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Listing of shares
in lelemd AB (publ)

The Annual General Meeting of AssiDomin AB on 22 May 2001 decided to distribute all the
shares in Billerud AB held by AssiDomin AB to its shareholders. Billerud was created through
a merger of Stora Enso’s paper and pulp mill Gruvén and AssiDomén’s paper and pulp mills
Karlsborg and Skarblacka. Initially, Stora Enso and AssiDomin held 50 per cent each of the
shares in Billerud AB. Since Stora Enso has exercised its right to divest 20 per cent of the shares
in Billerud AB to AssiDomin AB, AssiDomin AB will hold 70 per cent of the shares in Billerud

® AB, all of which will be distributed. The distribution will be implemented in accordance with
so-called Lex ASEA rules and, according to an advance decision of the National Tax Board,
therefore will not result in any taxation for AssiDomin AB or its shareholders in Sweden.

The listing of shares in Billerud AB on the O-list of Stockholmsbarsen is expected as of 20

November 2001. The record date for the shareholders in AssiDoman AB for entitlement to a
distribution of shares in Billerud AB is 16 November 2001.

i With respect to Billerud’s present financial development and conditions, and its financial
® objectives, the dividend for fiscal year 2001 should, in the opinion of the Board of Directors
of Billerud AB, amount to SEK 3.50 per share, or in total approximately SEK 220 million, see
also section Financial objectives and dividend policy on page 42. Furthermore, the Board of
Directors of Billerud AB intend to propose that the Annual General Meeting in 2002 author-
ise the Board of Direcrors to decide on repurchase of shares in Billerud AB.

As a service to the shareholder that owns a small number of shares in Billerud, the Board
of Directors of Billerud AB consider offering the shareholders the opportunity to sell a small
number of shares free of commission at a suitable time during the first half of 2002. Such a
’ procedure would also enable Billerud to obtain a shareholder structure that is more suitable

~ to a company the size of Billerud.

| The Board of Directors of Billerud AB, which is responsible for the contents of the listing
particulars, hereby confirms that to the best of its knowledge the information in these listing
| particulars accurately reflects actual conditions and that nothing of material importance has
been omitted that could influence the perception of Billerud created by the listing particulars.

Stockholm, 31 October 2001

Billerud AB (publ)% e
Board of Directors}
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Billerud in summary

Net turnover by product area
January-September 2001

B «raft paper, 51%
# Containerboard, 28%

Market pulp, 21%

Billerud is a leading producer of packaging paper,
with strong market positions in a number of its prod-
uct segments. Billerud’s product portfolio is divided
into three product areas: Kraft paper, Containerboard
and Market pulp. Its combined

production capacity amounts to approximately 1.3
million tonnes annually.

Billerud divides Kraft paper into Technical kraft
paper and Sack paper. Technical kraft paper is used in
the production of practically all paper-based packages
with high requirements on strength, printability and
_purity. End-users include a number of major industries,
such as food and pharmaceuticals. Sack paper distin-
guishes itself by its strength, but differentiates itself
from other kraft papers by meeting the high require-
ments on stretchability and porosity. Billerud manu-
factures white and brown sack paper used in sacks for
pet foods and building material, for example.

Containerboard is the collective name for the sur-
face laver, liner, and the middle layer, fluting, used in
the manufacture of corrugated board. Billerud pro-
duces different products within both liner and fluting.

Billerud is producing pulp required in its paper
manufacturing operations. Pulp which is not used in
its own production is sold as market pulp. Since
Billerud does not own any forests, Billerud purchases
timber externally. _

During the first nine months of the year the net
turnover of the Group amounted to SEK 5,175 million
operating profit amounted to SEK 1,034 million, cor-
responding to an operating margin of 20 per cent and
a return on capital employed of 30 per cent on a mov-
ing twelve-month basis. During the period, the aver-
age number of emplovees was 2,357.

The Group comprises three production facilities -
the paper mills Gruvén, Karlsborg and Skirblacka -
and eight sales companies and representative offices in
Europe. Billerud’s head office is located in Solna.

Operating profit by product area
January-September 2001

Kraft paper, 54%
ey Containerboard, 27%

Market pulp, 19%

Business concept and strategy

Business concept

Billerud will provide its customers with innovative
packaging paper of high quality. The operation shall
provide a favourable and stable profitability, based on
cost-effective and environmentally appropriate
processes.

Strategy

Within the Kraft paper and Containerboard product
segments, Billerud has an extensive product portfolio.
Technical kraft paper is the sub-segment that is
assessed to be the most attractive for growth,
Billerud’s strong market position within this sub-seg-
ment will supply good prerequisites for a favourable
profitability. Henceforth, Billerud therefore intends to
prioritise this segment. Certain other sub-segments,
where Billerud has strong niche positions, such as
fluting based on virgin fibres, white liner and white
sack paper will also be prioritised.

A continuous focus on increasing productivity is
an important part of Billerud’s strategy. Billerud
already has a competitive cost position, but is current-
ly focusing on realising the capacity increases that are
enabled through the merger of the three mills and the
investments of recent years.

Product development has always played a key role
in Billerud’s operations, and Billerud intends to con-
tinue to develop the special competence needed to
meer the requirements of the packaging industry.
Billerud’s aim is to be an innovative producer of pack-
aging paper of high quality and functionality.

Billerud will primarily grow organically, in part by
focusing on product segments with good growth and
high value-added and in part through capacity
increases at existing facilities. However, Billerud also
expects to find opportunities to grow through acquisi-
tions. Parts of the packaging paper industry still have
a relatively low level of consolidation, which could
open attractive opportunities for Billerud.




Competitive strengths

Billerud’s competitive strengths include highly cost-
effective production, and the economies of scale that
come from being a leading supplier in certain selected
product segments. Moreover, Billerud sees competitive
advantages in its integrated pulp and paper produc-
tion, which in addition to ensuring a stable pulp sup-
ply for its own paper producrion also provides cost
advantages relative to its competitors who buy pulp
externally for their paper production. For a long peri-
od of time, significant resources have been devorted to
product development at the three mills, and in
Billerud’s estimation it has a competent and experi-

Financial objectives and dividend policy

Due to the cyclical nature of its business, Billerud has
formulated its financial objectives as averages over a
business cycle. The objective is that the rerurn on cap-
ital employed during this period shall average at least
15 per cent and that the debt/equity ratio should
range becween a multiple of 0.6 and 0.9 over a busi-
ness cycle. The dividend shall average approximately
50 per cent of net profit.

Net turnover/Operating margin 1996-September 30, 2001

SEK %
enced producr development organisation. i ' »
E 7.000
Production and sales 5,000 fg——
The production facilities - the Gruvén mill in Virmland, 5,000 — i i i
Karlsborg mill in Norrbotten and Skirblacka mill in :zg: B ; 0
Ostergétiand ~ maintain a high technical standard. 2000 — : .
Sales are made in large part through Billerud’s own 1,000 —3
sales organisation and to a lesser degree through local e e 0
agents. Customers are manufacturers of paper-based £ Net turnover —— Opersting margin 2000 200
packaging, and 87 per cent of Billerud production is
sold in Europe. Billerud’s market pulp is primarily
used for production of fine paper and tissue.
Production capacity 2001
Tonnes Gruvon Karlsborg Skarblacka - Total
Kraftpaper 175000 110000 ..205000 490,000
Containerboard ) ) 370,000 . — 80,000 460,000
Market pulp 85,000 165,000 80,000 330,000
Total 630,000 275,000 375,000 1,280,000
Profit, financial position and key figures, pro forma'
Actual
) Jan-Sep Jan—Sep
Amounts in SEK million 1996 1997 1998 1999 2000 2000 2001,
Netturnover . ..5210 5363 5462 5,387 6eee 4895 5175
Operating profit ‘ 131 86 317 308 1384 998 1034
Netproft N = - T - ... %3 = 8
Operating margin, % ) 3 T - L N T~ ST A
Return on capital employed, %? - I e 30 28 30
Average number of employees 2,778 2,593 2583 2497 2442 2486 2357

1 The pro forma accounts have been prepared in accordance with the prerequisites stated on page 28 and by applying the accounting principtes described an page 40.

2 1996 caiculated on capital employed carried forward as of 31 December 1996. January-September 2001 based on moving twelve-month values. January through
September 2000, includes net profit for the period proportionally adjusted upwards to a full-year value.




Swedish tax considerations

The following summary of certain tax consequences
of the distribution, holding and forthcoming listing of
shares in Billerud AB on the O-list of Stockholms-
boérsen is based on current legislation and practices
and applies to individuals and legal entities domiciled

in Sweden for tax purposes, unless indicated otherwise.

The summary is intended only as general informa-
tion and does not apply to securities held as current
assets by a bustness or by partnerships. _

As the tax treatment of each individual shareholder
depends partly on his/her specific situation, special
consequences not described below may arise for certain
categories of shareholders. Each shareholder should
therefore consult his/her tax advisor regarding the tax
consequences that may arise.

Distribution of shares in Billerud AB

The distribution of shares in Billerud AB is tax exempt
according to an advance ruling of the Council for
Advance Tax Rulings announced on 4 April 2001. The
tax exemption stems from the fact that the disteibution
is covered by the provisions of Chapter 42 § 16 of the
Income Tax Act, the so-called Lex ASEA rules.

Sale of shares in Billerud AB
Shareholders in AssiDomiin who sell the shares or
fractional shares they receive in Billerud AB will be
subject to capital gains taxation. Capital gains or losses
on the sale of shares or fractional shares in Billerud AB
are computed as the difference between the sales price,
less selling expenses, and acquisition value.

The acquisition value of the shares in Billerud AB is
calculated by allocating the average acquisition value

that the shares in AssiDomin AB had before the distri-
bution between the shares in AssiDomin AB and
Billerud AB. The allocation is calculated based on the
change in the marker value of the shares in AssiDomin
AB resulting from the distribution of shares in Billerud
AB..

As an alternative, the so-called standard method (20
per cent of the sales price less selling expenses) may be
used to calculate the acquisition value of the shares
and fractional shares in Billerud AB, provided that the
shares are listed on the date of sale.

AssiDoman will request the recommendation of the
National Tax Board for allocating the average acquisi-
tion value. The specifics of the Tax Board’s recommen-
dations will be announced in, among other ways, an
ad in the daily press.

Tax rates, etc.

Individuals and estates

Capital gains and capital loss taxation

Capital gains are raxed as capital at a state income tax
rate of 30 per cent. Any capital losses that arise are
tully deductible against capital gains during the same
year on listed shares and other securities taxed as
shares as well as against capital gains on unlisted
shares. Any remaining loss is deductible at 70 per cent
against other income from capital.

If a deficit arises in income from capital, a reduction
is permitted in the tax on wages and business income
as well as property tax. The tax reduction is 30 per
cent on deficits that do not exceed SEK 100,000 and
21 per cent on any remaining deficit. Deficits may not
be carried forward to future tax years.
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Definitions
Billerud AB, the Company The parent company
Billerud AB (publ)
Bilierud AB (publ)
with subsidiaries
AssiDoman AB (publ)
AssiDomian AB (publ)
with subsidiaries
Stora Enso Qyj with subsidiaries
Stora Kopparbergs Bergslags AB,
a subsidiary of Stora Enso Oyj

Billerud, the Group

AssiDomin AB
AssiDomin

Stora Enso
Stora Kepparberg

Other
ISIN code SE0000862997

Symbol on Stockholmsbérsen BILL

These listing particulars are a translation of the
original, published in Swedish. In cases of any
discrepancies berween the Swedish and English
versions, or in any other context, the Swedish
original shall have precedence.

These listing particulars have been prepared in
connection with the forthcoming listing of the
shares in Billerud AB on the O-list of
Stockholmsbérsen. The publication of the listing
particulars does not constitute an offer to purchase
or sell shares in Billerud AB.

The shares in Billerud AB are not under con-
sideration for listing or an application for listing
in any country other than Sweden. These listing
particulars may not be distributed in any other
country where its distribution is conditional on
further registration measures or other measures
than those required by Swedish law or contra-
venes applicable laws in such countries. These
listing particulars are governed by Swedish law.
Disputes arising from the conrents of these listing
particulars shall be resolved in accordance with
Swedish law and exclusively by Swedish courts.




Dividend
Dividends on shares are normally taxed as capital at a
state income tax rate of 30 per cent.

Wealth taxation

Billerud AB has been approved for listing on the O-list -

of Stockholmsbérsen, provided that the conditions for
widely dispersed holdings are met. Shares listed on the
O-list are not subject to wealth taxation. .

Shares in AssiDomin AB, which are registered on
Stockholmsborsen and listed on the A-list, on the other
hand are considered taxable assets and must be reported
at 80 per cent of their market value ar year-end.

Legal entjties
Limited companies and other legal entidies, with the
exception of estates of deceased persons, are taxed on
all income, including dividends on capital investments
and capital gains, under the heading income from busi-
ness ar a rate of 28 per cent. Capital losses on the sale
of shares and other securities taxed as shares that are
held as capital investments may only be offset against
capital gains on shares and other securities taxed as
shares. Capital losses that are not utilised in a specific
year may be offset against capital gains on securities
taxed as shares in subsequent tax years without time
constraints.

Special tax rules apply to cerrain specific types of
comipanies, such as investment holding companies,
investment trusts and partnerships.

Taxation of foreign sharehaolders

Shareholders domiciled abroad for tax purposes are
charged a Swedish withholding tax of 30 per cent on
dividends. This tax rate is generally reduced through
agreements with other countries to avoid double taxa-
tion. In Sweden, VPC or - in the case of nominee-regis-
tered shares — the nominee normally deducts withhold-
ing tax.

Withholding tax is not withheld on dividends covered
by the Lex ASEA rules.

Shareholders domiciled abroad for tax purposes nor-
mally are not liable for capital gains tax in Sweden on
the sale of shares. However, individuals who have been
domiciled in Sweden at any time during the ten calendar
years immediately preceding the sale are liable for taxa-
tion on capital gains on the sale of Swedish shares.
This liability may be restricted as a result of a double
taxation agreement with the country in which the
shareholder is domiciled.




N President’s comments

Nearly a year has passed since Billerud was estab-
lished through the merger of the three paper mills,
Gruvon, Karlsborg and Skirblacka. It has been an
intensive year in which many of us have worked hard
on the integration process and proven our commit-
ment to the goal of establishing Billerud as an inde-
pendent, listed company. An important part of the
integration work is creating a strong, shared corporate
culture. I want our customers and others who come

" into contact with Billerud to recognise us for our
openness, reliability and innovation.

Strong market positions
As a result of the merger, a new, competitive and in
_many respects leading company in packaging paper,
with a focus on kraft paper and containerboard, has
been established. Creating a company with this posi-
tion was one of the most important factors behind
Billerud’s establishment. Today we command a highly
competitive position, with large market shares in most
of the product segments in which we compete. Billerud
1s the European leader in several segments on the kraft
paper market.

 Strategy for market leadership
In parallel with the integration work, we have laid
down a clearly defined strategy for consolidating and
developing our position in the marker for packaging
paper. The starting point for the strategy is the finan-
cial objectives set by Billerud’s Board of Directors.
Over a business cycle, the return on capital employed
shall average at least 15 per cent, the debt/equity mul-
tiple should range between 0.6 and 0.9 and the divi-
dend shall average 50 per cent of net profit. In addi-
tion, it has been determined that the investment level
will be in line with depreciation. Within these amounts,
both maintenance and environmental investments are
included, as well as quality and capacity enhancing
projects.

Billerud shall primarily grow organically. On the
one hand by focusing on segments with favourable
growth and value added products, on the other hand
through increased capacity in existing production
facilities. We assess, however, that there will also be
opportunities to grow through acquisitions. Parts of

the packaging paper industry still have a relatively low
level of consolidation, which could open attractive

* opportunities for a strong player such as Billerud.

Focusing on selected market segments where
Billerud can further strengthen its market position is a
cornerstone of our strategy. Since the major forest
products companies are concentrating their operations
on fewer, large product segments, there is room for
niche players like Billerud to establish strong marker
positions in smaller, yet attractive product areas.

Our product strategy is based on an analysis of the
attractiveness of the different market segments and
Billerud’s position in each of them. Further, this strate-
gy results in a division of our product portfolio into
three groups. We have a market leading position in
Europe within technical kraft paper and we will focus
our efforts on growth and increased market shares
within this segment. High profitability will be achieved
through leading customer applications and an effective
cost position.

Selective investments will be made in white liner,
white sack paper and virgin-fibre fluting. We have
strong niche positions within these segments, which
together with low production costs will generate a
profitability that is above the average in the business.

For other products, i.e. brown sack paper, white top
liner.and recycled-tibre fluting, the focus is on max-
tmising cash flow from existing production assets. This
means that selective investments will be made to main-
tain current production levels. »

An efficient pulp production, both regarding cost
and quality is a prerequisite for the profitability in
Billerud’s paper production. Efficient marketing of the
pulp, which is not used for Billerud’s own paper prod-
ucts is important to our profitability.

Product development is an important part of our
strategy. By developing new products and applications
in packaging paper in close co-operation with cus-
romers, Billerud should grow faster than the marker as
a whole. Since Billerud is not integrated forward and
therefore does not compete with its customers, we can
develop productive routines together with them. We
are free to use our know-how in technology and appli-
cations to provide customers with new product and
service offerings. As a result, our strong research and
development organisation will be an increasingly
important competitive strength.




Today 87 per cent of Billerud’s volume is sold in
Europe. In the future we plan to devote more focus on
cultivating markets outside Europe, to create further
opportunities for growth.

Cost-effective production

In recenr years several significant investments have
been made at all three mills, and the facilities are

in good condition. We are in a very good cost position
" and are highly competitive in our priority product seg-
ments. One reason for our competitive strength is that
our paper production is integrated with our pulp pro-
duction, which provides us with a stable flow of high-
grade long-fibre pulp.

There are major similarities between the mills’
product portfolios, which facilitate product specialisa-
tion between them. We are working actively in this
area, which is intended to lead to more efficient utili-
sation of equipment and higher production volunes.
The merger of the three mills, including increased
capacity from implemented investments, is calculated
to have an annual effect of SEK 200 million on the
result. This annual effect will be achieved by the end
of 2003, provided normal capacity utilisation.

OQutlook

Thus far this year market conditions have been mixed.
The markert tor our paper products was strong at the
start of the year, but has gradually weakened since.

At the same time the price of market pulp has fallen
substantially, although a stabilisation has taken place
this autumn. Despite the less favourable market condi-
tions, our profitability has remained strong owing to
the further depreciation of the Swedish krona. During
the first nine months of 2001, operating profit
amounted to SEK 1,034 million, corresponding to an
operating margin of 20 per cent. On a moving twelve-
month basis this corresponds to a return on capiral
employed of 30 per cent, in comparison to our objec-
tive of at least 15 per cent over a business cycle.

After the end of September 2001, the- market contin-
ued to weaken, resulting in price reductions for some
of Billerud’s paper products. Earnings for the fourth
quarter 2001 are expected to be slightly lower than the
earnings in the third quarter.

Alrogether, Billerud’s market position-and competi-
tive advantages, in combination with our strategy, cre-
ate in my estimation the opportunities.needed to be
able to reach our profitability objective. This in turn
provides the potential for appreciation in value for
Billerud's shareholders. Our objective over a business
cycle is that 30 per cent of Billerud’s net profit shalf be
distributed ro shareholders. The Board of Directors’
assessment is that SEK 3.50 per share should be dis-
tributed to the shareholders for the financial year
2001.

Listing

By taking the step of listing on Stockholmsbérsen,
Billerud is not only stressing that it is an independent
company with a strong position in its markets. It also
means that Billerud, after 17 years, once again is the
name of a publicly listed forest products company.

Billerud is a well-known, respected name in the
industry and has always been recognised for new ways
of thinking and innovative product and process solu-
tions. We are very proud of the tradition associated
with the Billerud name and which in many respects
can serve as a guiding light in our work.

This makes it especially gratifying to be able to
further develop under the Billerud name the specialised
competence needed to succeed in our product areas.

