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Research Update:

U.K.-Based Jaguar Land Rover Downgraded To
'BB-' On Weaker-Than-Expected Profitability;
Ratings Kept On Watch Negative

Rating Action Overview

* In a weaker gl obal auto sales environment, we anticipate that Jaguar Land
Rover's (JLR s) profitability will not recover as expected and negative
cash flow generation after capex and dividends will be higher than
forecast.

e W are therefore lowering our long-termrating on JLRto 'BB-' from'BB
and keeping it on CreditWatch with negative inplications.

* The CreditWatch with negative inplications reflects our view of JLR s
exposure to the consequences of geopolitical risk, specifically regarding
Brexit, which could inpact JLR s conpetitiveness and financial position

Rating Action

On Dec. 4, 2018, S&P G obal Ratings lowered its long termissuer credit rating
on Jaguar Land Rover Autonotive Plc (JLR) to 'BB-' from'BB . The rating
remai ns on CreditWatch with negative inplications.

At the sanme time, we |owered our issue ratings on JLR s senior unsecured notes
to 'BB-' from'BB . The recovery rating on the debt is '3, reflecting our
expectation of neani ngful recovery (50% 70% rounded estimate: 65% in the
event of a default. The issue rating also remains on CreditWatch with negative
i mplications.

Rating Action Rationale

The first seven nonths of JLR s fiscal year 2019 (ending on March 31, 2019)
proved chal |l engi ng overall for the U K prem umcar nmanufacturer. Retai

sal es, including vehicles sold by its Chinese joint venture (JV), were down
4.2% JLR s sales continued to be weak in Europe (-10% versus the sanme period
a year previous) as a result of market aversion to diesel. In addition, the
nunber of units sold in China declined severely (-26% versus the sane period a
year previous), with JLR having to destock in the first half of fiscal 2019 in
order to stop inventory buildup at it dealerships. In light of a less
supportive market environment, characterized by |ower sales growth and | oonm ng
geopolitical risks froma potential no-deal Brexit and escal ating trade

tensi ons between Europe and the U S., we believe JLRw Il have difficulty
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fully offsetting its first-half performance in the renai nder of fiscal 2019.

W& now expect negative cash flow after capital expenditure (capex) and

di vidends closer to £2 billion per year over fiscals 2019 and 2020, tw ce our
previ ous expectation. However, our revised scenario includes sone of the
mtigating neasures indicated by the management to address nuch decli ned
profitability and accel erated cash burn. W consider a reduction of £1 billion
(cumul ative) from previous capex assunptions in fiscals 2019 and 2020, and an
inventory decline in the second half of fiscal 2019. This woul d reduce
pressure on free cash flows, which were reported at negative £2.3 billion at
the end of Septenber 2018.

In our revised scenario for JLR, we are nore cautious regarding the effect of
the £1 billion cost reduction neasures announced by top nanagenent. W spread
the i nmpact of net cost reduction nmeasures (net of restructuring charges, which
we estimate at about half of the gross anmpbunt) across fiscals 2020 and 2021

As a result of nore depressed sales figures in our revised scenario than

previ ously, weaker-than-expected pricing power, and persistently high
capitalized devel opnent costs and depreci ati on charges, we expect negative
adjusted EBIT in fiscals 2019 and 2020. This differs substantially fromJLR s
target guidance of a breakeven reported operating margin at the end of fisca
2019 and a 4% operating margin in fiscal 2020

Qur base case assunes:

Declining volumes and pricing pressure in 2019, resulting in declining
revenues. For fiscals 2020 and 2021, we expect volune growh in line with
our gl obal sector forecast on sales (1% 2%, as a result of sone
remai ni ng pricing pressure.

We assume net cost reduction will inpact JLR s profit and loss in fiscals
2020 and 2021, partly offset by restructuring costs and additiona

headwi nds that we expect for the majority of original equipnent

manuf acturers in the next two years.

Capex excl uding capitalized devel opnent costs of £2.0 billion-£2.3
billion.
Annual capitalized devel opment costs exceeding £1.5 billion

I ncreasi ng depreciation and anortization charges despite a cut in capex.

Negligi bl e i npact on working capital changes for fiscals 2020 and 2021
after a reduction of inventory in the second part of fiscal 2019.

Haircut to profits of conpanies accounted at equity, in particular those
at the JVin China (Chery), resulting in |lower dividends conpared to the
£200 million reflected in the fiscal 2018 adjusted EBI TDA nargin.

No additional costs deriving fromthe need to mitigate operating risks in
a no-deal Brexit scenario.

Based on these assunptions, we arrive at the followi ng credit mneasures:

An adj usted EBI TDA nmargi n of about 9% down fromover 10%in fiscal 2018,
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recovering gradually in 2020, thanks to | ower fixed and variabl e costs.
* Negative adjusted EBIT in both fiscals 2020 and 2021

* Negative free cash flow after capex of cunulative £3 billion-£4 billion
in fiscal s2019 and 2020.

Liquidity

We consider JLR s liquidity as adequate because we project sources, nanely
funds from operations, available credit facilities with maturiti es exceeding
one year, and avail able cash at the end of first-half fiscal 2019, cover uses
i ncluding debt maturities, capex, and negative working capital, by nore than
1.2x. Qur assessnent of adequate liquidity is supported by confortabl e access
to the debt market, denbnstrated by the covenant free $1 billion terml oan
signed by JLR in Cctober.

