios for the
current rating.

Rating Action

On Aug. 26, 2010, Standard & Poor's Ratings Services revised its outl ook on
German automaker Dainmler AGto stable fromnegative. At the sane tine, we
affirmed the 'BBB+' long-termand 'A-2' short-termcorporate credit ratings.

Rationale

The outl ook revision reflects our opinion that Daimer has considerably
inmproved its financial risk profile over the past year, notably in the past
two quarters, froma fairly weakened position in 2009. Qur view is supported
by Daimer's inproved reported operating results and order intake for the
first half 2010, which suggest to us that Daimer's debt protection nmeasures
are back to levels nmore commensurate with the current rating. W al so envi sage
an i nmproved outl ook for Daimer's nmgjor markets, notably passenger cars.

Dai m er reported a significant increase in operating profits (EBIT) in the
first half of 2010, with the reported EBIT nargin expanding to 7.1% after a
negative figure in the conparable period of 2009. Results were particularly
strong in the autonotive unit. Mercedes-Benz Car (MBC) division reached an
EBIT margin of 9.8%in the second quarter after 7.0%in the first quarter

both representing high nmargins conpared with results achieved in preceding
years. MBC s considerable jump in profitability was supported by strong
producti on vol unes, up 20% year on year, and strong vol ume demand for hi gh-end
S-class and E-class vehicles, particularly in China.

Profitability in the truck division |ikew se inproved to 4.0%in the first

hal f of 2010, nostly supported by year-on-year volume growth of 29% The
smal | er divisions, vans and buses, also benefitted from stronger vol unes,
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while risk costs in the financial services division are gradually declining.

Daimer raised its public EBIT guidance for 2010 twice this year. The conpany
now expects to achieve a group EBIT of €6.0 billion in 2010. W believe that
this target is achievable and we have incorporated a simlar |evel of
profitability into our forecasts. Neverthel ess, we consider Daimer's tw ce
altered public earnings guidance in 2010 as further evidence that visibility
in the auto sector is poor

Free cash flow generation in the industrial unit was €2.8 billion in the first
hal f 2010, which has led to a further reduction of Daimer's financial debt.
In contrast to our earlier expectation, we now expect Daimer to report a
substantially positive free operating cash flow (FOCF) in 2010, despite the
consi derabl e capital expenditures and devel opment expenses for new product
generations. Daimer also inproved its financial risk profile by suspending

di vi dend payments, which allows it to use FOCF entirely for debt reduction
Furthernore, Daimer's capital increase of €1.95 billion in March 2009
continues to be supportive for the financial risk assessnent overall.

Despite the solid bounce-back of operating profits and free cash flow
generation in 2010, we consider Daimer's underlying business continues to be
exposed to the material risk of strong earnings and cash flow volatility.
Visibility in the auto sector is generally |ow and operating | everage high. W
continue to view Dainmler's business risk as "satisfactory" under our criteria
still constrained mainly by the cyclicality of earnings and the need for
substantial research and devel opment costs to cope with tightening em ssions
standards, both for trucks and passenger cars.

W believe that the inproved profitability and demand prospects should help
Daim er keep its credit netrics inline with ratios we view as conmensurate
with the rating category in 2010. These are fully adjusted funds from
operations (FFO to debt of about 45% and debt to EBI TDA of about 1. 8x.

Liquidity

The short-termrating on Daimer is 'A-2'. W consider the group's liquidity
as "strong". Daimer's financial flexibility and liquidity are underpinned, in
our view, by:

e Cash and cash equivalents of €6.5 billion in the industrial division as
of June 30, 2010, of which we view €5.5 billion as necessary to maintain
ongoi ng oper ati ons.

* Unused credit lines, notably a $4.9 billion syndicated revolving credit

facility due in Decenmber 2011 and a €3 billion syndicated credit facility
due in Cctober 2011. Both facilities were unused as of June 30, 2010, and
carry change-of-control clauses, but are free fromfinancial covenants
and naterial adverse change cl auses. These credit lines serve as
collateral for a comercial paper program and can |ikew se be used for
general corporate purposes. As of June 30, 2010, conmercial paper usage
was very | ow.

» Access to termdebt, as evidenced by a placenment of several public
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benchnmark bonds with an aggregate anount of €5.7 billion in 2009.