I confidently look forward to implementing Billerud’s
strategy and entering the stock market.

Solna, 31 October 2001

Bert Ostlund

President and Chief Executive Officer




Operations

Business concept ‘

Billerud will provide its customers with innovative
packaging paper of high quality. The operation shall
provide a favourable and stable profitability, based on
cost-effective and environmentally appropriate
processes. :

Strategy

Billerud’s overall objective is high profitability and
good appreciation in value for its shareholders. With
its financial objectives as a starting point, Billerud has
formulated a strategy based primarily on the following
cornerstones:

* Focusing on attractive niche segments. An impor-
tant part of Billerud’s strategy is to focus on certain
market segments, where Billerud can further enhance
its market position. At the same time that global pulp
and paper manufacturers are becoming larger, they
are focusing to an increasing extent on fewer product
segments. This opens opportunities for niche players
such as Billerud, to establish strong market positions
in smaller, yet attractive product segments with good
potential for high growth and profitability.

Based on an analysis of the artractiveness of vari-
ous market segments and its position within each
segment, Billerud has formulated different strategies’
for its various product segments.

Billerud has a market leading position in Europe
in_uncoated technical kraft paper and markert for-
casts are good. Billerud therefore intends to invest in
growth, product development and increased market
shares within this segment. Billerud’s strong market
position within this segment creates economies of
scale and thereby good conditions for good prof-
itabilicy.

Selective investments in growth will be made in
white liner, white sack paper and virgin-fibre fluting.
Billerud has strong niche positions within these seg-
ments, which together with cost effective production
shall generate good profitabiliry.

The other products, i.e. brown sack paper, white
top liner and recvcled-fibre fluting have a focus on
maximising cash flow from existing production
assets. This means that selective investments will be
made in order to maintain current production levels.

Efficient pulp production in terms of both cost
and quality is critical to the profitabilitv of Billerud’s
paper production. Effective marketing of the pulp
not used for Billerud’s own paper products is also
important to the Group’s profitability.

10

» Increased productivity. Billerud currently has a
very competitive cost position in the production of
pulp and paper. The Company’s appraisal is, howev-
er, thart there is further efficiency potenual in its pro-
duction, since the paper grades and products manu-
factured at the three mills have considerable similari-
ties. By further specialising production lines berween
the mills, Billerud will improve production efficiency
and thereby raise its equipment utilisation. In addi-
tion to these specialised measures, Billerud is contin-
uously working to improve productivity at all levels
of production.

Customer-driven product development. Billerud’s
customers have high demands on quality and product
teatures. By developing forms of co-operation regard-
ing technology and application development with the
customer, Billerud will supply the product and service
offerings that meet the increasing high demands from
the packing industry. In recent years, the mills have
built strong product development departments and
Biilerud assesses that the Group therefore has the
necessary competence and experience.

Grow organically and through-acquisitions.
Billerud intends mainly to grow organically by
focusing-on product segments where high growth is

~ expected and by raising capacity at its three produc-
tion facilities. In certain segments of the packaging
paper industry, consolidation has not yet reached as
far as other parts of the paper industry.
Consequently, it is possible in the future thar Billerud
may acquire businesses that it considers will
strengthen its position in the market. On the other
hand, Billecud does not intend to integrate forward
in the value-added chain through acquisitions of
packaging manufacturers. The paper producers that
also have packaging production compete in part
with its customers. Billerud considers its independent
position to be a competitive advantage in the market
for packaging paper.




Competitive advantages

In its estimation, Billerud has a highly cost-effective
production system compared with most of its competi-
tors. An analysis by Jaakko Péyry, a well-respected
consulting firm in the forest industry, supports this
assessment. Billerud’s cost-effective production is pri-
marily attributable to:

* Economies of scale. Billerud is a leading supplier in
a number of its product segments, such as white
sack paper, technical kraft paper and semi-chemical
fluting. As a result, Billerud is able to achieve larger
economies of scale than its competitors in these
product segments.

Fully invested mills. Billerud’s production facilities
maintain a high technical standard. During the period
1996 through 2000 approximately SEK 4 billion was
invested in measures in order to enhance productivi-
ty and capacity as well as improve the environment.

Integrated pulp and paper production. All three
of Billerud’s mills are self-sufficient in pulp for paper
production. In addition to ensuring a stable pulp
supply, Billerud considers this a cost advantage rela-
tive to competitors who buy pulp externally for their
paper production. Furthermore, integration leads to
better paper grades, since the fibre does not have to
be dried - and thereby lose its strength ~ before
being transported to the paper machines.

Co-ordination gains
The combination of three mills with similar product
ranges provides excellent opportunities for efficiency
improvements and co-ordinarion. In addition, there is
the impact of investments in recent years, which have
not yet been fully utilised. The co-ordination of the
three mills, including higher capacity from complered
investments, is expected to result in a vearly effect on
the result of SEK 200 million. This annual effect will
be achieved by the end of 2003, provided normal utili-
- sation of capacity.

Net turnover by geographic market 2000

) Sweden, 16%
Qther EU countries, 64%
Rest of Europe, 7%

% Rest of world, 13%

Sales

Billerud markets and sells kraft paper, containerboard
and marker pulp. Its customers are converters, l.e.
manufacturers of paper packaging, sacks and paper
primarily in Europe. Sales are mostly made through
Billerud’s own sales organisation and to a lesser degree
through local agents. The five largest

customers account for 21 per cent of Billerud’s total
sales during 2000. Billerud’s European sales organisa-
tion is illustrated below. Subsidiaries are located in
Germany, the Netherlands, the UK, France, Spain and
Italy. Outside Europe, Billerud is represented through
sales offices and agents.

Sales, thousand tonnes delivered 1398 1999 2000
Kraft paper

Technical kraft paper ‘ 186 199 219
Sack paper . 232 251 281
Containerboard

Fluting 300 320 323
Liner’ 98 112 111
Market pulp 334 311 281
Total 1,150 1,193 1,215

Billerud's sales
organisation in Europe
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Production facilities

Billerud has an annual production capacity of nearly
1.3 million tonnes paper and pulp. Of the pulp pro-
duced at the three mills, Gruvon, Karlsborg and
Skirblacka, approximately three fourths are used in
the Company’s own paper manufacture, while the rest
is sold on the global marker for market pulp.

The facilities maintain a high technical standard and
during the period 1996 through 2000 approximately
SEK 4 billion was invested in, among other things, a
new soda recovery boiler and evaporation plant at
Gruvén, and a new wood room, chip facility and an
aerated active sludge plant to treat waste water at
Skirblacka. Furthermore, upgrades have been made to
the soda recovery boilers and paper machines at
Skirblacka and Karlsborg.

Billerud’s objective is that the investments should be
in line with depreciation. Maintenance and environ-
mental inveéstments as well as investments related to
quality upgrades and increased capacity urilisation of
existing machines are part of this figure. The Board of
Directors will shortly decide upon the first of the up-
grades, a re-building of paper machine 4 at Gruvén.
The up-grade, which is a result of the established
producr strategy, enables a redistribution of the pro-
duction towards prioritised paper grades. See also the
section Production facilities on page 26.

Purchasing

Raw material and energy

In 2000, approximately 1.2 TWh of energy was pur-
chased at a cost of abour SEK 430 million. Chemical
costs totalled approximately SEK 380 million during
the same period.

Billerud’s purchasing organisation consists of a pur-
chasing department at each mill and a central purchas-
ing manager. A total of around 135 employees work in
the mills” purchasing departments. The purchasing
operations are co-ordinated centrally to take advan-
tage of and develop the cost synergies achieved
through a shared procurement process.

Wood supply :

Billerud’s wood requirements at full capacicy utilisa-
tion are currently total 4.9 million cubic metres, the
large part of which, 3.7 million cubic metres, consists
of softwood fibre.

12

Billerud buys wood externally, since it does not own
any forests. Billerud’s wood supply is contracted
through 2003 through agreements with AssiDomin
and Stora Enso. The agreements are assessed to have
been entered into on market terms and Billerud
expects that the co-operation will continue after 2003,

The main focus of Billerud’s long-term wood supply
is to continue to meet requirements from its three local
wood markets. The mills that are now part of Billerud
have been in operation for many years and the fact
that they have been combined within the same compa-
ny does not necessarily create any additional demand
for wood.

The wood supply is good in Sweden at present,
since the regeneration of wood is expected to exceed
telling for the foreseeable future.

Imported wood, mostly broad-leaf wood and pri-
marly from the Baltic States and Russia, represent
approximately 25 per cent of Billerud’s total require-
ments and is therefore an important part of Billerud’s
total wood supply. See also the section Other informa-
tior on page S1.

Logistics :

The three Billerud mills currently use different trans-
port solutions to deliver finished products from mill to
customer, Skarblacka mainly utilises AssiDomin’s rail
system, Rail 99; Karisborg uses both Rail 99 and
“Link boats” (AssiDoman’s sea-borne transport sys-
tem); and Gruvon uses, among other things, Stora
Enso’s BasePort system, a combination of rail and sea,
to reach terminals in Europe. The logistics agreements
are assessed to have been entered into on market terms
and are valid through 2002.

A review is currently being made of Billerud’s long-
term needs for delivery systems and transport solutions
when the agreement expires. Customer demands for
speed, flexibility and delivery precision must be bal-
anced against cost effectiveness and environmental
impact when creating a new transport system. One of
the current systems may be selected, or the Company
may decide on a combination of more than one. The
possibility of creating a completely new transport sys-
tem will also be evaluated. Any new solution will be
put into place in 2003, ar the earliest. -




Product and process development

Billerud’s product and process development is focused
on creating value-added by offering customers a better
product and improving efficiency in the use of produc-
tion resources in terms of both costs and the environ-
ment. To date, product and process development at
Billerud has been carried out by each paper mill and
by the central research and development departments
at AssiDomdn and Stora Enso. )

Product and process development is co-ordinated
centrally but takes place primarily at the mills.
Billerud has access to studies and product and devel-
opment documentation from AssiDomin and Stora
Enso. In addition, certain intangible assets have been
transferred to Billerud. Special competence and sup-
port not available within Billerud will be procured

-externally, for example, from research institutes and

universites.

Large, Group-wide product development efforts are
initiated collaboratively by the mills and managed by
product groups with representatives from the mills in
question and the central marketing organisation.
Altogether, the mills have around 40 employees
involved in product and process development.

Expenses for product development are charged

" against profit in the year in which they arise, and in

recent years have corresponded to approximately 0.7
per cent of Billerud’s net turnover, which is the level
the Company expects development expenses to remain
at in the future. ’

Besides direct development costs that are charged to
Billerud’s result, extensive technology and process
development in connection with installation of new
production equipment is normally made. These activi-
ties are conducted at the supplier and are part of the
investment cost.

Focus

Most resources for product and process development
are focused on developing existing strategic products in
close co-operation with key customers and on raising
productivity, cutting costs and reducing environmental
impact by adjusting and optimising the production
process. Product development in kraft paper and con-
tainerboard production is focused mainly on meeting
demands for increased productivity in the customers’
production processes, strengrh and other mechanical
properties, printability for graphic applications, devel-
opment of coated kraft paper for new product areas
and environmental improvements to products and pro-
duction processes.
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Patents and trademarks

Due to the process development previously done at
the three mills, Billerud has some patents in pulp and
paper production. The greater emphasis on product
development means that patent activities will increas-
ingly focus on protecting the Company’s product
portfolio. See also the section Other information on
page S52.

Environment

The raw material Billerud uses is renewable, and its
paper products can be recycled or used as an environ-
mentally friendly biofuel.

Environmental issues are a high priority in the daily
work. Processes and products are continuously devel-
oped to optimise the use of resources and minimise
environmental impact. Environmental work adds value
to Billerud’s products and strengthens customer confi-
dence in the Company, thus giving it a competitive
edge in the market.

Environmental work is based on Billerud’s overall
policy toward the environment and the community.
Objectives are then formulated for each mill that rake
into account their specific situation in terms of pro-
duction and location.

Environmental management systems and certification
An important tool in Billerud’s environmental work,
both short- and long-term, is the introduction of envir- -
onmental management systems. This facilitates work
on environmental issues in an active, systematic man-
ner. With environmental management systems, envi-
ronmental work can be certified independently.
Continuous improvements are then required. All
employees are involved and routines are established to
monitor ongoing work and reduce the risk of environ-
mental incidents.

The mills in Skidrblacka and Karlsborg have envi-
ronment management systems certified according to
the international ISO 14001 standard and registered
according to Europe’s Eco-Management and Audit
Scheme, EMAS. The Gruvén mill plans to certify
according to ISO 14001 in 2002,

Environmental investments

Major investments were made at Billerud’s three mills
in the late 1990s ro improve resource efficiency and
protect the environment. One example is the long-term
aerated active sludge plant to trear wastewater in

Skirblacka, which has cut discharges of environmen-

tally harmful substances to warer in half compared
with the discharges five years ago.
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At both Gruvén and Skirblacka, investments have
recently been made in new wood rooms that reduce
noise levels and water discharges. Other examples
include measures introduced at Karlsborg to limit
noise levels and at all mills to reduce discharges of
malodorous gases, two issues important to the imme-
diate environments around the mills.

In 2000 Gruvon installed one of the world’s most
modern soda recovery boilers. The new boiler facili-
tates efficient energy consumption and reduced emis-
sions to air. Also worth mentioning is the investment
in a new evaporation plant at the Gruvén mill, which
was placed in operation in 2001 and significantly
reduces energy consumption and emissions to water
and air.

In addition to direct environment investments, most
other investments that have been made have also bene-
fited the environment.

Legislation and government permits

Billerud’s mills are affected by legislation in Sweden -
mainly the Environmental Code - and the EU. The
manufacture of pulp and paper requires a permit from
the Environmental Court. Permits stipulate production
condirions, limits on emissions to air and water, noise
and waste management responsibilities.

Billerud has all required permits necessary to con-
duct operations at the volumes that are currently pro-
duced today. At all mills, interim evaluations are under
way on the technical and financial opportunities to
limit emissions to air and water according to what is
environmentally appropriate.
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Billerud assesses that a number of internal process-
related measures and adjustments of existing machin-
ery, are needed to meet the objectives set out in the
permits. At Gruvon and Karlsborg environmental
investments are needed mainly in connection with the
external water purification.

Bitlerud applied to the Environmental Court in
2001 to expand paper production at Karlsborg and
for a new permir at the Gruvén mill according to the
Environmental Code for higher levels than currently
allowed for its pulp and paper production. The
increased production at the Gruvon mill will require
further environmental investments, mostly regarding
improved external purification. These investments are
expected to amount to approximately SEK 200 million
and are expected to be implemented during a five-year
period. For the Karlsborg mill, the investment is esti-
mated to amount to approximately SEK 100 million
during a two-year period. Present interim evaluations
may result in further environmental investments. For
further information on production permit applications,
see the section Production facilities on page 26.

The investments thar are required in order to meet
set objectives and to obtain the expanded permits are
expected to be covered within the investment level that
has been decided for the next years, i.e. yearly invest-
ments in line with depreciation.




Organisation

The Group is managed operationally through a matrix
organisation consisting of two marker areas, Paper
and Market Pulp and the three production facilities. In
addition to these there are functions for Finance,
Technology and Personnel & Information. Sales and
marketing at all three mills are subordinate to the two

_ marketing managers, who co-ordinate and manage

this work together with each mill’s sales unit. The
marketing managers have fixed sales targets. The mill
managers are responsible for production and have
fixed targets for productivity. All reporting for market
areas and producrions facilities is done monthly to the

.CEO.

Billerud’s management group consists of the
President, also CEQ, the heads of each market area
and the heads of Accounting & Finance, Technology
and Personnel & Information. The management group
also includes the manager of each paper mill. The
CEO and other senior executives, with the exception
of the mill managers, are located in Solna.

The CFO is responsible for, among other things,
Billerud’s financial accounts, financial planning and
controls, financial and currency policies, IT issues as
well as external reporting and contacts with investors.

The technical director has overall productivity
responsibility for all production facilities. His area of
responsibility also includes Billerud’s policy for quality,
environmental issues, the concessions required to oper-
ate its business, product and process development, and
investments in the mills,

The personne! director has overall responsibility for
human resources, organisation and information issues.

Billerud has eight sales units. The product areas
kraft paper, containerboard and market pulp also have
key account managers, who are responsible for con-
tacts with major European customers.

Each production facility is managed by a mill man-
ager, whose primary responsibility is to maintain effi-
cient, cost-effective production. Each mill also has its
own purchasing department, which is responsible for
purchasing input material in accordance with direc-
tives laid down centrally.

The establishment of the Group

Billerud was established through the merger of the
three paper mills Gruvén, Karlsborg and Skirblacka.
Gruvon was previously part of the Stora Enso Group,
while the other two mills were part of the AssiDomin
Group. Prior to Billerud’s establishment, Gruvon,
together with a mill in Skoghall, formed a separate
legal entity, Stora Enso Paperboard AB. Gruvon and
Skoghall were each separate profit centres within Stora
Enso Paperboard AB, which was headquartered in
Skoghall. The mill and head office in Skoghall were

Operational organisation
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sold by Stora Enso Paperboard AB to other companies
within the Stora Enso Group, after which Stora Enso
Paperboard AB changed its name to Billerud AB.

The mills in Karlsborg and Skarblacka were each
separate legal entities within the AssiDomin Group.
AssiDomin acquired 50 per cent of Billerud AB
through a non-cash issue of shares in early 2001. As
payment, it offered the shares in the companies that
own the mills in Karlsborg and Skirblacka in Billerud
AB, which thereby became subsidiaries of Billerud AB.

Legal structure

Billerud AB, which has its registered office in
Stockholm, is the parent company in a group with
nine subsidiaries, six of which are sales companies and
one of which is under liquidation'. Two of the sub-
sidiaries, Billerud Skdrblacka AB and Billerud
Karlsborg AB are producing paper mills. The head
office, as well as the Gruvon mill and the sales units
International and Scandinavia, are part of the parent
company.

Employees :

The average number of employees during che first nine
months of 2001 was 2,357 of whom 18 per cent were’
women. The average number of emplovees at the
head-office was 10 people.

An important part of Billerud’s human resource
work is creating incentives and understanding for the
Group’s profit requirements, so that all employees
support and help to achieve Billerud’s growth objec-
tives. A number of bonus systems are currently used to
encourage employees of the mills and Group functions
to actively take part in the Group’s development.
Except for the Group executive board’s incentive pro-
gram, which is further described in section Salaries,
remuneration and auditors’ fees on page 49, a bonus
system has been created for the management teams
and some other employees at each mill. The bonus
payments according to these programs are stipulated in
accordance with the result as well as individual criteria
and may amount to 20 per cent of the normal wage.
The bonus system for all other employees at the mills
consist of bonuses that are paid on top of normal
wages and are based on cobjectives for productivity
and production volumes, among other things.

Billerud’s Board of Directors intends to establish a
stock related incentive program, which will have to be
approved by the shareholders of Billerud. The Board
of Directors’ intention is that the terms and conditions
for the new incentive program should be set up in
accordance with Swedish market practice for similar
companies.

Average number of full-time employees 1996 - Jan-Sep 2001
(1996 through 2000 are pro forma)

2,800
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2,000
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1,200

800

i
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1996 1997 1938 1999

1 Swedish subsidiaries, Billerud Karisborg AB and Billerud Skarblacka AB are domiciled in Kaiix and Norrkdping repectively. Billerud Benelux B.V. is domiciled in the Netherlands,
Billerud France S.A.S in France, Billerud GmbH in Germany, Billerud Iberica S.L. in Spain, Billerud S.rf in ftaly and Bitlerud Sales Lid. in the UK. Billerud KPS A/S domicifed in

Denmark is under liquidation.
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In the autumn of 2000 AssiDomin and Stora Enso
reached an agreement in principle to merge their
Gruvon, Karlsborg and Skirblacka paper mills into a
group. In connection with the merger, the company’s
name was changed from Stora Enso Paperboard AB to
Billerud AB, which at the same time was restructured
in a way that it subsequently included only the
Gruvon mill.