Principal liquidity sources for the 12 nonths from Sept. 30, are

e Cash and short-term deposits of about £2.3 billion as of Sept. 30, 2018,
net of liquid resources that we consider unavail able for imedi ate debt
repaynent ;

* Revolving credit facility (RCF) expiring in 2020, with available undrawn

committed credit lines of £1.94 billion with maturities greater than 12
nont hs;

* Forecast reported cash flow from operations of over £2.5 billion-£3.0
billion.

e The cash position does not include a $1 billion termloan signed by JLR

during Cctober, which we understand has been drawn down in its entirety.

Principal liquidity uses over the sane period are:

e Capex of about £2.3 billion (excluding capitalized devel opment costs);
e Schedul ed bond maturities in Decenber 2018 ($700 nillion);

* Negligible working capital outflow during fiscal 2019; and

« Dividends to Tata Mdtors as high as 25% of profits after tax.

We consider JLR a highly strategic entity in the Tata Mdtors group and we
bel i eve that the conpany benefits from excell ent banking rel ati onshi ps.

CreditWatch

The Credi tWatch placenent with negative inplications reflects the chall enges
that JLR faces as a result of Brexit, which could lead to further
deterioration in JLR s and, consequently, Tata Mdtors' financial position. It
al so factors the risk of potential exposure to escalating trade tensions

bet ween Europe and the U.S. W aimto resolve the CreditWatch by adjusting our
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base case once we have better visibility on the likely Brexit outcone, which
could happen in the next three nmonths. W would |lower the ratings if we assess
that the chances of a turnaround for JLR have di m nished, with Tata Mtors
funds from operations-to-debt ratio slipping below 12% over a prol onged peri od
as a consequence.

We could affirmthe ratings if the Brexit outconme linmts the adverse inpact on
JLR s turnaround, such that Tata Mdtors' FFO-to-debt ratio remai ns above 12%
over the next 12-18 nonths.

Issue Ratings--Recovery Analysis

Key analytical factors

Qur issue and recovery ratings on JLR s senior unsecured notes are 'BB-'
and '3', respectively. The '"3' recovery rating reflects our expectation
of meani ngful recovery (50% 70% rounded estimate: 65% in the event of a
default. The senior unsecured notes are: $700 nillion 4.125% notes due
2018, $500 nillion 4.250% notes due 2019, $500 nillion 3.5% notes due
2020, £300 million 2.75% notes due 2021, £400 mllion 5% notes due 2022,
$500 nmillion 5.625% notes due 2023, £400 million 3.875% notes due 2023,
€650 mllion 2.2%nnotes due 2024, and $500 million 4.5% notes due 2027.

Qur recovery expectations are underpinned by JLR s strong brand name but
constrai ned by the |arge anobunt of unsecured debt. Although recovery
prospects nay exceed 70% we cap the recovery rating at '3'" due to the
unsecured nature of the debt instrunents.

Qur default scenario assunes deterioration in operating perfornance amd
conpetitive market conditions, shifting consumer preferences, and del ays
i n new nodel introduction, anpbng other factors. W believe this would
lead to a steady decline in revenue, deteriorating profitability, and

hi gher investnent requirenment, which will result in cash burn and thus
negative free operating cash flow.

We val ue the conpany as a going concern given its notable nmarket
positions and its strong brand nane.

Simulated default assumptions

Year of default: 2022

Jurisdiction: U K

Simplified Waterfall

Emergence EBI TDA: £1.2 billion

Mai nt enance capex is assuned to be 3% of revenue (in line with simlar
| arge auto original equiprment manufacturers)

Cyclical adjustnent of 15% (standard for the sector)

Mul tiple: 5.5x
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e Gross recovery value: £6.75 billion (after adjusting for priority pension
cl ai ns)

* Net recovery value for waterfall after adm nistration expenses (5% :
£6.24 billion

e Prior-ranking liabilities: £0.23 billion

 Recovery val ue available for secured debt holders: £6.0 billion (1)(2)

* Senior secured clains: NI

e Recovery val ue avail able for unsecured debt holders: £6.0 billion (1)(2)
e Unsecured claims: £6.73 billion(1)

 Recovery range: higher than 85% (recovery rating capped at '3" due to
hi gh unsecured debt)

(1)A | debt anpunts include six nonths of prepetition interest. (2)RCF is
assuned to be 85% drawn at default.

Related Criteria

e Criteria - Corporates - Ceneral: Recovery Rating Criteria For
Specul ati ve- Grade Corporate Issuers, Dec. 7, 2016

e Criteria - Corporates - Recovery: Methodol ogy: Jurisdiction Ranking
Assessnents, Jan. 20, 2016

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

e Criteria - Corporates - Industrials: Key Credit Factors For The Auto And
Conmer ci al Vehicle Manufacturing Industry, Nov. 19, 2013

e Criteria - Corporates - General: Corporate Methodol ogy, Nov. 19, 2013

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

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

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
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Jaguar Land Rover Autonotive PLC

I ssuer Credit Rating BB-/ WAt ch Neg/ - - BB/ \at ch Neg/ - -
Seni or Unsecured BB-/ Wt ch Neg BB/ Wat ch Neg
Recovery Rating 3(65% 3(65%

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 neanings 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
information. Conplete ratings information is available to subscribers of
RatingsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press O fice (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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