Total industrial net liquidity was €9.4 as of June 30, 2010, supported by the
FOCF generated in the course of the year. For 2010, we now expect Daimer's
FOCF in the industrial division to be substantially positive and consequently
not to affect the liquidity position. Daimer will make no dividend paynents
in 2010. Total industrial financial debt was €1.3 billion as of June 30, 2010.

In 2010, Daimer plans to gradually reduce its liquidity position and to use
cash over and above the group's mni mum cash requirement deemed necessary for
bot h ongoi ng operations and as a risk buffer (about €7 billion in total) to
reduce outstandi ng debt.

As is conmon in the industry, Daimer's Financial Services division has
substantial needs to fund new business. Its asset conposition is very liquid,
as denonstrated by two asset-backed securities transactions with an aggregate
amount of $1.8 billion in 2009. The debt of Daimer's financial services
division is nmatched with the underlying assets. The financial services

di vi sion denonstrated rel ative robustness in its capital market funding mx

t hroughout the difficult funding environnent in 2009, and is supported by
fundi ng from custoner deposits. The annualized wite-off ratio as of June 2010
was 0.92% The wite-off ratio was 0.91%in 2009 after 0.53%in 2008 and about
0.40%0.70%in the years 2003-2007. Wth reference to 2009, this inplies that
the division has failed to recover 0.91%of its |oans extended to borrowers.

Outlook

The stable outl ook reflects our opinion that Dainler should be able to
maintain credit ratios that we consider comrensurate with the 'BBB+' rating,
including fully adjusted FFO to debt of about 40% 45% supported by the
anticipated continuing trading inprovenents. Qur stable outl ook assunmes an
earnings outlook simlar to the public guidance comuni cated by Dai nl er and,
effectively, that the group will maintain about the |evel of operating and
financial performance reported in the first half of 2010.

The ratings could come under pressure, in our view, if the favorable operating
trends reverse, if the conpany fails to naintain a positive FOCF fromthe

i ndustrial business, or should it engage in significant sharehol der

di stributions that would trigger a substantial deterioration in credit

nmeasur es.

We consider rating upside currently constrained by the "satisfactory" business
risk profile. We would consider raising the rating if Daimer were able to
devel op a stronger financial profile than we currently anticipate and if this
stronger financial profile provided a substantial buffer to acconmpbdate the

ri sks of significant earnings swings. This, however, would al so assune a
stringent and reliably inplenmented financial policy, including limted share
buybacks and noderate dividend paynents.
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Related Criteria And Research

e Credit FAQ How Standard & Poor's Adjustnents To Autonotive Firns'
Captive Finance Operations Affect Daimer AG July 11, 2008.

e Criteria Methodol ogy: Business Risk/Financial Risk Matrix Expanded, My
27, 2009.

» Key Credit Factors: Business and Financial Risks In The Automaker
I ndustry, Sept. 25, 2008.

Ratings List
Ratings Affirnmed; CreditWtch/Qutl ook Action

To From
Dai M er AG
Dai m er Australia/Pacific Pty Ltd.
Dai m er North America Corp.
Corporate Credit Rating BBB+/ St abl e/ A- 2 BBB+/ Negat i ve/ A- 2
Rati ngs Affirned
Dai Ml er AG
Seni or Unsecur ed BBB+
Conmrer ci al Paper A-2
Dai m er Australial/Pacific Pty Ltd.
Conmrer ci al Paper A-2
Dai Ml er Canada Fi nance | nc.
Seni or Unsecur ed* BBB+
Comer ci al Paper * A-2
Commer ci al Paper* A-2( Cdn)
Dai Ml er Finance North America LLC
Seni or Unsecur ed BBB+
Dai m er International Finance B. V.
Seni or Unsecur ed* BBB+
Dai m er North Anerica Corp.
Seni or Unsecur ed* BBB+
Conmrer ci al Paper A-2
Dai m er Chrysl er Co. LLC
Seni or Unsecur ed* BBB+

Mer cedes-Benz Australia/Pacific Pty. Ltd
Seni or Unsecur ed* BBB+
*Quar ant eed by Daimler AG
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Industrial Ratings Europe;CorporateFinanceEurope@standardandpoors.com

Conpl ete ratings information is available to RatingsDirect subscribers on the
G obal Credit Portal at ww gl obal creditportal.com and RatingsDirect

subscri bers at ww. ratingsdirect.com All 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 Moscow (7) 495-783-4011.
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