The present Billerud Group was established at the
beginning of 2001 through a merger with AssiDoman’s
papers mills in Skdrblacka and Karlsborg.

Each of the three paper mills that comprise Billerud
has a long tradition as part of various corporate struc-
tures in the Swedish pulp and paper industry.

Billerud and Gruvén

Billerud dates back to a sulphite mill, Sweden’s third,
which was built in 1883. The company established for
this purpose was named after the local village of
Billerud in the city of Séffle, in Virmland county. The
sulphite mull still stands today, though it is no longer
part of Billerud. .

In the 1920s Billerud constructed a sawmill in
Gruvén and in 1931 it added a sulphate mill and
paper mill. This marked the start of Billerud AB,
Gruvén Mill.

In the late 1970s the company then known as
Billerud merged with the forest division of the steel
and forest group Uddeholm to form Billerud-
Uddeholm. -

In one of many restructurings in the Swedish forest
industry, Billerud-Uddeholm was acquired in 1984 by
former Stora. After Stora Enso was established in
1998, Billerud’s operations were made part of Stora
Enso’s division for cartonboard and packaging paper,
Stora Enso Paperboard. The name Billerud lived on,
however, as a product brand for cerrain products.

In recent years investments have been made in new
production equipment at Gruvén, including a new soda
recovery boiler and evaporation plant and the recon-
struction of the softwood line.

Karlshorg
Karlsborg Mill has its origin in the sulphate pulp mill
that was built in Karlsborg in 1929,

The company then known as Dominverkert
acquired the Karlsborg mill in 1937 and later trans-
ferred it to its subsidiary AB Statens Skogsindustrier,
ASSI. ASSI was separated from Domanverket in 1957
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and became directly owned by the Swedish state.
Stare-owned Domiin and ASSI merged on 30 September
1993 to form AssiDomin AB.

The construction of the mill started in 1951. The
first paper machine was installed in 1953 and the sec-
ond, that is still in use, four years later. Paper machine
number 2 has been up-dated at a number of occasions,
most recently in 1996.

The pulp factory was modernised in 1979-1980,
when a new pulp line, new evaporation plant, new
soda recovery boiler and a new bark boiler were-in-
stalled. A new wood room was put into operation in
19835.

Skarblacka

Paper production began in Skirblacka in 1872, when
Skirblacka Mill was established. Together with two
nearby mills, it formed Fiskeby AB in 1917,
Production of mechanical and sulphite pulp was com-
plemented in the late 1920s by kraft paper and sul-
phate pulp.

Paper machine 6 was built in 1947 on the site
where Skirblacka Mill is currently located. With a
strategy to supply the rapidly expanding retail and dis-
tribution trades with packaging raw marerial, a new
sulphate mill and paper machines 7 and 9 were added
in the early 1960s in the largest one-time investment in
the Swedish forest industry up to that point.

Since then Skarblacka Mill has been continuously
expanded. In the mid-1970s another pulp line was
buile, at the same time that the bleaching plant and
paper machine 8 were installed. Another major expan-
sion took place in the 1980s, when bleaching capacity
was doubled to 150,000 tonnes annually and a new
drying machine was erected. Significant investments
were also made on the environmental side, including
the installation of an MC oxvgen bleaching plant.

During the late 1990s a major rebuilding tock
place. The soda recovery boiler, power supply system
and paper machines 7, 8 and 9 were all renovated, as
was the aerated lagoon dating back to 1976, which
was rebuilt into a long-term aerated activated sludge
plant. An R&D centre, new laboratory and new wood
room were added as well.

Afrer a long period under the ownership of KF (the
Swedish Cooperative Union), Skirblacka Mill was
sold in 1986 to Holmen, which in turn was acquired
by MoDo in 1988. Skirblacka Mill became part of
MoDo Packaging, which was acquired by AssiDomin
in 19935.
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In total, approximately 324 million tonnes of paper
were produced around the world in 2000. In Europe,
the corresponding volume was approximately 90 mil-
lion tonnes. The total market for paper is usually div-
ided into three main groups: newsprint, fine paper and
packaging paper. The global market for packaging
paper, which is the market in which Billerud operates,
amounted in 2000 to approximately 97 million tonnes

The mérket for packaging paper in Europe 2000
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100

20 million tonnes 33 million tonnes

raft paper
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Paper total," Packaging
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Source: Jaakka Pdyry, 2001. ~
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of which Europe accounted for 33 million tonnes.
Packaging paper is in turn divided into cartonboard,
kraft paper and containerboard. Billerud is also active
in all segments of the kraft paper marker as well as the
kraft liner and semi-chemical and other fluting seg-
ments of the containerboard market. In Europe, con-
sumption of kraft paper and containerboard amounted
to approximately 3 million and 20 million tonnes,
respectively, in 2000.

Kraft paper 3 million tonnes

White technical kraft paper, 33%

- Brawn technical kraft paper, 20%

2 Brown sack paper, 40%

B3 White sack paper, 7%

Kraftliner, 15%
Jll Other fluting, 40%
m SC fluting, 5%
m Other liner, 40%
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Kraft paper operations comprise the product sub-

segments technical kraft paper and sack paper.

Share of Group'’s
operating profit
Jan-Sep 2001

Share of Group's
net turnover
Jan-Sep 2001

2000 2001
SEK million 1998 1999 2000 Jan-Sep Jan-Sep
Net turnover 2,750 2,747 3,282 2,421 2,615
Operating profit 295 231 588 430 602

Kraft paper is produced at all three of Billerud’s mills:
technical kraft paper primarily at Skirblacka and
Gruvon, white sack paper at Karlsborg and Gruvén,
and brown sack paper primarily at Skarblacka.

The various grades of kraft paper differ depending
on the properties required for the each area of appli-
cation. For sack paper, for example, strength and
porosity are important properties, while strength and
printability, as well as runability, are important in
flexible packaging, paper bags, carrier bags, release
liner and wrapping paper. For paper used in packag-
ing foods, pharmaceuticals and hygiene products,
purity demands are also very high.

2000 2001
Sales, thousand tonnes 1938 1999 2000 Jan-Sep Jan~Sep

Technical kraft paper 186 199 218 168 167
Sack paper 232 251 281 212 179
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Technical kraft paper
Billerud manufactures and sells white uncoated and
coated MF and MG paper.

Billerud’s MF paper (Machine Finished) is an
uncoated paper produced from sulphate pulp. The key
properties of MF paper include strength and printabil-
itv. MF paper is used mainly for paper bags, carrier
bags and wrapping paper.

Billerud’s MG paper is a mono-glazed paper pro-
duced from sulphate pulp. The key properties of MG
paper include strength and printability. MG paper is
more rigid than MF and therefore can be used in
lower grammages. MG paper is used mainly for paper
bags, flexible packaging and special products.

Flexible packaging includes packaging in which the
paper is combined with other material, such as alu-
minium or plastic, and is used for products that
require a barrier against humidity, aroma or-oxygen,
tor example. The term flexible packaging also com-
prises packaging “manufactured” at the time products
are packaged, such as powdered soups.

Special products comprise so-called release liner, e.g.
the paper thart self-adhesive labels are artached to, and
paper for disposable medical products and instruments.

Billerud also markets coated kraft paper used for,
among other things, release liner, tlexible packaging
and carrier bags.

Sack paper _
Billerud produces both white and brown sack paper
and focuses primarily on sack paper for building
material and cement manufacturers. These industries
place high demands on the paper’s strength, stretch-
ability and porosity (ability to allow air to penetrate)
and in the case of white sack paper its printability as
well.

In its own opinion, Billerud is the leading producer
of highly porous sack paper grades for products sold
in powder foem, such as cement, chemicals and sugar.
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Billerud’s sack paper is produced from long fibre
sulphate based on virgin fibres and has high quality in
all its properties. Billerud’s sack paper is the result of
many years of product development, which has pro-
duced grades that facilitate the use of lower gram-
mages. That in turn means that less material is con-
sumed than with conventional sack production.

Customers

Approximately 95 per cent of Billerud’s sales of tech-
nical kraft paper in 2000 was to customers in Europe,
mainly in the Nordic countries, the UK, France, the
Netherlands, Italy and Germany. Customers are pro-
ducers of paper-based packages, so-called converters,
which further process the paper to meet end-users’
demands in terms of printability, surface treatment,
lamination and plastic coating. Sales are often based
on long-term relationships between customers and
Billerud’s mills. The five largest customers accounted
for 28 per cent of Billerud’s sale of technical kraft
paper in 2000. Examples of end-users include manu-
facturers of food, pharmaceuticals and cosmetics,
department stores and bakeries.

White sack paper is currently supplied almost
exclusively to sack manufacturers in Europe, while the
majority of brown sack paper is supplied to manu-:
facturers outside Europe. The five largest customers
accounted for 42 per cent of Billerud’s sack paper
sales in 2000.

An estimated 60-65 per cent of sack manufacturing
in Europe is integrated, i.e. pulp and paper producers
have their own sack production. Billerud is a narural
partner to non-integrated sack producers. Among the
major manufacturers in Europe, only Billerud and
Finland’s UPM do not produce their own sacks.
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Market

The global market for white technical kraft paper in
2000 amounted to approximately 3 million tonnes,
split berween 23 per cent MF, 42 per cent MG and 35
per cent coated kraft paper.

The European market, where Billerud today has the
large part of its sales of technical kraft paper, amounted
to slightly over 1 million tonnes in 2000.

The global marker for sack paper in 2000 amounted
to approximately 4.9 million tonnes, of which approx-
imately 10 per cent, or 0.5 million tonnes, consisted of
white sack paper. The European market in 2000
amounted to approximately 1.4 million tonnes:
approximately 0.2 million tonnes white and approxi-
mately 1.2 million tonnes brown sack paper.

The market for sack paper is global. The largest
flows are from North America to Asia and South
America, and from the Nordic region to Continental
Europe and North Africa.

White technical kraft paper - areas of application

B Paper bags and carrier bags, 28 %
B3 Flexible packaging, 25%

B \Wrapping paper, 12%

: Release liner, 15%

3 Envelopes, 5%

Pharmaceutical packaging, 3%
- Other, 12%

Source: Jaakka Pdyry, 2001

White sack paper - areas of application

% Building material, 19%
FER Chemicals, fertilizer, 21%
Bl Agricultural products, 21%
Pet foad, 26%

m Food, 7%

T Cther, 6%

Source: Jaakko Poyry, 2001.

Brown sack paper - areas of application

@ Building material, 52%
BEj Chemicals, fertitizer, 16%

m Agricultural products, 11%

Pet food, 11%

5 Food, 5%

% Qther, 5%

Saurce: Jaakka Pdyry, 2001.




Competitors

Billerud is the second largest producer of white tech-
nical kraft paper in Europe, with an estimated market
share of 24 per cent. The leader is Finland’s Ahlstrém,
with a market share of approximately 36 per cent. In
certain segment, such as white MG and MF paper,
*Billerud is assessed to be the leader.

White technical kraft paper - competitors in Europe,
2000

Capacity thousand tonnes
Ahistrém 358
Billerud 240
UPM-Kymmene 177
Cham-Tenero 110
Sappi Alfeld 105

Source. Jaakko Poyry, 2001

Europe’s leading supplier of sack paper is Austria’s

_ Frantschach Industrial Packaging, with 620 thousands
tonnes, followed by Billerud 253 thousands tonnes.
Billerud is, however, Europe’s leading supplier of
whirte sack paper.

Sack paper - competitors in Europe, 2000

Capacity thousand tonnes
Frantschach 620
Billerud 255
Korsnés 145
UPM-Kymmene 135
Jefferson Smurfit 125

Source: laakko Péyry. 2001

Outloak

In Billerud’s estimation, white technical kraft paper
will find an increasing number of applications, and
indications are that this segment of the market is
becoming global. Looking forward, carrier bags,
paper bags, flexible packaging, wrapping paper and
release liner are expected to remain the largest areas
of application for white technical kraft paper.
Increased demand is expected mainly in release liner
and packaging material for pharmaceuticals, though
from a low level, while little or no demand increase is
expected in flexible packaging.
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According to Jaakke Poyry, global demand for
uncoated MG paper is expected to rise by an average
of 2 per cent a year and uncoated MF paper by slight-
ly more. According to Jaakko Poyry, demand for coat-
ed MG/MF paper is expected to rise by an average of
1.8 per cent a year, though slightly higher in Europe,
at 3 per cent.

The overall global market for sack paper is expect-
ing little or no growth looking forward. According to
Jaakko Poyry, demand for white sack paper is expect-
ed to increase, primarily in Europe, where growth is
estimated at an average of 1.8 per cent per year during
the next couple of years.

Increased demand for brown sack paper is expected
mainly in the Pacific Rim and Asia, excluding China
and Japan, while consumption of brown sack paper is
expected to decline in certain markets, such as
Western Europe, North America and Japan. There are
several reasons for stagnant consumption of brown
sack paper. Stagnant or poor development in indus-
tries with large users, such as the European and North
American construction industry, is leading to lower
sack paper consumption. Also, improved paper grades
are facilitating lower material consumption and thus
reducing consumption. The average weight of a sack
in Europe has declined from approximately 250
grams to about 170 grams.

The main applications expected to generate
increased consumption of white sack paper-are build-
ing material, agricultural products and pet foods. The
application for brown sack paper expecting the largest
growth is pet food.
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Containerboard operations comprise the product sub-
segments fluting and liner.

Share of Group’s
operating profit
Jan-Sep 2001

Share of Group’s
net turnover
Jan-Sep 2001

2000 2001
SEK million 1998 1999 2000 Jan-Sep Jan-Sep
Net turnover 1,518 .1,455 1,758 1,321 1,468
Operating profit 86 91 299 240 303

2000 2001
Sales, thousand tonnes 1998 1998 2000 Jan-Sep Jan-Sep
Fluting 300 320 323 245 236
Liner 98 112 111 87 93

Billerud manufactures containerboard at Gruvon and
Skdrblacka. Corrugated board consists of two surface
layers, so-called liners, and a rippled middle layer, flut-
ing. Corrugated board has a wide range of applications
- from simple, rugged transport packaging, where its
strength, rigidity and shock absorption are important
properties, to customised consumer packaging suited for
advanced, decorative printing. Billerud mainly focuses
on virgin fibre-based WTL (White Top Liner), fully
bleached liner and fluting.

Corrugated board is used in primary and secondary
packaging for food, such as fruit and vegerables, pro-
duced and ready meals, as well as consumer goods,
durable goods and industrial products - in other words,
most things produced for and transported to consumers.
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Food packaging generally requires packaging mater-
ial free from contaminants. Billerud meets this require-
ment by using only virgin fibre in the containerboard
for this application. Moreover, its properties make it
well suited to goods transported over long distances in
demanding environments, such as high humidity or
changing climates. Other key properties include stack-
ing strength and a consistently high conversion speed in
the customer’s production process.

Most of Billerud’s fluting, which is marketed under
the Billerud Flute brand name, is made from Scandi-
navian virgin fibre and maintains a very high quality in
terms of strength and convertibility. Its main areas of
application are boxes used for fruit and vegetables,
which are transported over long distances, and so-called
heavy-duty packaging for very heavy goods.

In consumer goods packaging, printability is a very
important property in order to communicate a message
to consumers.

White Top Liner, which was developed in 1969 at the
Gruvon mill, is the side of corrugated board used for
printing. Billerud’s WTL is marketed under the Billerud
White Top brand name. Billerud White Top is used for
products where good printing results are important and
specific strength properties are required, e.g. transport
packaging for beverages such as beer and soft drinks,
fruit and vegetables, electronics and white goods, and
display cabinets.

Fully bleached liner is a refinement of WTL and is
marketed under the Billerud White Liner brand name.
Produced in lower grammages than Billerud YWhite Top,
Billerud White Liner contributes to optimal use of raw
material. Billerud White Liner is well suited for very
thin corrugated board, so-called microwell, used for gift
boxes, packaging for perfume, wine and spirits, exclu-
sive consumer goods and so on.

On behalf of Stora Enso, Biilerud also produces
approximately 5,000 tonnes of liquid cartonboard a
year according to an agreement that extends until year-
end 2002. Liquid cartonboard is used for small, special
liquid packaging, such as Tetra Classic for milk and
cream.




Customers

Approximately 90 per cent of Billerud’s container-
board sales in 2000 were to European customers. The
customers are converters, who from the two paper lay-
ers, liner and fluting, produce containerboard and cor-
rugated board. Sales are often based on long-term
relationships between the customer and the mills that
are part of Billerud. The end-user is the industry that
uses containerboard and corrugated board as a pack-
aging solution. The five largest customers accounted
for 63 per cent of Billerud’s containerboard sales in
2000.

Market

The European market, Billerud’s largest, amounted to
approximately 20 million tonnes in 2000. Germany is
the largest market, followed by Italy and France.

Since corrugated board is a relatively bulky material
that cannot bear high transporr costs, the corrugated
board market is principally a local market and produc-
tion facilities are generally located near large, popu-
lated areas.

In Europe, 70 per cent of corrugated board produc:
tion is based on recycled fibre and 30 per cent on virgin
fibre. .

As a marerial, corrugated board competes in certain -
areas with alternative materials such as returnable plas-
tic crates and wooden crares.

Containerboard - areas of application (Europe)

Food, agricultural products, 33%
73 Beverages, tobacco, 10%
Chemicals, pharmaceuticals, 10%

Household goods, 15%

3 Other, 32%

Source: Jaakko Poyry, 2001

Competition
The leading suppliers of virgin fibre-based container-
board are mainly in North America and Scandinavia,
while China, followed by Germany and Iraly, are
mainly importers.

Billerud is the leading supplier of semi-chemical
fluting in Europe, with a market share of approxi-
mately 20 per cent.
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Semi-chemical fluting - competitors in Europe, 2000

Capacity thousand tonnes
Biflerud 323
Stora Enso 260
M-Real 245
Kappa Packaging 165
La Rochette Venizel 165

Source: Jaakko Péyry, 2001

Outlaok

In Billerud’s estimation, the market for recycled fibre-
based fluting, both globally and in Europe, will grow
by an average of 3 per cent a year, while demand for
virgin fibre-based fluting is expecting only a marginal '
increase.

Furthermore, Billerud expects the global market for
fully bleached and white liner to grow by an average
of 3.5 per cent a year. In Europe, stronger growth is
expected, at annual averages of 4.5 and 5.5 per cent,
respectively.

The likelihood that new machine capacity for virgin
fibre-based containerboard will be installed is small.
Growth in demand is expected to be met primarily
through added capacity for recycled fibre-based con-
tainerboard on the Continent and in Asia. Collection
and recycling levels are high, which is expected to lead
to poorer quality recycled fibre due to repeated reuse.
Against this background, Billerud expects there to be a
market for virgin fibre-based containerboard.
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s Market pulp

Paper pulp is the predominant raw material used in
the manufacture of all types of paper.

Share of Group's
operating profit
Jan-Sep 2001

Share of Group’s
net turnover
Jan-Sep 2001

2000 2001
SEK million 1998 1999 2000 Jan-Sep  lan-Sep
Net turnover 1,194 1,185 1,625 1,153 1,092
Operating
profit/loss -5 46 553 371 208
Sales, thousand 2000 2001
tonnes 1998 1999 2000 Jan-Sep  Jan-Sep
Market pulp 334 311 281 209 223

There are many grades of pulp depending on the type
of wood used. The paper pulp production mills do not
use for their own paper production is sold as markert
pulp to paper manufacturers around the world.

In a pulp mill, wood is converted to a suspension of
cellulosé fibre, which gives the paper its most impor-
tant properties. Hardwoods such as birch, beech and
aspen have short fibres (approximately 1 mm), which
produce paper with good printability. Softwoods such
as pine and spruce have long fibres (34 mm), which
provide strength and good runability in printing press-
es. Pulp from different types of wood is often com-
bined to give the finished paper the desired properties.
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Chemical pulp is produced by freeing fibres through
chemical processing, by boiling them together with
chemicals. In the chemical process, the natural binding
agent lignin is released between the fibres.

The pulp grades Billerud markets include Nordic
bleached softwood kraft, NBSK, and bieached short
fibre birch sulphate.

Of the pulp produced at its three mills, approxi-
mately three fourths is used in Billerud’s own paper
production. The resr is sold externally as marker pulp.

Customers
Sales are made largely through Billerud’s own sales
organisation, which has sales offices in key European
markets, and to a smaller degree through local agents.
Approximately 20 per cent of Billerud’s sales of mar-
ket pulp is to markets in Europe, primarily the Nordic
region, Germany, France and the Benelux countries.
Customers are manufacturers of coated and un-
coated fine paper, high-quality tissue, kraft paper and
special paper, such as labels. The five largest customers
accounted for approximately 36 per cent of Billerud’s
market pulp sales in 2000.

Market

The global market for market pulp is estimated by for-
est industry consultant Jaakko Pdyry at approximately
42 million tonnes in 1999. Approximately 19 million
tonnes consisted of bleached chemical long fibre sul-
phate, approximately 17 million tonnes bleached
chemical short tibre sulphate, approximately 3 million
tonnes mechanical pulp and approximately 3 million
tonnes other (including unbleached pulp). According
to Jaakko Poyry, long-term demand is expected to rise
by an annual average of 2.7 per cent to 68 million
tonnes in 20135.
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Europe is the single largest and most important for
market pulp, accounting for approximartely 44 per
cent of total demand, while North America accounts

for approximately 21 per cent and the rest of the
world for 35 per cent.

Nordic long-fibre sulphate, which is produced in
North America and the Nordic region, is Billerud’s
main product and the leading grade in the bleached
chemical long fibre sulphate segment.

Competition

Billerud ranks fourth among European producers of
Nordic sulphate pulp for market pulp and is a strare-
gic supplier to a number of large non-integrated paper

producers in Europe.

The 10 largest producers of market pulp
{long fibre and birch) in Europe 2001

Capacity Thousand tonnes
Sodra 1,850
Stora Enso 1,190
Metséa group 810
Billerud 330
Rosenthal 300
Polz 290
SCA 275
Rottneros 190
Munksjo 175
UPM-Kymmene 165

Source: Jaakko Poyry, 2001
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Price trend for market pulp in Europe 1970-2001
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Production facilities

Annual production capacity at Billerud’s three mills,
Gruvén, Karlsborgand Skirblacka, amounts to an
aggregate of nearly 1.3 million tonnes.of pulp and
paper, divided between kraft paper, containerboard
and market pulp.

Wood raw material is purchased from AssiDomin
and Stora Enso, according to three-year framework
agreements entered into in connection with Billerud’s
establishment.

The mills maintain a high technical standard and ali
three are certified according to ISO 9001. Karlsborg
and Skirblacka are also certified according to
ISO14001 and registered according to EMAS.

Each mill plans an annual shutdown for one to two
weeks for larger repairs and maintenance.

All production facilities are self-sufficient in terms
of pulp. The pulp not used for their own paper pro-
duction is sold on the global market as marker pulp.

Gruvon

The Gruvén mill, located in Virmland county,
includes three pulp lines, six paper machines, a coating
machine and two flash dryers for market pulp. The
mill produces kraft paper, containerboard and market
pulp. In recent years investments have been made in
new production equipment, including a new soda
recovery boiler and new evaporation plant.

Production capacity, tonnes/year

Kraft paper 175,000
Containerboard 370,000
Pulp 630,000
- of which for internal usage 545,000
- for market pulp 85,000
Average number of employees 1,080

Allowable production of end-products, tonnes/year' 895,000

1 For production of end-products (kraft paper, containerboard and market guip),
Billerud has a permit for annual production of 440,000 tonnes of sulphate pulp,
225,000 tonnes of semi-chemical pulp and 30,000 tonnes of recycled fibre puip.
On 1 August 2001 Billerud applied to the Environmental Court at the Vanersborg
City Court for a permit to produce 540,000 tonnes of sulphate pulp and the ne-
cessary amount of semi-chemical pulp for production of 840,000 tonnes of end-
praducts per year at Gruvén.

Gruvon mili in Grums, Varmiand.




Karisborg

The Karlsborg mill in Norrbotten county includes a
pulp line, a paper machine, a coating machine and a
wet machine for market pulp. The mill produces kraft
paper and market pulp. In recent years, investments
have been made in, among other things, an upgrade of
the soda recovery boiler and kraft paper machine.

Production capacity, tonnes/year

Kraft paper 110,000

Puip 270,000

- of which for internal usage 105,000

- for market pulp 165,000

_ Average number of employees 485
Allowable production of end-products, tonnesfyear '

Kraft paper and/or market pulp 290,000

Coating of paper 40,000

1 The Karlsborg mill has a permit 1o pracess 105,000 tonnes of its pulp production
inta paper. On 21 lune 2001 Billerud applied to the Environmental Court at the
Umea City Court for a permit to produce 135,000 tonnes of paper a year.

Karisborg mill in Kalix, Norrbotten.
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Skérblacka

The Skirblacka mill is located in Ostergdtland county
and includes three pulp lines, four paper machines and
a pulp dryer. The mill produces kraft paper, container-
board and market pulp. A portion of the fluting con-

sists of recycled fibre. In recent vears investments have -

been made in, among other things, a new wood room
and chip facility, a new lagoon for aerated water treat-
menr and upgrades of the kraft paper machines and
soda recovery boiler.

Production capacity, tonnes/year

Kraft paper 205,000
Containerboard 90,000
Pulp 375,000
- of which for internal usage 295,000
- for market pulp 80,000
Average number of employees 720

Allowable production of end-products, tonnesfyear ' 470,000

1 For production of end-products (kraft paper, containerboard and market pulp),
the Skarblacka mill has a permit for annual production of 365,000 tonnes of
sulphate pulp and 70,000 tonnes of semi-chemical pulp.

Skérblacka mill in Skarblacka, Ostergétland




Five-year summary,
pro forma

Principles for the pro forma accounts

Billerud was created through a merger of AssiDomin’s
paper mills in Skirblacka and Karlsborg and Stora
Enso’s paper mill in Gruvén. The merger took effect

1 January 2001. The parent company of the Billerud
Group is Billerud AB, which includes Gruvon’s

paper mill. : ‘ .

Pro forma profit and loss accounts and balance sheets
have been prepared in order to illustrate Billerud’s
development for the years 1996 through 2000, based
on the assumption that Billerud existed in its current
structure during this period. In 2001 a total of seven
sales companies were established or acquired from
AssiDomin. These companies are not included in the
pro forma accounts since they do not have a material
impact on Billerud’s earnings, cash flow, key figures
and financial position.

The pro forma accounts are based on the profit and
loss accounts and balance sheets of the profit centre
Gruvon, the annual reports for Skirblacka and
Karlsborg for the years 1996 through 2000 and the
interim financial statements of 30 September 2000 for
these units. The historical financial accounts for the
three paper mills have been prepared with comparable
accounting principles. The consolidated financial state-
ments in the pro forma accounts have been prepared
in accordance with the purchase method. The acquisi-
tion analysis of assets, provisions and liabilities in the
units that are part of Billerud is based on market
value. Since the book value of the net assets in the
consolidated units at the time of the merger was esti-
mated to correspond to their market value, no good-
will has arisen.

The pro forma accounts have been prepared in
accordance with the recommendations of the Swedish
Financial Accounting Standards Council for each
financial year. During the pro forma period 1996
through 2000 a number of new recommendations
from the Swedish Financial Accounting Standards
Council have come into effect. These recommenda-
tions are not considered to have a substantial impact
on the financial accounts used as a basis for the pro
forma accounts, nor on Billerud’s pro forma accounts.
The pro forma accounts have been prepared in accor-
dance with the accounting principles on pages 40-41.
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The operating expenses in the pro forma profit and
loss accounts include actual expenses for administra-
tion, marketing and mill management for the paper
mills in Gruvén, Skirblacka and Karlsborg. In addi-
tion, operating expenses for each of the years 1996
through 2000 include central expenses for group man-
agement, accounting, the marketing and sales organi-
sation, and other central administration, amounting to
approximately SEK 60 million a year. This corre-
sponds, in Billerud’s opinion, to the current expense
level for these central functions.

The fixed assets of Billerud’s mills have frequently
undergone valuations to determine whether write-
downs have been necessary. The valuations of fixed
assets during the years 1998 through 2000 were based
on cash flow valuations. Furthermore, new invest-
ments have in some cases resulted in adjustments in
depreciation schedules for the fixed assets. This has
resulted in write-downs of fixed assets at Gruvén by
SEK 400 million in 1998 and by SEK 600 million in
2000. Fixed assets at Skarblacka were written down
by SEK 394 million as of 31 December 1999. The pro
forma accounts have been prepared as if these fixed
assets had been written down as of 1 January 1996 or
the later date during the years 1996 through 2000 on
which the fixed assets were acquired. The reported pro
forma depreciation according to plan is therefore
based on acquisition values after write-downs. Write-
downs of fixed assets as a whole have been charged to
the machinery and equipment assets and have been in
the scope of depreciation for tax purposes. Conse-
quently, book values of machinery and equipment,
afrer deduction of depreciation in excess of plan, com-
ply with residual values for tax purposes, and no fur-
ther deferred tax assets resulting from the write-downs
have thus arisen.

The three mills were previously part of the Stora
Enso and AssiDomin groups and therefore have not
been independently financed on market terms. To pre-
pare Billerud for a market listing and to operate inde-
pendently of Stora Enso and AssiDomiin, the Group
has been capitalised on marker terms. Both opera-
tional risks and financial risks have been taken into
account in the capitalisation. Stock market require-
ments and the capitalisation of other companies in the
same industry have also been considered.
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Since the operations that are now part of Billernd
were not independently capitalised, the pro forma
profit and loss accounts report down to operating profit
for the years 1996 through 1999 and for January to
September 2000. The pro forma balance sheets only
report operating assets and operating liabilities for the
years 1996 through 2000 and for January to September
2000. For the full-year 2000, however, complete pro
forma profit and loss accounts have been prepared,
taking into account the capitalisation that the Group
received in 2001. In calculating the interest expense
reported in the profit and loss account for 2000, an
interest rate of 5 per cent has been applied to the
actual interest-bearing net debt as of 1 January 2001.
Also, a tax rate of 28 per cent has been used. The profit
and loss account and balance sheet for the period
January to September 2001 refers to actual financials.

The pro forma accounts have been prepared to illus-
trate the estimated financial effects of the merger of
the three mills and establishment of Billerud. They are
not intended to show whart profit, cash flow, key tig-
ures or financial position Billerud actually would have
reported if the merger of the mills and che establish-
ment of Billerud had been implemented on the report-
ed date, nor to show its profit, cash flow, key figures
or financial position for any future period or date.
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profit and loss accounts

[
Pro forma Actual
Jan-Sep Jan-Sep
Amounts in SEK million 19%6 1997 1998 1899 2000 2000 2001
Net turnover 5,210 5,363 5,462 5,387 6,666 4,895 5,175
Other income 35 39 36 55 39 25 8
‘ Operating income 5,245 5,402 5,498 5,442 6,705 4,920 5,183
Operating expenses -4,967 -4,818 -4,939 -4,873 -5,019' -3,697% -3,890
Depreciation ~147 -198 -242 -260 -302 -225 -259
Operating expenses -5,114 -5,016 -5,181 -5,133 -5,321 -3,922 4,149
Operating profit 131 386 317 309 1,384 998 1,034
Net financial items — —_ — — ~130 — -83
Profit after financial items — — - - 1,254 — 951
® Taxes — — — — ~351 — -271
Net profit — —_ —-— — 903 — 680
1 Expenses have been reduced by SEK 36 million to adjust for SPP pension insurance refund.
2 Expenses have been reduced by SEK 25 million to adjust for SPP pension insurance refund.
® Net turnover and operating profit by product area’
Pro forma Actual
Jan-Sep © Jan-Sep
Amounts in SEK million 1998 1999 2000 2000 2001
Kraft paper
Net turnover 2,750 2,747 3,282 2,421 2,615
e Operating profit 295 231 588 430 602
Containerboard
Net turnover 1,518 1,455 1,759 1,321 1,468
Operating profit 86 91 299 240 303
Market pulp
@ Net turnover 1,194 1,185 1,625 1,153 1,082
Operating profit -5 46 553 371 208

1 The operating profit of each product area has not been charged for Billerud's overhead expenses and, cansequently, the sum of operating profit by product area deviates

from the total operating profit.
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S Pro forma condensed

balance sheets

Actual

Pro forma
31 Dec 31 Dec 31 Dec 31 Dec 31 Dec 30 Sep 30 Sep
Amounts in SEK million 1996 1997 1998 1999 2000 2000 2001
Fixed assets 2,343 3,082 3,435 3,901 4,257 4,221 4,270
Inventories 682 664 678 575 633 565 639
Accounts receivables 737 863 864 951 1,064 1,104 1,142
Other current assets 23 97 142 199 176 120 111
Total operating assets 3,850 4,713 5,119 5,626 6,130 6,010 6,162
Less:
Non-interest-bearing provisions 221 297 407 450 455! 446 416
Accounts payable 491 593 460 430 508 433 368
Other non-interest-bearing liabilities 230 350 292 294 363 297 633
Capital employed 2,908 3,473 3,960 4,452 4,804 4,834 4,745
Pro forma Actual
1 lan 30 Sep
Amounts in SEK miliion 2001 2001
Fixed assets 4,257 4,270
Inventories 633 639
Current receivables 1,064 1,142
Other current assets 176 111
Cash, bank balances and short-term investments 729 136
Total assets 6,859 6,298
Sharehoiders’ equity 2,224 . 2904
Interest-bearing provisions 102 737
Non-interest-bearing provisions 431! 416
Interest-bearing liabilities 3,231 1,904
Accounts payable 508 368
Other non-interest-bearing liabilities 363 633
. Total shareholders’ equity, provisions and liabilities 6,859 6,298

1 The difference between the amounts is due to the recording of deferred tax assets of SEK 24 million as of 1 January 2001, which is offset against the deferred tax liabilities
recorded earlier. This has been done in accordance with the Swedish Financiat Accounting Standards Council's new recommendation on income taxes (RR 9), which entered

into force on 1 January 2001.

2 Relates to provisions for pensions. The PR! liability amounts to SEK 66 million. PRI liabllities are insured via FPG/PRI. In addition, Billerud meets its pension obligations through
the payment of premiums 1o Alecta and other life insurance companies, which are expensed in the profit and loss account as they arise.
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Pro forma condensed
cash flow statement

Pro forma Actual
Jan-Sep jan-Sep
Amounts in SEK million 1996 1997 1998 1999 2000 2000 2001
Operating activities
Net turnover o 5,210 5363 5,462 5387 6666 4,895 5,175
Operating expenses, etc. -4,902 4,747 -4,903 -4,816 -4,959 -3,671 -3,883
Operating surplus 308 616 559 571 1,707 1,224 1,292
Change in working capital ' 175 105 -251 -69 -1 -58 -174 -
Cash flow from operating activities,
excluding net financial items and tax 483 721 308 502 1,706 1,166 1,118
Investing activities
Investments in fixed assets o . -1pss 970 =592 -728  -679 =527 -272
Disposal of fixed assets 3 1 4 1 1 0 0
Cash flow before financing activities,
excluding net financial items and tax ~569 ~-248 -280 -225 1,028 639 846
Net financial items — — — — -130 - =83
Tax paid — - — — -100° — 0
Cash flow before financing activities — - — — 798 — 763

1 Based on estimated distribution between paid and deferred tax for year 2001.
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P Pro forma financial

key ratios
Pro forma Actual
jan-Sep Jan-Sep
1996 1897 1998 1999 2000 2000 2001
Margins
Gross margin, % ) BT 10 Moo 5 25
Operating margin, % 3 7 6 6 21 20 20
Return
Return on capital employed, %’ 5 12 9 7 30 28 30
Return on equity, % - = o A 38
Capital structure
Capital employed, SEK million 2,908 3,960 4,452 4,828° 4,834 4,745
Shareholders’ equity, SEK million = — -~ =222 — 2904
Interest-bearing net debt, SEK millien - — — — 2,604° = 1841
Capital turnover, times' 18 1.7 1.5 1.3 4 14 14
Interest coverage, times = — - — 10.6 — 11.8
Debvequity, times o — - — — 1,23 — 0,6
Share of risk-bearing cap:tal % — - — — 39° - 52
Equity ratio, % — — — — 32° — 46
Self-financing ratio - - - — 25 .4
Investments
Investments in fixed assets, SEK million 1,055 970 592 728 679 527 275
Personnel
Average number of employees 2,778 2,583 2563 2497 2,442 2,486 2,357

1 1996 based on capital employed as of 31 December 1996. January through September 2001 is based on moving twelve-month values. January through September 2000,
includes net profit for the period proportionally adjusted upwards ta a full-year value.
2 Calculated based on pro forma financial position as of 1 January 2001.

3 Relates to pro forma 1 January 2001.

4 Net profit for the period proportionally adjusted upwards to a full-year value.

Per share data’

Actual
Pro forma lan-Sep
2000 2001
Number of shares on the date of the listing of Biilerud — 62,740,998
Earnings per share, SEK 14.40 10.83
Equity per share, SEK 35.45?2 46.29
Cash flow before financing activities per share, SEK 12.70 12.16

1 Based on the number of shares at the time for the listing of Billerud.
2 Calculated based on pro forma shareholders’ equity as of 1 January 2001,
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@ Ky figure definitions

Margins

Gross margin
Operating profit before depreciation as a percentage of
net turnover.

Operating margin
. Operating profit as a percentage of net turnover.

Return

Return on capital employed
Operating profit as a percentage of average
capital employed.

Return on equity
Net profit as a percentage of average
shareholders’ equity. '

Capital structure

Capital employed
Total assets less non-interest-bearing liabilities, non-
interest-bearing provisions and interest-bearing assets.

Shareholders’ equity
Shareholders’ equity at the end of the period.

Interest-bearing net debt
Interest-bearing provisions and liabilities less interest-
bearing assets.

Capital turnover
Nert turnover divided by average capital employed.
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Interest coverage
Operating profit plus financial income divided by
financial costs.

Debt/equity
Interest-bearing net debt divided by
shareholders’ equiry.

Share of risk-bearing capital
Shareholders’ equity plus deferred tax liability as a
percentage of total assets.

Equity ratio
Shareholders’ equity as a percentage of total assets.

Seff-financing ratio

Cash flow from operating activities, excluding net
financials items and tax, divided by investments in
fixed assets.

Per share data

Earnings per share
Nert profit divided by the number of shares on the date
of Billerud’s listing.

Equity per share

Shareholders’ equity at the end of the period divided
by the number of shares on the date of

Billerud’s listing. '

Cash flow before financing activities per share
Cash flow before financing activities divided by the
number of shares on the date of Billerud’s listing.

t
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i—m Comments to the pro forma

financial statements

Overview
In recenr decades long-term demand for paper prod-
ucts has largely kept pace with GDP. However, price
changes have been greater than fluctuations in
demand. This is due to the fact that short-term inven-
tory changes and the capacity situation in the paper
industry, as well as commodity prices, have a signifi-
cant impact on market prices. Fluctuations in
exchange rates can also have a significant effect on
market prices. Since 1980 the total market for packag-
ing paper has grown by an annual average of 3 per
cent. However, growth has varied between different
segments. Containerboard, for example, has grown by
an annual average of 4 per cent, while consumption of
brown sack paper has decreased during the period.
Billerud’s income is generated from the sale of kraft
paper, containerboard and market pulp. Billerud’s cus-
tomers consist primarily of European producers of
packaging and sacks for, among others, the food and
construction industries. In marcket pulp, Billerud pri-
marily supplies producers of coated and uncoated fine
paper, high-quality tissue, kraft paper and special
paper, such as label paper. Net turnover has grown
from SEK 3,210 million in 1996 to SEX 6,666 million
in 2000. During the same period operating profit has
grown from SEK 131 million to SEK 1,384 million.
The most important operating expense relates to
wood raw material, which represents approximately a
third of operating expenses. Wood and chips are sup-
plied primarily by AssiDoméan and Stora Enso, which
together account for practically the entire delivery
volume. Billerud has three-year delivery agreements

with both of these suppliers, with deliveries made at
market terms. In general, pulp prices in Sweden are
affected by general economic conditions in the forest
industry as well as by taxes and regulations, which
affect the willingness of forest owners to fell their
forests.

.Personnel costs correspond to approximately one
fifth'of operating expenses: Billerud’s units have imple-
mented rationalisation programs, which have reduced
personnel with slightly over 300 emplovees, or 2 per
cent a year in the past five years, at the same time that
production has increased by 3 per cent a year. For fur-
ther information on Billerud’s employees, see the
section Employees on page 16.

Freight and other delivery expenses correspond to
approximately 12 per cent of operating expenses.
Billerud has entered into agreements on market terms
with AssiDomadn and Stora Enso, as a result of which
Billerud will continue to use AssiDomin’s and Stora
Enso’s existing transport system at least until
31 December 2002.

Expenses for electrical power and other energy, pri-
marily oil, correspond to approximately 9 per cent of
operating expenses, of which electrical power accounts
for about two thirds. Of the total energy expense, 10
per cent is tax. Prices are affected by weather condi-
tions, with dry periods and extreme cold periods
resulting in a higher price.

* Chemicals are also an imporrant input material for
Billerud, accounting for approximately 7 per cenc of
operating expenses.

Distribution of net turnover and operating expenses in 2000, SEK million
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@ COMents to the pro forma

financial statements

First three quarters of 2001 compared with
first three quarters of 2000

Background

Demand for Billerud’s products has been relatively sta-
ble during the first nine moaths of 2001, with delivery
volumes only marginally below the previous year’s
level. The market for Billerud’s packaging paper was
strong at the beginning of the year, but has since grad-
ually weakened. Price reductions were implemented in
local currencies, but-have been compensated by the
weakening of the Swedish krona.

Demand for market pulp has been low, but due to
substantial production curtailments stocks held by
pulp producers have fallen during the year. The price
of long-fibre market pulp has fallen considerably, from
USD 710 per tonne art the beginning of 2001 to USD
450 per tonne at the end of September 2001. Starting
in October 2001, however, market pulp prices have
increased somewhat.

Gross investments amounted to SEK 273 million,
while depreciation during the same period amounted
to SEK 259 million. Most of the investment amount
relates to investment projects started before year-end
2000, primarily an evaporation unit and soda recovery
boiler at Gruvén. Investment projects decided after
year-end 2000 include replacement of washing filters
at Skirblacka.

Turnover

Compared with the first nine months of 2000, ner
turnover increased by 6 per cent to SEK 5,175 million.
The higher turnover was attributable to higher prices
for kraft paper and containerboard and the weakened
Swedish krona. This was offset by lower prices for
market pulp. In total, deliveries decreased by 3 per
cent compared with the corresponding period in 2000.
Deliveries of sack paper decreased due to lower pro-
duction of sack paper in favour of increased produc-
tion of liner.

Operating profit
The operating profit of SEK 1,034 million for the first
nine months of 2001 represents an improvement of
SEK 36 million or 4 per cent compared with the first
nine months of 2000. The increase was attributable to
the higher average prices for Billerud’s paper products,
the largest part of which was due to the favourable
effect of a weaker Swedish krona. The higher prices in
Swedish kronor were offset, however, by lower pulp
prices and higher variable costs, mainly due to higher
wood and chemical prices.

Compared with the previous year, earnings were
charged with SEK 32 million in non-recurring costs
for the formation of Billerud and the stock exchange
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listing. In the previous year, a SEK 25 million repay-
ment of surplus pension insurance funds was received
from SPP. Adjusted for these two items, the earnings
improvement, compared with the first nine months of
2000, was SEK 93 million.

2000 compared with 1999

Background

The first halt of 2000 was distinguished by positive
development in economic conditions in Billerud’s most
important markets. This resulted in solid demand for
the Group’s products, at the same time that increases
in production capacity in the market remained limited.
Market conditions led to positive price and volume
trends during the year for the majority of Billerud’s
products.

Economic growth continued during the second half
of the year, but with signs of a slowdown primarily in
the US, but also in Europe. Prices on most paper prod-
ucts rose only marginally from the level of the first
half-year. In the US, demand for corrugated board and
containerboard decreased due to weaker industrial
conditions and retail sales. In Europe, demand
remained strong in most markets, and the price of
containerboard stabilised at a high level. In Southern
Europe, however, prices weakened slightly. The pulp
market weakened towards the end of the year, with
higher inventory levels and lower spot prices. Demand
for kraft paper remained strong throughout the year.

In 2000 Billerud’s mills made investments of SEK
679 million in rotal. The most important investment
project included a new wood room at Skirblacka, for
SEK 370 million, which resulted in both cost savings
and quality improvements. Also, a number of small
investments were made, mainly in the form of recon-
struction work.

Turnover

Biilerud’s net turnover amounted to SEK 6,666 million
in 2000, an increase of 24 per cent compared with
1999. In toral, sales volume rose by 2 per cent. The
remaining net turnover increase was primarily due to
price increases in all segments. The sales mix also
improved, through a significant increase in kraft paper
volume. Fluctuations in exchange rates had only a
marginal impact. ) ‘

Kraft paper net turnover rose by 19 per cent, of
which 10 percentage points consisted of volume
increases owing to Billerud’s long-term focus on kraft
paper and the MG segment. The remainder of the net
turnover increase was due to higher prices. Sales of
containerboard rose by 21 per cent, mainly owing to
price increases. In market pulp, sales volume fell by 10
per cent, mainly due to higher paper production with-
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in Billerud. Higher prices during the yvear nonetheless
resulted in a turnover increase of 37 per cent, despite
the decrease in volume.

Operating profit
Operating profit for 2000 amounted to SEK 1,384
million, compared with SEK 309 million in 1999. The
profit improvement was mainly due to price increases,
although the higher share of kraft paper also con-
tributed to the improved result. The cost level rose by
SEK 190 million, mainly due to higher wood prices and
increased depreciation as a result of investments made.
The largest price-related profit improvement was in
market pulp, where operating profit rose from SEK 46
million in 1999 to SEK 5353 millien in 2000, despite -
decreased volume. Operating profit in both of the
other product areas also improved substantially, for
kraft paper from SEK 231 million to SEK 588 million
and for containerboard from SEK 21 million to
SEK 299 million.

1999 compared with 1998

Background
After a weak start to the year the market for pack-
aging-related products gradually screngthened. The
economic recovery in Europe and Asia and continued
strong North American economy were important
factors. The improvement applied primarily to the
previously weak marker for kraft paper, although the
market for market pulp also developed positively. In
corrugated board, the positive trend was first noted
late in the year. S

In 1999 Billerud’s mills invested in total SEK 728
million. Included, among other things, was a major
investment in a new soda recovery boiler at Gruvon.
Other investments during the year were mainly envi-
ronmentally related, though they also resulted in cer-
tain quality improvements and capacity increases.
Moreover, a number of small investments were made
within logistics.

Turnover

Billerud’s net turnover amounted to SEK 5,387 million
for the year, a decrease of 1 per cent compared with
1998. Kraft paper net turnover remained unchanged in
1999 compared with 1998. A volume increase of 8 per
cent was offset by a corresponding decrease of the
price level. The volume increase was the result of
Billerud’s focus particularly on MG paper in recent
years. Net turnover of containerboard fell by 4 per
cent, a result of a 8 per cent volume increase offset by
large price reductions. In market pulp, sales volume
fell by 7 per cent, mainly as pulp production was used
to a greater extent for Billerud’s own paper produc-
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tion. However, thanks to higher prices during the year,
net turnover fell only marginally. Exchange rate fluctu-
ations had only a marginal impact on net turnover.

Operating profit

Operarting profit in 1999 amounted to SEK 309 mil-
lion, a decrease of 3 per cent compared with 1998.
The decrease was due to changed product mix within
the Kraft paper product area, lower prices in con-
tainerboard and lower volumes in market pulp.
Expenses remained largely unchanged, with higher
electricity and chemical prices and higher depreciation
compensated by lower wood prices.

In kraft paper, profit fell by 22 per cent to SEK 231
million, as increasing volume could not compensate
for lower prices. In containerboard, Billerud was able
to compensate for lower prices with higher volume
and cost reductions, thanks to which profit rose by 6
per cent to SEK 91 million. Operating profit for mar-
ket pulp improved to SEK 46 million, from a loss of
SEK 5 million in 1998. The volume decrease was well
compensated for through price increases and cost cuts.

Cash flow

Billerud’s cash flow, exclusive of financial net and
taxes, is almost eatirely driven by its profit before
depreciation and investments during the period.
Billerud’s profit before depreciation is widely affected
by fluctuations in global market prices for its products
and in important currencies, like the US dollar and the
euro. Moreover, Billerud’s investments in production
facilities are made gradually. All in all, this have
caused Billerud’s cash flow to vary widely. Overall,
however, cash tlow developed positively during the
period as a result of the positive profit trend and
decreased investments.

Investments

For the period 1996 through 2000 investments in
fixed assets totalled SEK 4,024 million. These invest-
ments related primarily to production equipment.
Investments have been made both to raise production
volume and improve the quality of the Group’s prod-
ucts. In addition, significant environmental invest-

‘ments have been implemented. Generally, these invest-

ments have also led to increased production volume
and improved quality.

Billerud’s objective is that the investments should be
in line with depreciations. This includes invesrmenrs in
maintenance and environment as well as quality and
capacity upgrades of existing machines. The Board of
Directors intends in the near future to decide on the
tirst of these upgrades, a re-build of paper machine 4
at Gruvén. The upgrade, a result of the decided prod-
uct strategy, enables a redistribution of production
towards prioritised paper grades. '




Other financial information

Financial position

As of 30 September 2001 Billerud had loans from its
owners, Stora Enso and AssiDomain, corresponding to
SEK 1.9 billion. Both operational risks and financial risks
have been taken into account in the owners’ capitalisa-
tion of Billerud. Stock market requirements and the capi-
talisation of other companies in the industry have been
considered as well. As of 30 September 2001 Billerud’s
interest-bearing net debt amounted to SEK 1,341 million.
The debt/equity ratio was 0.6 and the equity ratio 46 per
cent. Financing from the two owners was received on
market terms. See also the section Other information -
Financing on page 52.

In connection with its forthcoming marker listing,
Billerud intends to replace the loans from AssiDomin
and Stora Enso with external financing. Billerud has
come to an agreement with Skandinaviska Enskilda
Banken AB (publ) regarding a short-term multicur-
rency credit facility of SEK 2.2 billion, which can be
utilised following the listing of Billerud’s shares. See
also the section Other information on page 52. The
intention is that this facility shall be replaced by
financing with longer maturities from a syndicate of
banks led by Skandinaviska Enskilda Banken AB (publ).
After the listing, Billerud will therefore no longer have
any financing from Stora Enso or AssiDomin. .

Financial policy
Billerud’s financial policy shall ensure that the Group’s
financial activities correspond with its overall financial
objectives and shall clarify the financial risks the Group
takes and how they will be limited. According to the
financial policy, the Group must, at any given time,
maintain a minimum of liquid assets, treasury bills and
similar marketable instruments. Furthermore, unutilised
credic facilities with remaining marurities of over one
year will correspond to the higher of 5 per cent of
Billerud’s 12-month moving net turnover or three weeks
of budgeted net payment flows plus SEK 50 million.
Loans and commitments will have an amortisation
structure whereby marturing loans in any single year do
not exceed 25 per cent of the total loan portfolio. The
average fixed interest term on the debt portfolio will
have a maturity of approximately eight months. The
maximum allowable fixed interest rerm for any single
loan is 24 months. The average fixed interest term of the
investment portfolio will be six months. '
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Billerud’s tax position

The Group’s effective tax rate is estimated at 28 per
cent, i.e. the Swedish statutory tax rate. Moreover,
Billerud has no significant tax loss carry forwards.

Seasonal variations

As with most companies in the pulp and paper indus-
try, Billerud encounters seasonal variations in net
turnover and profit. These variations are limited, how-
ever, and fluctuations in the Group’s net turnover and
profit are primarily due to cyclical changes in demand
for its products. There is a certain seasonal effect
attributable to lower demand in connection with the
holiday period in Europe, reducing net turnover slightly
during the second half of June and in July and August.
In addition, the mills annually conduct maintenance
shutdowns that lead to a slight reduction in delivered
volumes and adversely impact profit.

) 2000, pro forma 2001, actual

Amounts in

SEK milfion Q1 Q2 Q3 Q4 Q1 Q2 Q3
Net

turnover 1,588 1,612 1,696 1,770 1,840 1,742 1,593
Operating

profit 225 280 483 386 489 319 246
Operating

margin, % 14 18 28 22 25 18 15

Sensitivity analysis :

Underlying demand for the Group’s products is
primarily affected by overall economic conditions. In
addition, demand is driven by changes in inventory
levels and capacity utilisation in the paper industry as
well as commodity prices and exchange rates.

The Group's expenses are primarily affected by the
price of the resources it uses in its production, such as
wood, energy and chemicals. The table below shows
how Billerud’s operating profit is affected by an isolat-
ed change in several key income and expense factors.
The reported effects are based on the pro forma
accounts for 2000.
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Approximate effect on
operating profit

Variable Change in SEX million
Sales volume + 10% = 360
Pulp price + 10% = 160
Exchange rate, SEK + 10% + 400
Wood price + 10% . F180
Electricity price + 10% F 25

Currency exposure and currency policy
Billerud reports its financial information in Swedish
kronor. Approximately 80 per cent of operating
expenses are in Swedish kronor. The main expenses in
foreign currency are for freight and imported chemi-
cals. They are primarily denominated in euro and U.S.
dollar. Consequently, the Group has a limited currency
exposure with regard to expenses. On the other hand,
approximately 75 per cent of its invoiced sales is in
currencies other than Swedish kronor, mainly in euro
and US dollar. The larger portion of invoiced sales in
other currencies than US dollar and euro is, however,
closely related to market pricing in these currencies.
The underlying currency exposure with regard to
turnover therefore exceeds 75 per cent.

The table below shows the approximate distribution
of Billerud’s net turnover in various currencies in 2000.

Approximate share of

Currency Billerud's turnover, %
EUR 40
SEK 25
usp 20
GBP S
Other 10
Total ' 100

The rable below shows how the value of the Swedish
krona has changed in relation to the euro, US dollar
and British pound during the financial years 1996
through 2000 as well as during the first nine months
of 2001. A positive figure indicates that the Swedish
krona has strengthened in value, while a negartive fig-
ure indicates a weakening. All numbers indicate the
change in per cent of the exchange rate compared to
the same period previous year.

Jan-Sep

1996 1997 7998 1999 2000 2001

EUR +9 -3 -4 +1 +4 -9
ush +6 -14 -4 -4 -1 -15
GBP +7 =20 -5 -2 -4 -7

In accordance with its financial policy, Billerud hedges
50 per cent of its net flows in foreign currency for
the upcoming 12 months. Hedging can, however,
increase up to 100 per cent if exchange rates allow
the Group to achieve a return on capital employed of
over 20 per cent. Hedging helps to increase the stabili-
ty of earnings potential. :
Billerud’s foreign subsidiaries serve as agents to its
Swedish production companies and therefore have

- very limited shareholders’ equity. As a result, Billerud

has a limited translation exposure.

Outlook &

So far this year, market conditions have been mixed.
The market for Billerud’s paper products was strong at
the beginning of the year but has since gradually
weakened. At the same time, prices for market pulp
have fallen substantially, although the prices have sta-

- bilised in the autumn.
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After the end of September 20071, the market con-
tinued to weaken, resulting in price reductions for
some of Billerud’s papet products. Earnings for the
fourth quarter 2001 are expected to be slightly lower
than the earnings in the third quarter of 2001.

Long-term prospects for virgin fibre-based packag-
ing paper are coasidered good. The material’s main
properties, strength and purity, have proven to be dif-
ficult to replace with other materials at competitive
prices. Consequently, Billerud’s products are expected
to continue to grow.

Moreover, Billerud has a strong market position in
several of its product segments. Further, Billerud has a
strong cost position with competitive production facil-
ities that are in good condition and offer significant
coordination gains. Access to wood is considered satis-
factory.

Against this background, Billerud is considered to
have good prospects of reaching an average of 15 per
cent return on capital employed over a business cycle.
This estimation is based on average exchange rates for
the last five-year period and on trend prices for the
Group’s products.




Accounting principles

Billerud follows the recommendations of the Swedish
Financial Accounting Standards Council and the
accounting principles reported below, which will be
followed in the future together with the Swedish
Financial Accounting Standards Council’s recommen-
dations that take effect on 1 January 2002. The re-
commendations that take effect, and are put into prac-
tice by Billerud, on 1 January 2002 are not considered
to have any material impact on Billerud’s accounts.

Pro forma accounts

The pro forma accounts for the years 1996-2000 have
been prepared according to the recommendations of
the Swedish Financial Accounting Standards Council
in effect at the time and by applying the accounting
principles reported below, with the exception of the
reporting of deferred tax. As of 2001 Billerud applies
the Swedish Financial Accounting Standards Council’s
recommendation on the reporting of income taxes
(RR 9), which also took effect on 1 January 2001.
The application of the Swedish Financial Accounting
Standards Council’s RR 9 involves a change of
accounting principles and shall be reported according
to the recommendations of the Swedish Financial
Accounting Standards Council’s RR 5, Report of a
change of accounting principles. According to this re-
commendation, the new accounting principle shall
normally be introduced retrospectively, and all com-
parable data for these years shall be adjusted. For the
years ending 1999 and earlier, the Gruvon unit has not
had a balance sheet with independent financing of
loan, depreciation in excess of plan, and shareholders’
equity. This explains why the deferred rax debt as of .
31 December 1999 and earlier years cannot be estab-
lished with reasonable accuracy. According to RR 3,
the new principle can be put into practice, in such a
situation, as from the time of change, which explains
why translation according to RR 9 has been done as
of 1 January 2001.

Statutory consolidation

The consolidated accounts are prepared in accordance
with the recommendation of the Swedish Financial
Accounting Standards Council.

The consolidated financial statements include the
parent company, Billerud AB, and those companies in
which the parent company directly or indirectly owns
more than 50 per cent of the voting rights of the
shares or in which it otherwise exercises a controlling
influence.

Acquisition accounting

The consolidated accounts are prepared in accordance
with acquisition accounting. This means that equity in
subsidiaries on the acquisition date, including the esti-
mated equity proportion of untaxed reserves, is totally

eliminated against the.book value of the shares in the

. respective subsidiary. Therefore, consolidated equity
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consists solely of the proportion of subsidiaries’ equiry
generated after acquisition.

Assets, provisions and liabilities in acquired com-
panies are included in the consolidated accounts at
marker value. Should the acquisition value of shares in
subsidiaries exceed the marker value of the acquired
net assets, the difference is posted as goodwill.

Fixed assets and goodwill are depreciated/amortised
in accordance with the principles described below
under “Depreciation according to plan”.

Should the acquisition value of shares in sub-
sidiaries be lower than the market value of the net
assets, negative goodwill will arise. Negative goodwill
is normally used to write down the value of non-
monetary fixed assets or is accounted for as a long-
term liability and reversed in accordance with
a specific plan. )

The profits of enterprises acquired or divested
during the financial year are only included in the con-
solidated profit and loss account for that part of the
year in which such enterprises were part of the group
or until their date of disposal.

Translation of foreign subsidiaries

The balance sheets and profit and loss accounts of for-
eign subsidiaries are translated according to the cur-
rent method. This means that assets and liabilities are
translated at closing rates, while all profit and loss
account items are translated at average exchange rates
for the year. Any differences are posted directly to
equity rather than reported in the profit and loss
account.

Income

Billerud’s income is generated mostly from sale of
manufactured products. Income from sale of products
is reported as income provided the following condi-
tions are met.

* All material risks and benefits related to owning the
goods have been transferred to the buyer and
Billerud does not have any real control over the
goods that were sold.

* The income can be calculated in a reliable way.

¢ The financial advantages related to the transaction
are likely to accrue to Billerud.

* Expenditure incurred or expected as a result of the
transaction can be calculated in a reliable way.

Leasing
Leased assets are reported as fixed assets in the bal-
ance sheet, provided the following conditions are met:
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ownership of the asset transfers automatically at the
end of the leasing period,

the leasing contract includes an option to acquire the
asset at a favourable price;

the leasing period includes the greater part of the
asset’s economic life or

the present value of the leasing payments corre-
sponds to, or exceeds, the acquisition value of
the assets.

The depreciation according to plan of leased equip-

ment posted under fixed assets is effected at the rates
applied by the Group for similar acquired assets. In

“cases where there is no intention to acquire the leased

assets after the expiry of the leasing period, the depreci-
ation period does not extend beyond the expiry of the
leasing contract.

In a few cases involving passenger cars, Billerud has
entered into leasing contracts that are similar to finan-
cial leases, but since the amounts in question are not
considered significant, they are not reported as fixed

“assets in the balance sheet.

Write-downs

Billerud regularly reviews the values of its fixed assets.
An asset’s recoverable amount is calculated whenever
there is an indication that the asset’s value may have
decreased. If the asset’s reported value exceeds the
recoverable amount, the asset is written down and the
amount of the write-down is charged against earnings
for that period.

By recoverable amount is meant the higher of an
asset’s net selling price and value in use.

Net selling price consists of the amount at which an
asset can be transferred berween parties thar are in-
dependent of each other, well-informed and have an
interest in the transaction. Deductions are made for
direct selling expenses. Value in use consists of the
present value of the estimated future payments that the
asset is expected to give rise to during its useful life,
including an estimated residual value at the end of that
time.

Among the factors used to calculate an asset’s value
in use are as follows:

* estimates of future payment flows based on reason-
able, verifiable assumptions that reflect the compa-
ny’s best estimation of the financial conditions
expected during the remaining useful life of the
asset;

that the estimates refer to the asset in its current
condition; and

a discount rate before rax that reflects the marker’s
current estimates of future monetary values and the
risks associated with the asset.

The purpose is to trv to calculate the recoverable
amount for separate assets. If such calculation is not
possible, the recoverable value is calculated for the
cash-generating unit to which the asser belongs.

Taxes
Deferred rax is calculated and reported. Deferred tax
1s calculated as the difference between the tax value
and reported value of assets and liabilities, other tax-
deducrible temporary differences and any rax loss
carry forwards. Valuations are made using the tax
rates in effect on the closing day. In the balance sheet,
the estimated tax cost reported to tax authorities is
posted as short-term. The deferred tax is posted as
a provision.

The reported tax charge includes both current tax
and deferred tax.

Receivables and liabilities in foreign currency
Foreign currency-denominated operating receivables
and liabilities are valued at closing rates. Losses and
gains on receivables and liabilities are posted in oper-
ating profit. To the extent forward contracts are used
to hedge operating receivables and liabilities, the for-
ward rate has served as a basis for valuating the
corresponding receivables and liabilities.

Forward contracts are also signed for future deliv-
eries. These contracts do not correspond to accounts
receivables or accounts payable at the time of closing.
Any unrealised exchange rate difference at closing date
on this type of contract is not reported.

Inventories and current receivables
Inventories are valued at the lower of the acquisition/
production cost or net realisable value, In the sale of
finished goods, net realisable value is the sales value
less sales costs. In the case of semi-finished and input
materials, net realisable value is the replacement value.
The FIFO (first in, first out) principle is used as
a general rule.

Uncertain accounts receivables are set up to the
value that, afrer individual assessment, is calculated to
be received.

Depreciation according to plan

Tangible and intangible fixed assets are reported at
acquisition cost less accumulated depreciation accord-
ing to plan.

Industrial buildings S%
Residential and office buildings 2-3%
Land improvements 5%
Heavy machinery 5%
Light machinery : 10%
Other machinery and eguipment 20-33%

Goodwill 20%




Financial objectives

and dividend policy

Financial objectives

The pulp and paper industry’s development has his-
torically followed a cyclical pattern, with fluctuations
in the industry’s earnings potential as a result. Billerud
in its current structure has only been in operation for
around nine months, but pro forma its three mills
have posied an average return on capital employed of
approximately 13 per cent during the past five years.
During the period the return has varied between 5 and
30 per cent. Billerud believes that the Group of today
has a new, stronger structure with improved prospects
in the market for packaging paper. In formulating
Billerud’s return objective, the Board of Directors of
Billerud has taken into consideration the three mills’
historical profitability, average exchange rates, and
pulp and paper prices during the latter years, and the
competitive benefits that the merger is expected to
generate. The objective is that the return on capital
employed shall average ac least 15 per cent over a
business cycle.

Billerud’s operations are affected to a significant
extent by the prevailing economic conditions and
therefore involve a significant operating risk. As a
result, it is important that the Group’s financial
strength is improved during good years, to help it per-
severe during weak years. Against this background,
Billerud has as its objective to maintain a debt/equity
ratio between 0.6 and 0.9 over a business cycle.

Furthermore, Billerud’s objective is that investments
shall be in line with depreciation.
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Dividend policy

The objective is that the dividend shall amount to
approximately 50 per cent of net profit over a business
cycle. The dividend paid to shareholders will be
dependent on Billerud’s profit level, financial position,
future development opportunities and other factors the
Board of Directors considers significant.

Considering Billerud’s current financial development
and position and its financial objectives, the dividend
for the financial year 2001 should, in the opinion of
the Board of Directors, amount to SEK 3.50 per share,
or in total approximately SEK 220 million. ‘

However, this requires that unrestricted equity is
available and that nothing unexpected occurs during
the period up to the Annual General Meeting in 2002,
which will affect or could affect Billerud’s needs for
consolidation, liquidity and financial position in general.

Furthermore, the Board of Directors intends to pro-
pose that the Annual General Meeting in 2002 autho-
rise the Board of Directors to decide on repurchase of
shares in Billerud AB.



Risk factors

Sharcholders should carefully consider the risks
described below in their assessment of the Company’s
shares. The risks described here are not the only risks
that the Company and those who own its shares face.
Additional risks currently not known to the Company
or that the Company currently considers insignificant
may have a significant impact on its operations, finan-
cial position and operating profit. The price of the
shares in Billerud AB may decline due to any of these
risks, and investors may lose all or part of their invest-
ment.

This prospectus contains forward-looking informa-
tion. Forward-looking assessments are uncertain. The
Company’s actual results may deviate significantly
from the results expressed or implied in these state-
ments due to a number of different factors within
and outside the Company’s control, including those
described below.

Dependency on exchange rates
Billerud reports its financial information in Swedish
kronor. Approximately 80 per cent of operating
expenses are in Swedish kronor. The main expenses in
foreign currency are for freight and imported chemi-
cals. They are primarily denominated in euro and US
dollar. On the other hand, approximately 75 per cent
of its invoiced sales is in currencies other than Swedish
kronor, mainly euro and US dollar, Further, a portion
of invoiced sales in Swedish kronor is closely related
to market pricing in foreign currency. The underlying
currency exposure with regard to turnover therefore
exceeds 75 per cent. An unfavourable fluctuation in
exchange rates between the Swedish krona and these
currencies can therefore have a direct negative effect on
Billerud’s earnings and financial position as well as affect
its comperitive strength relative to the comperition
when such fluctuations affect companies differently.
The aim of Billerud’s currency policy is to minimise
the earnings impact of fluctuations in exchange rates.
Still, exchange rates fluctuations will continue to affect
the Company’s earnings and financial position. See also
the section Other financial information on page 39.

Capacity expansion, capacity utilisation

and pulp and paper prices

The market for Billerud’s products is affected by
changes in competitors’ production capacity and prod-
uct ranges. Historically, there have been periods with
excess supply, which has caused volatile pulp and
paper prices. Added capacity has often been an impor-
tant cause of these fluctuations. At present, paper
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producrion capacity is being expanded in Asia and
increased capacity utilisation is expected in Eastern
Europe. This may lead to greater competition and
declining market prices in the markets that are relevant
to Billerud’s products.

Sensitivity to economic fluctuations

Billerud intends to increase its focus on certain market
segments in the years ahead. Growth in these segments
is affected by a number of factors, not least of which
is overall economic development, Demand for
Billerud’s products has shown a close relationship to
the overall economy. A slower growth rate than
expected in the market segments that Billerud focuses
on or a general economic slowdown may adversely
affect Billerud’s turnover and profit. -

Further industry consolidation

The pulp and paper industry is currently undergoing

a consolidation, due te which players are becoming
larger and more specialised. The merger that created
today’s Billerud is a prime example. Some of Billerud’s
competitors have greater financial resources and there-
fore better opportunities than Billerud to implement
acquisitions and invest in more cost-effective produc-
tion facilities, product development and marketing.

While increased consolidation could benefit niche
players, such as Billerud, as larger companies increas-
ingly focus on fewer but large segments, consolidation
in general could impair the Group’s market position
and competitive strength, which in turn could have
a negative effect on its turnover and profir.

In addition, there has been some vertical consolida-
tion, primarily in the European sack paper market,
with sack paper producers having acquired sack manu-
facturers. If this trend continues, it could eventually
shrink the open market for sack paper in Europe,
which could negatively impact the development of
the Group’s turnover and profit.

Increased insurance costs

Many of Billerud’s insurance policies are due to be
renewed shortly. Uncerrainty exists as to the size of
future premiums for the same level of protection.
Premiums may increase significantly due to, among
other things, recent accidents in the forest industry
and the effects on insurance companies of the terrorist
attacks in the US on 11 September 2001. Higher in-
surance premiums could adversely affect the Group’s
operating profit.
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Risk factors

Wood raw material and wood prices

Access to fresh wood fibre is critical to Billerud’s
paper production. Billerud does not have any forest
assets of its own, making it dependent on outside
deliveries of wood raw material. The Group has
entered into agreements with AssiDomin and Stora
Enso on deliveries of wood until the end of 2003.
These agreements may, however, be terminated in
advance under certain circumstances. The Company
believes that the co-operation may continue after the
expiry of the contract term. See also the section Other
information on page S1.

If the wood supply agreements are cancelled and
Billerud is unable to secure wood deliveries in another
manner, it could significantly disrupt Billerud’s produc-
tion and other operations. In Billerud’s opinion, how-
ever, the probability that this will occur is low. Other
serious problems with wood raw material deliveries,
such as labour conflicts, or similar, could have the
same consequences. _

In 2000, Billerud’s total costs for purchases of weod
raw material amounted to approximately SEK 1,600
million, which corresponded to approximately one-
third of the Group’s total operating expenses. Lower
supply or increased demand for pulpwood could result
in higher wood raw material prices. To the extent any
cost increases cannot be compensated by price increas-
es for the Group’s products, the Group’s profit will be
affected negatively. '

Energy and oil prices

Energy accounts for a significant share of the manufac-
turing cost of pulp and paper. In 2000, Billerud’s total
costs for energy purchases amounted to approximately
SEK 4350 million, which corresponded to approximarely
9 per cent of the Group’s total operating expenses.
Higher energy prices mean higher manufacturing costs
for Billerud. Crude ol is used in the manufacture of
certain input material, such as latex and oprical bleach-
ing agent, which in turn are used in paper manufacture.
In 2000, the total purchase price of such input material
amounted to approximately SEK 380 million. Higher
crude oil prices also mean higher prices for this input
material and thus higher manufacturing costs. To the
extent future cost increases for energy and crude oil-
based input material cannot be compensated by price
increases for the Group’s products, the Group’s profit
will be affected negarively.

Substitute packaging material

Billerud is primarily active in the market for packaging
paper. At the same time that the pulp and paper indus-
try is continuously improving paper quality and prop-
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erties, new alternative packaging materials are constantly
being developed. If use of other packaging material,
such as plastic, glass and metal, increases for cerrain
areas of application at the expense of paper or if the
use of packaging in general diminishes, Billerud’s
rurnover and profit could be affected negatively.

New organisation .

Billerud in its current form was established in early
2001 and a new organisation is being implemented. So
far this process has progressed according to plan. Still,
problems associated with the merger of two different
corporate cuftures and managing a new organisation
could arise. Such problems could adversely affect the
Group’s operations and efficiency.

Permits for environmentally hazardous operations
The operations Billerud conducts are classified as
environmentally hazardous and may not be performed
without permits. Also, changes in operations often
require permits. Environmental compliance require-
ments are constantly being tightened, and increasingly
stringent demands are being placed on business opera-
tors. As a result, changes in legislation could, directly
or through decisions by environmental courts or
authorities, place demands on Billerud that may neces-
sitate significant investments, increased costs or signifi-
cant limications in production. A large part of the
terms of the permits for Billerud’s operations is cur-
rently being re-evaluated by environmental courts. See
also section Environment - Legislation and govern-
ment permits on page 14.

Liability for environmental damages
Those who cause environmental damages in principle
bear full liability according to the provisions of the
Environmental Code. This includes liability for dam-
ages even if the damage is not caused intentionally or
due to negligence. Furthermore, the burden of proof
has been eased for those who wish to assert claims
arising from environmental damages. The risks for
environmental damages are significant in Billerud’s
business. Compensation claims resulting from any
damages caused by Billerud’s operations are difficult
to predict but can be significant in scope and amount.
Environmentally hazardous operations have been
conducted for a long time at the sites where Billerud’s
mills are currently locared, and it is possible that
Billerud could be ordered to investigate and remediate
any affected industrial areas where operations are
being or have been conducred. Similar expenses may
arise for real properties that Billerud owns or has
previously owned.



Share capital and
ownership structure

Share capital

The share capital in Billerud amounts to SEK
784,262,475, divided into 62,740,998 shares, each with
a par value of SEK 12.50. All shares carry one vote and
share an equal right to the Company’s assets and profits.

Changes in share capital

At a General Meeting, each shareholder entitled ro vote
may do so for the full number of shares he/she owns
and represents without any limitarion on the number of
votes.

Change Change Par

in no. of in share Total no. of value
Year Transaction shares capital shares per share - Share capitat
2000 _ —_ — » 3,500,000 100 350,000,000
2001 Non-cash issue 3,500,000 350,000,000 7,000,0QO 100 700,000,000
2001 Split 49,000,000 - 56,000,000 12.5Q 700,000,000
2001 Bonus issue 6,740,998 84,262,475 62,740,998 12.50 784,262,475

Ownership structure

Shown below is Billerud AB’s ownership structure as if
the distribution to AssiDomin AB’s shareholders had
occurred on 4 October, 2001, and based on the assump-
tion that the share split and bonus issue resolved by the
extraordinary General Meeting on 17 October 2001
(see the diagram above) already had been carried out on
4 Qctober, 2001. Based on the ownership structure of
AssiDomidn AB on 4 October, 2001, Billerud AB’s own-

Following distribution

ership structure assuming that the bid from the Swedish
state, through Sveaskog AB, for outstanding AssiDomin
AB shares be accepted by the shareholders below, and
completed in accordance with the terms announced on
10 October 2001, is also shown. These terms include,
inter alia, shares in Billerud AB as part of the considera-
tion. See also section Information on Sveaskog’s bid for
AssiDomdn on page S.

Upon completion of Sveaskog's bid for AssiDomén

% of capital % of capital

No. of shares and votes No. of shares and votes

Stora Enso 18,822,300 30.0 18,822,300 30.0
The Kingdom of Sweden 15,510,088 24.7 o} 0.0
Capital Group mutual funds 2,584,615 4.1 3,995,723 6.4
Alecta . 2,504,710 4.0 3,872,193 6.2
Franklin-Templeton mutual funds 2,188,381 3.5 3,383,127 5.4
SEB mutual funds 1,745,234 2.8 2,698,069 43
Investor 1,375,385 2.2 2,126,296 3.4
SEB-Trygg Farsdkring 709,154 1.1 1,096,327 ’ 1.7
SEB 556,483 0.9 860,303 1.4
Zenit fund 473,077 0.8 731,360 1.2
Tredje AP-fonden 439,431 0.7 679,344 1.1
~ Andra AP-fonden 345,849 0.6 534,671 0.9
Férsta AP-fonden 317,908 0.5 491,474 08
SPP Lividrsékring AB 251,432 0.4 388,705 06
Other 14,916,971 23.7 23,081,106 36.6
Total B 62,740,998 100.0 62,740,998 100.0

Source: SIS Agarservice.
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Share capital and
ownership structure

Share distribution
Below is shown the proportions of the sizes of share-
holdings in Billerud AB following the distribution, based

on VPC’s share register for AssiDomin AB on 16
October 2001. Stora Enso’s holding in Billerud AB,
18,822,300 shares, has been posted under “60,001 -7,

Size of holding Number of directly Number of
registered sharehoiders % shares % .
1- 60 169,049 94.5 5,352,587 8.5
61- 600 9,581 5.4 1,189,767 1.9
601- 6,000 145 0.1 165,788 03
6,001- 30,000 5 0.0 104,687 0.2
30,001~ 60,000 2 0.0 79,846 ] 0.1
60,001~ 9 0.0 37,705,991 60.1
Nominees 26 0.0 18,142,332 28.9
Total 178,817 100.0 62,740,998 100.0
Source: VPC.

Shareholders’ agreement
In November 2000, prior to the merger of the mills
{see also Other information, page 51), Stora
Kopparberg and AssiDomin AB reached a consortium
agreement regulating the ownership of Billerud AB. In
the consortium agreement, the parties have undertaken,
inter alia, during the time the agreement remains in
force and for a period of twelve months thereafter, not
to engage in the product areas sack and kraft paper in
any way other than through the ownership of their
shares in Billerud AB. These commitments are subject
to certain grounds for relief. In connection with its
approval to establish Billerud in its current structure,
the EU Commission approved that competitive restric-
tions apply to Stora Kopparberg and AssiDomdn AB
for a certain period in the areas where they conducted
operations prior to the amalgamation. '
With the exception of the provisions on confidential-
ity and competitive restrictions, the consortium agree-
ment will terminate when Billerud AB is listed on the
stock exchange.
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Lock-up agreements
Stora Enso, which on the listing date is the largest
shareholder in Billerud AB, and holds 30 per cent of
the number of shares in Billerud AB, has agreed not to
dispose of any shares in Billerud AB before the end of
April 2002, without written consent of Carnegie and
Enskilda Securities. Stora Enso does not intend to
remain a shareholder of Billerud in the long term.
Should Sveaskog AB’s bid not be completed, neither
the Swedish state nor Forvaltningsaktiebolaget Stattum
will dispose of any shares in Billerud AB before the
end of April 2002. '




Board of Directors
and Auditors

Ingvar Petersson

All the current members were elected to the Board of Directors in early 2001.

Ingvar Petersson,

Chairman, born 1941.

Chairman of the Boards of
Forsikringsbolaget Pensionsgaranti,
omsesidigt (FPG) and
Arbetsmarknadsforsikringar, mse-
sidige kredittorsikringsbolag (AMFK).
Holding in AssiDomain: -

Bjorn Bjornsson,

born 1946, conducts his own consult-
ing business within the financial
sector. Member of the Boards of
AssiDomiin AB, B & N Nordsjéfrake
AB, JM AB, Salus Ansvar AB and E.
Ohman J:or Kapitalfsrvaltning AB,
among others.

Holding in AssiDomin: 4,800 shares.

Gosta Brink,

born 1942, employee representative
(the Federation of Salaried Employees
in Industry and Services).

Holding in AssiDoman: 292 shares.

Stewe Cato,

born 1953, employee representative
(the Swedish Paper Workers’ Union).
Holding in AssiDomain: ~

Per Nilsson

Per Lundberg

Bjdrn Bjornsson

Gasta Brink

Kurt Lindvall,

born 1951, employee representative,
depury {the Swedish Paper Workers’
Union). Holding in AssiDomén: -

Per Lundberg,

born 1943, Partner and Member of
the Board of Ledstiernan AB. Deputy
Chairman of Sophiahemmer AB.
Member of the Boards of the Institute
for Research in Economic History at
the Stockholm School of Economics,
the Swedish-American Chamber of
Commerce in New York and the
Swedish Securities Council, among
others.

Holding in AssiDomdn: -

Per Nilsson,

born 1946, employee representative,
deputy (che Federation of Salaried
Employees in Industry and Services).

" Holding in AssiDoman: -

Yngve Stade,

born 1947, Senior Executive Vice
President of Stora Enso Corporate
Support, Stora Enso. President of
Stora Kopparbergs Bergslags AB.
Other directorships: Member of the
Board of STFI AB, Fortek AB and the
Associarion of Swedish Forest
Industries, among others. Holding in
AssiDoman: -

Yngve Stade

Holdings in AssiDoman refer to individual’s own and those of related parties.
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Stewe Cato

Meg Tivéus

<
Kurt Lindvall

Meg Tivéus,

born 1943, President and Board
Member of AB Svenska Spel. Member
of the Boards of Swedish Match AB,
ARK Resebyrd AB, Kungliga Operan
AB and Danderyds Sjukhus AB,
among others.

Holding in AssiDomin: -

Bert Ostlund,

born 1948, President and CEO

of Billerud. Berr Ostlund has held a
number of positions with Stora Enso
since 1987, including Division
Manager of Stora Enso Pulp and
Stora Cell, President of Stora Celbi
in Portugal and Financial Director
of Stora Cell.

Holding in AssiDoman: -

Auditors

Caj Nackstad,

born 1943, Authorised Public
Accountant, KPMG, Auditor for
Billerud since 2001.

Owe Wallinder,

born 1949, Authorised Public
Accountant, KPMG, Auditor for
Billerud since 2001.

Bert Ostiund




Senior Management

Bert Ostlund

Bert Ostlund,
President and CEO of Billerud since
2001. See page 47.

Stina Blombéck,

born 1951, SVP, Mill Manager,
Karlsborg Mill since 2001. Since 1975,
Stina Blombick has held a number of
positions in the pulp and paper indus-
try in Sweden, most recently as
Research Director at AssiDomin.
Holding in AssiDomin: 8,000 call
options.

Peter Davidson,

born 1951, SVP, Mill Manager,
Skdrblacka Mill since 1999. Since
1984 Peter Davidson has held a num-
ber of positions in the Nordic forest
industry, including Mill Manager at
Klippans Bruk, Klippan AB ard
executive at Norske Skog Corporate
Development.

Holding in AssiDoman: -

Nils Lindholm

Stina Blombéck

Anna-Lena Nyberg

Peter Davidson

Staffan Fors,

born 1956, SVP, Paper Marketing,
since 2001. Staffan Fors previously
held the position of Sales Director
of Stora Enso’s Pulp Division and
President of Stora Enso Pulp
International GmbH. In addition to
many years of management respon-
sibilities within marketing and sales,
he has experience from product devel-
opment for special paper grades and
fluff pulp for hygiene products.
Holdings in AssiDomén: -

Torbjérn Joghed,

born 1944, SVP, Mill Manager,
Gruvén Mill since 1996. Since 1972
Torbjorn Joghed has held a number
of positions at Stora Enso, including
Finance Director of Stora Paperboard
AB and Stora Billerud AB.

Holding in AssiDomain: 150 shares.

Nifs Lindholm,

born 1954, CFO since 2001. Nils
Lindholm has held a number of
positions with SCA since 1989,
most recently as Finance Director of
SCA Hygiene Products.

Holding in AssiDomain: 1135 shares.

Anders Snell
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Staffan Fors

Torbjérn Joghed

Anna-Lena Nyberg,

born 1944, SVP, Corporate Human
Resources as from 1 January, 2002.
Anna-Lena Nyberg has held leading
positions within the Personnel area,
and in 1994-2001 as Human
Resources Director, in AssiDomin.
Holding in AssiDomén: 864 shares
and 8,000 call options.

Anders Snell,

born 1950, SVP, Corporate
Technology and Environment since
2001. Anders Snell has held a number
of leading positions at Stora Enso and
AssiDoman since 1976, including
President of Stora Enso Norrsundet
and Stora Enso Grycksbo, Plant
Manager at AssiDomin Karlsborg,
President of AssiDomin Skirblacka
and Technology Director at Assi-
Domiin.

Holding in AssiDomin: 8,000 call
options.

Niklas Séderstrém,

born 1950, SVP, Pulp Marketing since
2001. During the period 1991-1997,
Niklas Séderstrdm was Marketing
Director, Pulp at Rottneros AB and
from 1997 Marketing Director, Pulp
at AssiDomin.

Holding in AssiDomin: -

Niklas Séderstrém
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Salaries, remuneration and auditors’ fees

The Board of Directors will receive fees totalling SEX
550,000 for the financial year 2001, of which the
Chairman will receive SEK 250,000.

For 2001, the CEO will receive annual compensa-
tion corresponding to approximately SEK 2.3 million
exclusive of bonuses, if any, and the other senior execu-
tives will receive aggregate annual compensation cot-
responding to approximately SEK 8.9 million exclu-
sive of bonuses, if any.

Auditors’ fees are paid as invoiced and estimated
for 2001 at approximately SEK 1 million.

All senior executives are also covered by a bonus
programme, which for the CEQ can amount to maxi-
mum 40 per cent of his annual salary and for other
senior executives up to 30 per cent of their respective
annual salaries. Bonuses are based partly on individual
performances and partly on Billerud’s profit. Two
senior executives have been guaranteed full bonuses
for 2001, one of whom is also guaranteed a full bonus
for 2002.

The Board of Directors of Billerud intends to estab-
lish a share-related incentive program that must be
approved by the company’s shareholders. The Board’s
Intention is that the terms and conditions of the new
incentive program will comply with generally accepted
practices in Sweden for similar companies.

In connection with Billerud AB’s forthcoming mar-
ket listing, Bjorn-Bj6érnsson, in addition to his Board
duties, serves as a consultant for Billerud on mat-
ters concerning the listing. The consulting assignment
ends in connection with the listing, however, not later
than 31 December, 2001. Bjornsson has, as at 30 June,
2001, through a company, invoiced Billerud fees of
SEK 100,000 exclusive of VAT for these services. The
total fee of the assignment is maximised ro SEK
250,000 exclusive of VAT,

Pensions

The CEO may retire at age 60. Berween ages 60-63,
his pension will be paid at 60 per cent of pensionable
salary. The CEO is also covered by the ITP plan (sup-
plementary pensions for salaried employees). In addi-
tion, Billerud allocates pension provisions using a per-
centage rate that varies by age on the portion of his
annual salary exceeding 20 base amounts.

The retirement age for other senior executives is 62.
Their pension level berween ages 62-63 consists of 70
per cent of their respective salaries. This pension is
secured through insurance.

The other senior execurnives are also covered by the
[TP plan. Twenty per cent of the portion of their

respective annual salaries exceeding 30 base amounts
is allocated as a premium for additional retirement
pension lasurance.

Notice and severance pay
If terminated by the Company, the CEO has a six-
month term of notice. In this case, in addition to his
salary during the term of notice, he will receive sever-
ance pay corresponding to 18 months salary, payable
monthly following the term of notice. If Billerud
exempts the CEQ from working duty during the term
of notice, any income he earns from a new employer
or his own business will be deducted from the wages
paid by Billerud. Simifar settlement may be made in
the case of severance pay as well. Should he leave the
Company voluntarily, the CEO will have a term of
notice of six months and no severance pay is payable.
The employment contracts of the other senior exec-
utives can be terminated by Billerud with a six-month
term of notice, with the exception of one case, where
the term of notice is twelve months. In addition to
their salary during the term of notice, they will receive
severance pay corresponding to 12 months salary, and
in one case 18 months; payable monthly following the
term of notice. If Billerud exempts these executives
from working duty during the term of notice, any
income they earn from new employers or their own
businesses will be deducted from the salaries paid by
Billerud. Similar settlement may be made in the case of
severance pay as well. Should they leave the Company
voluntarily, they will have a term of notice of six

“months and no severance pay.

Board of Directors’ rules of procedure

The Board of Directors of Billerud has established
rules of procedure. According to the rules, the Board
shall meer at least six times a year. The matters
brought before scheduled Board meetings are
described in the rules.

The rules of procedure also include reporting
instructions to Board meetings regarding the Billerud
Group’s operations, results, financial position and
liquidity. :

The Board’s rules also include instructions to the
CEO on his responsibilities and authority within
Billerud. The Board has established a compensation
commitree for issues regarding remuneration to the
SEnior execurives.

The Board intends to propose to the shareholders
that a nominating committee be established to handle
issues regarding the composition of the Board and

_election of new members.

49




Extract from the articles of association

and other corporate information

Company name
The name of the Company is Billerud Aktiebolag

(publi).

Operations

The purpose of the Company is to directly and indir-
ectly conduct forest industry operations, particularly
the manufacture and sale of pulp and paper, as well as
related business activities. )

Share capital

The Company’s share capital shall amount to not less
than 700,000,000 Swedish kronor and not more than
2,800,000,000 Swedish kronor. Each share shall have
a par value of 12.50 Swedish kronor.

Registered office
The Board of Directors shall mainrain its registered
office in Stockholm.

Board of Directors and Auditors
The Board of Directors shall consist of not fewer than
six and not more than ten members, with not more
than six deputies. The members and, when appropri-
ate, the deputies are elected each year at the Annual
General Meeting to serve until the end of the follow-
ing Annual General Meeting.

One or two auditors, with not more than two
deputy auditors, shall be elected in accordance with
the provisions of the Swedish Companies Act.

Notices
Notice of a General Meeting shall be published in the
Official Swedish Gazette and in Dagens Nyheter or
Svenska Dagbladet or any other national daily news-
paper.

Shareholders who wish to take part in the proceed-
- ings of a General Meeting are required both to be
included in the printout of the entire shareholders’
register as at ten days before the meeting and to notify
the Company of their intention to attend no later than
4.00 p.m. on the day stated in the notice of the General
Meeting. This day may not be a Sunday, other public
holiday, Saturday, Midsummer Eve, Christmas Eve or
New Year’s Eve, and may not fal] earlier than five -
working days before the General Meeting.
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At the General Meeting, shareholders may bring
one or two advisors, but only if the shareholder has
already notified the Company of his intention to do so
in accordance with the provisions of the paragraph
above.

Financial year
The calendar year shall be the Company’s financial
year.

Record date provision

Those who on the stipulated record date are recorded
in the register of shareholders or list as provided for in
Chapter 3 Secrion 12 of the Swedish Companies Act
shall be considered eatitled to receive dividend pay-
ment and, in the evenr of a bonus issue, new shares
that accrue to the shareholders and to exercise the
shareholder’s preferential right to participate in issues
of new shares/securities.

Other corporate information

Billerud AB’s registration number is 556025-5001. The
Company was registered with the Swedish Patent and
Registration Office (“PRV”) on 29 December 1926 and
has conducted business since then. The Company’s
legal form of business entity is regulated by the
Swedish Companies Act (1975:1385). Billerud AB’s
current articles of association were adopted by the
Extraordinary General Meeting on 17 October 2001.
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Other information

Billerud's current legal structure

Billerud’s legal structure is briefly described in the sec-
tion Organisation on page 15. The creation of today’s
Billerud was essentially done through a non-cash issue
in Billerud AB in February 2001, which at the time
was a wholly owned subsidiary of Stora Kopparberg.
AssiDomin AB subscribed for all the shares in the
issue in return for all its shares in AssiDomin Karls-
borg AB and AssiDomin Skirblacka AB, together
with a small shareholder’s contribution. Following the
issue, AssiDomin AB and Stora Kopparberg each
owned 50 per cent of the shares in Billerud AB. The
EU Commission had approved the merger before the
non-cash issue and related transactions were carried out.

The cartonboard mill in Skoghall was previously
part of Billerud AB, but was transferred through a
business transfer agreement to a-.company within Stora
Enso. In addition, Billerud AB transferred all its shares
in subsidiaries and associated companies and property
not affiliated with the Gruvén mill to companies with-
in Stora Enso.

Moreover, Billerud acquired certain real properties
and intellectual property righes from Stora Enso,
although Stora Enso retained the right to utilise free of
charge the patent rights that it transferred.

In addition to the shares in the companies trans-
ferred to Billerud AB, Billerud acquired all the shares
in AssiDomén’s former sales companies in Denmark
and the UK that were associated with AssiDomiin
Karlsborg AB and AssiDomain Skirblacka AB. The
Danish company is currently under liquidation, which
is expected to be finalised by year-end 2001.
Moreover, AssiDoman transferred certain assets to
Billerud, including a coating machine ar the Karisborg
mill and certain R&D equipment at the Skirblacka
mill. Certain real properties in Kalix were transferred
from Billerud Karlsborg AB to companies within
AssiDoman. ;

In 2001, Billerud AB has established new sub-
sidiaries in Germany, Italy, Spain and France. It also
acquired from AssiDomin a Dutch company that pre-
viously had not engaged in any operations.

Moreover, Billerud AB owns 12.5 per cent of the
shares in Scankraft Paper AB, a company that co-ordi-
nates sales and markerting of unbleached sack paper in
certain non-European markets.

The holding is covered by a shareholder’s agreement
containing, among other things, provisions on restric-
tions on the transter or pledging of shares in the com-
pany, the right of first refusal and redemprion of
shares, and the company’s management and control,

In summer 2001, Billerud AB acquired from Stora
Enso 4 per cent of the voting rights and share capital
in Vinerhamn AB, a company which conducts opera-
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tions in a number of ports on Lake Vinern. The share-
holding in Vanerhamn AB is subject to a shareholder
agreement. Other shareholders in Vinerhamn AB
include O.F. Ahlmark & Co Eftr AB and some munici-
palities around Lake Vinern.

Agreements with related companies

In order to enable Billerud’s operations during a tran-
sition period following the merger, agreements were
signed between Billerud and companies within Stora
Enso and AssiDoman covering, among other things,
wood and electricity supply, logistics and transports,
certain production, purchase, and IT services. Certain
of these agreements are described briefly below. As to
administration, Billerud buys administrative services,
including legal and research and development services,
from Stora Enso and AssiDomin respectively.

Wood agreements

Billerud Skirblacka AB and Billerud Karlsborg AB
have entered into supply agreements with AssiDomin
Wood Supply AB on the delivery of fibre raw material.
According to these framework-style agreements,
AssiDomin Wood Supply AB is responsible for the
supply of fibre raw marerial (softwood pulpwood,
softwood chips and hardwood pulpwood) to the mills
in Skirblacka and Karlsborg. The agreements are valid
until and including 31 December 2003. The Company
believes thar the co-operation may conrinue after
2003.

Timber contracts, which stipulate, among other
things, volumes and inventory objectives, are estab-
lished annually. Prices, which are set quarterly after
negotiations between the parties, should correspond to
market prices. The supply agreement contains a provi-
ston giving AssiDomin Wood Supply the right to rene-
gotiate the conditions of the agreement in the event of
changes in industry capacity, the production concept
or ownership of the Skirblacka or Karlsborg mills.
Moreover, the agreements can be terminated with 18
months’ notice if the parties cannot agree on pricing

terms.

Scora Enso Skog AB and Billerud AB have entered
into a supply agreement on the delivery of fibre raw
material (softwood pulpwood, softwood chips and
hardwood pulpwood) to the Gruvén mill. The agree-
ment has the same expiration date and essentially the
same terms and termination provisions as the wood
supply agreementcs described above.

In connection with its approval of the joint venture
arrangement, the EU Commission also approved the
wood agreements as ancillary to the merger.




Other information

Agreements on logistics and transports

AssiDomain AB, Billerud Skarblacka AB and Billerud
Karisborg AB have entered into a master agreement on
logistics co-operation whereby Billerud Skidrblacka AB
and Billerud Karlsborg AB will continue to use
AssiDomin’s existing transport system for a specific
future period.

Billerud AB has also entered into an agreement on
logistics co-operation with Stora Enso Transport and
Distribution AB, so that the Gruvén mill will have
access to functioning transport and logistics solutions.

Other significant agreements

Purchases
Billerud’s largest cost items are its purchases of wood,
chemicals, electricity, oil, maintenance and spare parts.
The goods used in production at the mills are wide-
ly available and Billerud normally signs purchasing
agreements for periods ranging between six months
and two vears. Since the establishment of today’s
Billerud, each mill has ordered goods from suppliers in
accordance with the agreements entered into by
AssiDomain or Stora Enso, respectively. As these agree-
ments expire, Billerud will sign new ones in its own
name with each supplier.

Sales

Billerud’s products are mainly sold through the’
Group’s own sales offices. Sales are often based on
long relationships between customers and the mills
that are now part of Billerud. '

Sales of Billerud’s paper rarely involve long-term
written contracts; instead, a large share of its products
is delivered after the receipt of orders from customers.
Writren customer contracts generally do not contain
any obligations on the part of the customer to buy, or
Billerud to sell, a specific volume. They merely provide
indicative volumes. Prices in customer contracts are
often negotiated quarterly.

With regard to white sack paper, Billerud has signed
a sales agreement with Frantschach Industrial
Packaging and its subsidiaries. According to the agree-
ment, the Frantschach companies will purchase a spe-
cific larger amount of bleached sack paper per year.

The largest part of Billerud’s pulp sales is governed
by agreements generally covering longer periods and
notice periods. One agreement on major deliveries of
pulp contains a change in ownership clause. This
means that the customer has the right to rerminate the
agreement in connection with a change in ownership
of Billerud, which could be the case with AssiDomin
AB’s distribution of its shares in Billerud AB. Further,
Stora Enso is a customer of Billerud in terms of pulp.

Billerud has a number of agents that handle the sale
of its products in foreign markets. Among others,
Stora Enso is an agent for Billerud in certain markets
outside Europe. Billerud has signed agreements with
certain Swedish and foreign agents, though far from
all of them. As a result, those agenr relationships that
are not contractually stipulated may be governed by
applicable law. Even when agreements have been
signed with foreign agents, mandatory law may affect
the relationship between Billerud and the agent in
question.

Intellectual property rights

Billerud AB is the registered holder in Sweden of a
registered figurative mark with the text “Billerud”.
Moreover, Billerud AB in March 2001 applied to reg-
ister in Sweden the Billerud logotype in the same
design as the current trademark.

In connection with the establishment of Billerud,
AssiDomin transferred to Billerud a Swedish patent
for the sack paper product Quick-Fill. However, a
number of parties have objected to this patent, and

" thus the patent may be voided. In addition, companies
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within the Frantschach group have the right, as long
as a patent or an application for a patent regarding
the Quick-Fill method remains in force, to use the
patent free of charge.

In addition to the Billerud trademark and the patent
for Quick-Fill, Billerud does not consider any of its
current intellectual property rights to be of material
importance.

Financing

At present, Billerud’s operations are financed largely
through loans from AssiDomin AB and Stora
Kopparberg, which are due to be repaid at the latest on
28 December 2001.

In order to refinance the debt from AssiDomin AB
and Stora Kopparberg soon after its forthcoming mar-
ker listing, Billerud AB has signed an agreement with
Skandinaviska Enskilda Banken AB (publ) on a short-
term credit facility. In the agreement, Billerud has,
among other things, undertaken under certain circum-
stances not to pledge its assets, merge with another
company or acquire any companies or businesses.
Furthermore, the bank may terminate the agreement
if any person or group of persons acquires control of
more than 50 per cent of the shares or votes in
Billerud AB. The intention is to replace this loan
agreement with new, longer-term loans from a syndi-
cate of banks.




Real properties

Billerud owns the real properties that its mills are
located on as well as a number of real properties of
various types near the mills. The head office in Solna,
outside Stockholm, is leased under an agreement
which expires in 2006.

When the three mills were separated from their for-
mer groups, Billerud acquired certain real properties
in the area around Gruvén from Stora Enso. Also,
Billerud sold cerrain properties in Kalix and Grums to
AssiDomin and Stora Enso, respectively. Certain of
these sales require property redistributions, or similar,
because of which the buyers in certain cases have not
yet been registered as the owner of the real properties
11 question.

Insurance

Billerud is of the opinion that the Group’s business
operations are and have been adequately insured, tak-
ing into account the type of operations performed.
The Company has, among other things, property and
business interruption insurance covering a significant
amount. It has also obtained liability insurance that
covers, among other things, certain forms of environ-
mental damage resulting from accidents, however, not
all types of environmental damage.

53

Many of Billerud’s insurance policies are due to be
renewed shortly. There is some uncertainty as to future
premium levels, which may increase as a result of,
inter alia, recent accidents in the industry and the
effects on insurance companies of the terrorist attacks
in the US on 11 September 2001.

Disputes

Billerud’s operations are of such nature that it is ot
unusual for legal proceedings before government
agencies or courts.

Pending matters before environmental courts relating
to permits are described in section Environment -
Legislation and government permits on page 14. Except
for these, there are no disputes, which, if resolved
against the Company either individually or as a whole,
would significantly affect Billerud’s earnings or finan-
cial position.

The Board of Directors of Billerud is not aware of
any circumstances that could lead to a dispute of not
insignificant scope for Billerud.




Interim Report

1 January-30 September 2001

Excerpt from Billerud’s interim report, published on
25 October, 2001.

All financial information refating to 2000 is pro
forma. The report has been prepared in accordance
with the Swedish Financial Accounting Standards
Council’s recommendations. For further information,
see page 56.

Quarter Jan-Sep
Jul-Sep  Apr-jun  lul~Sep

2001 2001 2000 2001 2000
Net turnover,
SEK million 1,583 1,742 1,696 5,175 4,895
Operating profit,
SEK million 246 319 483 1,034 998
Operating
margin, % 15 18 28 20 20
Profit after financial
items, SEK million 217 292 —! 951 —!
Earnings
per share, SEK 2.45 3.33 —' 10.83 —!

1 Historical data not available

¢ Downward trend in the market continued.

* QOperating profit for the period January-September
2001 was slightly better than in the same period
last year.

¢ Earnings declined by SEK 73 million in the third
quarter compared with the previous quarter, mainly
due to lower average prices for market pulp, main-
tenance shutdowns at Gruvon and Karlsborg and
costs for the build-up of Billerud and stock-exchange
listing (SEK 22 million).

¢ Return on capital employed, measured as a moving
12-month figure, amounted to 30 per cent (30 per
cent for the full year 2000).

e Stock-exchange listing planned for 20 November 2001,

* Earnings for the fourth quarter are expected to be
slightly below the level in the third quarter.

Market
Demand for Billerud’s products has been relatively sta-
ble during the year with delivery volumes only margin-
ally below the previous year’s level. The market for
Billerud’s packaging paper was strong at the beginning
of the year, but has subsequently gradually weakened.
Price reductions were implemented in local currencies
but this was compensated by the weakening of the
Swedish krona.

Demand for market pulp has been low but, due to
substantial production curtailments, stocks held by
pulp producers fell during the year. The price of long-
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fibre market pulp fell considerably, from USD 710 per
ronne at the beginning of the year to USD 450 per
tonne at the end of September. Starting in October,
however, some price increases have been effected for
marker pulp.

Billerud implemented production curtailments due ro
the demand situation in the first half of the year. The
annual maintenance shutdowns took place at Gruvén
and Karlsborg in the third quarter, which led to lower
production and deliveries.

Sales and results

Third quarter
Net turnover for the period amounted to SEK 1,593
million, a decrease of 9 per cent compared with the
second quarter. The lower turnover is explained by
lower deliveries, mainly of containerboard, as well as
reduced prices for market pulp. Prices for Billerud’s
paper products, expressed in Swedish kronor, were on
average relatively stable. The lower volumes are mainly
due to the annual maintenance shutdowns at two mills
(Gruvén and Karlsborg) in the third quarter but only
in one mill (Skdrblacka) in the second quarter.
Operating profit amounted to SEK 246 million, a
decline compared with the previous quarter of SEK 73
million or 23 per cent. The reduced prices for market
pulp and lower deliveries due to the maintenance shut-
downs had a negative impact on earnings.
Furthermore, earnings for the quarter were charged
with SEK 22 million in non-recurring costs for the
build-up of Billerud and the stock-exchange listing.
Comments on the earnings trend for each product
area are provided on page 535.

January-September
Compared with the first nine months of 2000, net
turnover increased by 6 per cent and amounted to SEK
5,175 million. The higher turnover was attributable to
higher prices for kraft paper and containerboard and
the weakened Swedish krona. This was offset by lower
prices for market pulp. In total, deliveries decreased by
3 per cent compared with the same period in 2000.

The operating profit of SEK 1,034 million repre-
sents an improvement compared with the first nine
months of 2000 of SEK 36 million or 4 per cent. The
increase was attributable to the higher average prices
for Billerud’s paper products. The effect of the higher
prices in Swedish kronor was offset, however, by
reduced pulp prices and higher variable costs, mainly
due to higher wood and chemical prices.

Compared with the previous year, earnings were
charged with SEK 32 million in non-recurring costs
for the formation of Billerud and the stock-exchange




listing. In the previous year, a SEK 25 million repay-
ment of funds was received from SPP. Adjusted for
these two items, the earnings improvement, compared
with 2000, amounted to SEK 93 million.

Net financial items, amounting to SEK -33 million,
related to interest paid at market rates on loans from
the company’s owners.

The estimated tax charge was SEK 271 million.
The tax charge corresponds to a tax rate of just over
28 per cent.

Return on capital employed, calculated on the latest
12-month period, amounted to 30 per cent, compared
with 30 per cent for the full year 2000. Return on
equity was 35 per cent.

Foreign exchange exposure

235 per cent of the Group’s sales are in Swedish kronor
and 75 per cent in foreign currency, primarily EUR,
USD and GBP. Most sales in SEK, however, are closely
related to market pricing in other currencies, primarily
USD. The Group’s currency hedging takes these under-
lying flows into account. The majority of costs are in
Swedish kronor. The Group is therefore exposed to
exchange rate fluctuations. In order to manage this,
Billerud has hedged exchange rates as shown below.

Currency breakdown of the Group's sales
in % of turnover, Jan-Sep 2001

EUR 40
SEK 25
uso 20
GBP )
Others ' 10
Total 100

- Hedging as % of forecasted underlying net flows

for the next 12 months

Months  Months Months Average
Currency 1-3 4-6 7-12 Total rates
EUR 100 80 55 70 9,58
uso 100 100 95 g5 10,56
GBP 100 60 50 85 15,21

Investments, cash flow and financial position
Billerud’s capital employed amounted to SEK 4,745
million on 30 September 2001, compared with SEK
4,828 million pro forma on 1 January 2001.
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Gross investments amounted to SEK 275 million,
while depreciation during the same period amounted
to SEK 259 million. Most of the investment amount
relates to investmenrt projects started before year-end
2000, primarily an evaporation unit and soda recovery
boiler at Gruvon. Investment projects decided after
year-end 2000 include replacement of washing filters
at Skirblacka.

Cash flow from operating activities amounted to
SEK 1,033 million. After net investments (SEK 272
million) the operating cash flow amounted to SEK 763
million. The operating cash flow corresponds to the
change in Billerud’s net debt. After amortisation of
interest-bearing liabilities (SEK 1,356 million) the total
cash flow amounted to SEK =593 million. The interest-
bearing net debt amounted to SEK 1,841 million on 30
Seprember 2001 compared with SEK 2,604 million pro
forma on 1 January 2001.

The Group’s net debt/equity ratio at the end of the
period was 0.6 compared with 1.2 at the beginning of
the year. The positive operating cash flow explains the
reduced net debt/equity ratio.

In the third quarter, Billerud concluded a bridge
financing agreement with SEB. This means that refi-
nancing of loans from the present owners has been
secured. This relief will be implemented in conjunction
with the planned stock-exchange listing.

Personnel

The average number of employees in the first nine
months of 2001 amounted to 2,357 compared with
2,486 in the same period a year ago. The average
number of employees thus decreased by approximately
130 people.

Product areas
Net turnover and operating profit, January-September

Net turnover Qperating profit

20017 2000 % 2001 2000 %
SEK million change change
Kraft paper 2,615 2,421 8 602 430 40
Container-
board 1,468 1,321 11 303 240 26
Market pulp 1,092 1,153 -5 208 371 —44
Other — — — =79 . -43 -84
Total Group 5,175 4,895 6 1,034 998 4

1 Includes SEK 32 million in costs for the build-up of Billerud and
stock-exchange listing.
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Kraft paper

Third quarter

The operating profit for the period was SEK 192 mil-
lion. Compared with the second quarter of 2001,
profit rose by SEK 13 million or 7 per cent, mainly
due to lower costs. ’

January-September

Compared with the first nine months of 2000, earnings
rose 40 per cent to SEK 602 million. Deliveries fell

9 per cent, which was entirely attributable to sack
paper volumes. Deliveries of technical kraft paper were
unchanged. These improved earnings are due to higher
prices, which consequently more than compensated for
the lower deliveries.

Containerboard

Third quarter

Operating profit amounted to SEK 87 muillion,

a decrease of SEK 22 million compared with the pre-
vious quarter. This decline is explained by 8 per cent
lower deliveries compared with the previous quarter.

January-September

Compared with the first nine months of 2000, earn-
ings increased by 26 per cent to SEK 303 million.
Prices were higher this year, but the earnings impact of
this was limited by higher costs. Deliveries were more
or less unchanged.

Market pulp

Third quarter

Operating profit amounted to SEK 19 million,

a decrease of SEK 29 miilion from the level in the
second quarter. The main explanation for this result
was falling prices although slightly lower deliveries
also contributed.

January-September

Compared with the same period in 2000, deliveries
were 7 per cent higher in the first nine months of this
year. Operating profit amounted to SEK 208 million,
a decrease of 44 per cent. This decline was mainly due
to reduced prices.

Parent Company

Billerud AB comprises Gruvon, the sales organisation
for the Nordic market and markets outside Europe,
and head office functions.

In the first nine months of 2001, net turnover
amounted to SEK 2,366 million. Profit after financial
items amounted to SEK 379 million. Fixed-asset
investments, excluding shares, amounted to SEK 150
million. The average number of employees was 1,104,
Liquid assets and short-term investments amounted to
SEK 99 million.

Outlook

So far this year market conditions have been mixed.
The market for Billerud’s paper products was strong at
the beginning of the year but has subsequently gradu-
ally weakened. At the same tme, prices for market
pulp have fallen substantially, although some stabilisa-
tion occurred in the autumn.

After the end of the period covered by this report,
the market continued te weaken. Earnings for the
fourth quarter are expected to be slightly lower than
the level in the third quarter. The reason is that some
price reductions have been implemented for Billerud’s
paper products.

All financial information relating to 2000 is pro forma. Until 31 December 2000 the paper mill in Gruvén com-
prised a profit unit within the then Stora Enso Paperboard AB, it did not have an independent balance sheet
with its own loan financing, untaxed reserves and shareholders’ equity. The Swedish Financial Accounting
Standards Council’s recommendation on accounting for income tax (RR 9) is applied with effect from 1 January
2001. Againsr this background, the result is reported in the pro forma profit and loss accounts down to operat-
ing profit and since a retroactive recalculation could not be performed with reasonable accuracy, such recalcula-
tion has been performed from 1 January 2001. For the same reason, no cash flow statement is reported for the
period January-September 2000. With these exceptions, this interim report has been prepared in accordance
with the Swedish Financial Accounting Standards Council’s recommendation for interim reports (RR 20).

For information on the accounting principles applied and definitions of key figures, see pages 40 and 34 respectively.
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Billerud Group

Profit and Loss Account

3 months 9 months
July-Sep April=June July=Sep Jan-Sep Jan~Sep
SEK million 2001 2001 2000 L2001 2000
Net turnover - 1,593 1,742 1,696 5,175 4,895
Other income 2 1 16 8 25
Operating income 1,595 1,743 1,712 5,183 4,920
Operating expenses ~1,262 -1,336 -1,154 ~3,890 -3,697
Depreciation -87 -88 -75 -259 =225
Operating expenses -1.349 -1,424 -1,229 4,149 -3,822
Operating profit 246 319 433 1,034 398
Financial items ~-29 =27 — -83 —
Profit after financial items 217 292 — 951 —
Tax -63 -83 — -271 —
Net profit for the period 154 209 — 630 —
Earnings per share 2.45 3.33 — 10.83 —
Balance Sheet Cash Flow Statement
Pro forma Jan-Sep
30 Sep 1lan SEK million 2001
K mitli 2001
S? miton 2001 0 Operating surplus 1,292
Fixed assets 4,270 4.257 Change in working capital, etc. -174
Stocks 639 633 Net financial itemns, taxes, etc. -83
Accounts receivable 1,142 1,064 Cash flow - —— 038
Other current assets 1 176 Cash f'owfrom‘ope;a_tlng a_ct‘:/.‘tles ’272
Cash, bank balances and as c.:w rom investing activities -
short-term investments 136 o729 Operating cash flow o 763
Total assets 5.298 6.859 Cash flow from financing activities -1,356
Total cash flow ~593
Shareholders’ eguity 2,904 2,224 ’
Interest-bearing provisions 73 102 Liquid assets at the beginning of the year 729
Non-interest-bearing provisions 416 431 Total cash flow ~593
Interest-bearing liabilities 1,904 3,237 Liquid assets at the end of the period 136
Accounts payable 368 508
Other, non-interest-bearing liabilities 633 363
Total shareholders’ equity,
provisions and liabilities 6,298 6,859
Specification of change in equity
Jan-Sep
SEK miilion 2001
Opening equity 2,224
Net profit for the periad 680
Closing equity 2,904
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Key Figures
Jan-Sep Jan-Sep Full year
2001 2000 2000
Margins
Gross margin, % 25 25 25
Operating margin, % 20 20 21
Return
Return on capital employed, % ~30¢ 28’ 30
Return on equity, % 35¢ —! —
Capital structure
Capital employed, SEK million o 4745 4,834 4,828¢
Shareholders’ equity, SEK milfion 2904 = 2,224¢
Interest-bearing net debt, SEK million o 1s ' 2,604¢
Net debt/equity ratio, times B o 0.6 = 1.2¢
Equity ratio, % 46 — 32°
Earnings per share, SEK® 10.83 —! 14.40
Gross investments, SEK million 275 527 679
2,357 2,486 2,442

Average number of employees

1 Historical data not available.
2 Moving 12 months.
3 Historical 12-month results not available.

The calculation includes net profit for the period, proportionally adjusted upwards to a full-year value.

4 Pro farma 1 january 2007.
S Number of shares: 62,740,998,
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Product areas

Quarterly breakdown of net turnover by product area and for the Group

2001 2000
SEK million . Q3 Q2 Q1 Q4 Q3 Q2 Q1
Kraft paper 797 847 971 860 830 788 204
Containerboard ) 475 511 482 . 438 448 432 441
Market pulp 321 384 337 472 418 392 343
Qther and eliminations — — — — — — —
Total Group 1,593 1,742 1,840 1,770 1,696 1,612 1,588
Quarterly breakdown of operating profit by product area and for the Group

2001 2000
SEK million C Q3 Q2 Q1 Q4 Q3 Q2 Qt
Kraft paper 192 179 231 158 213 123 94
Containerboard 87 109 107 58 115 61 64
Market pulp N 19 48 141 183 169 120 81
Other and eliminations =52 -17 -10 -14 -14 ~-14 -14
Total Group 246 319 469 386 483 290 225
1 Includes SEK 22 million in costs for the build-up of Billerug and stock-exchange listing.
Quarterly breakdown of operating margin by product area and for the Group

2001 2000
Per cent Q3 Q2 o} Q4 Q3 Q2 Q1
Kraft paper 24 o2 24 - 26 16 12
Containerboard 18 21 22 13 26 14 14
Market pulp : 6 12 36 39 40 31 24
Group 15 18 25 22 28 18 14
Quarterly breakdown of deliveries by product area

2001 2000
ktonnes Q3 Q2 Qt Q4 Q3 Q2 Q1
E_ragjtvp_a_pgr‘__ e 107 L 130 120 125 123 132
Containerboard 106 115 108 102 102 112 118
Market pulp 78 81 64 72 70 71 68
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Statutory accounts

Billerud AB

Billerud’s current structuré was established in 2001
when Stora Enso’s wholly owned subsidiary Stora
Enso Paperboard AB, comprising the pulp and paper
mills Gruvon and Skoghall, issued shares to
AssiDomain in return for shares in the companies that
own the Skirblacka and Karlsborg mills. Prior to the
transaction, the Skoghall operations were transferred
to Stora Enso. Subsequently, AssiDomén and Stora
Enso owned Stora Enso Paperboard AB in equal parts
and its name was changed to Billerud AB. As a result,
the annual reports of Stora Enso Paperboard AB
reproduced below constitute Billerud’s formal financial
accounts for the vears 1998-2000.

During this period Billerud AB was a wholly owned
subsidiary of Stora Kopparbergs Bergslags AB, which
prepared the consolidated accounts for the smaller

Profit and loss accounts

group. Stora Enso Ovj, based in Helsinki, Finfand,
prepared the consolidated accounts for che larger
group. For this reason, Billerud has not prepared any
consolidated accounts for the period in question.

Billerud AB’s statutory accounts do not reflect the
group’s current structure and therefore do not provide
an accurate description of the historical financial
development of the operations that since 1 January
2001 are conducted by Billerud. In order to illustrate
Billerud’s development in its current structure during
the period 1996 to 2000, pro forma accounts have
been prepared. See also the sections Five-year summa-
ry, pro forma, Comments to the pro forma financial
accounts and Other financial information on pages
28, 35 and 38.

2000 1999 1998

SEK miilion Naote
Nettumover 1 62704 50204 53188
Change in inventories of finishedgoods 7681 . =T =319
Capitalised work on Billerud's own account 8.2 10.6 10.2
6,354.7 5,023.3 5,298.1
Operating expenses ’
Freight and sales commissions 6549 . -56040 -677.8
Raw materials and consumab(es__“__; -2,8184 . =2,209.3 ~2,444.3
Staff costs z -886.5 N -884.8 -920.5
Other external costs 3 _.=8sa3 8952 77473
Write-downs of fixed assets o 5 ~-600.0 -6.6 B ~400.1
Depreciation according to plan 5 -536.3 -545.8 -531.6
Capital gains/osses 3 -2,%02.1 -1.2 ~13.1
-9,048.5 -4,906.9 -5,734.7
Operating profit/loss ~2,693.8 116.4 -436.6
Interest income from Group companies ke s Bl
Other interest income B 5.9 1.3 0.2
interest owed Group companies ) oiies 7450 854,
Other interest expenses and similar profit/loss items -10.6 -135.0 ~18.4
-87.5 -545 -97.5
Profit/loss after Vﬁnancial items -2,781.3 61.9 -534.1
Appropriations ... 512 38387 4330 347
Q_[oup contributions -916.8 - 419.8 o 431.5
Taxes 4,12 -2.7 — -4.2
Net profit/loss for the year 134.8 48.8 -72.1
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Balance sheets

SEK million Note 2000 1999 1998

ASSETS

Fixed assets 5

Tangible fixed assets :

Buildings, land and land improvements 299.9 655.7 676.6

Plant and machinery 1,467.4 5,921.1 6,178.9

Equipment and tools o B 852 147.9 1493

Construction in progress and advance payments 202.1 663.1 1988
2,054.6 7.387.8 7,203.6

Financial fixed assets

Participations in Group companies 6 — 1,090.0 1,099.1

Receivables from Group companies 7 S —_ 420.0 366.9

Participations in other companies 8 0.0 33 34

0.0 1,513.3 1,465.4

Current assets

Inventories, etc. o ~ 9 3366 755.6 7211

Receivables

Current receivahbles o 4784 659.6 704.9

Receivables from Group companies 577.7 1,171.7 622.6

Other receivables B 99.9 152.9 80.1

Prepaid expenses and accrued income 10 2.8 10.8 19.8
1,158.8 1,995.0 1,427.4

Cash and bank balances 234 145 36.1

Total assets 3,573.4 11,666.2 10,857.6
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Btz Balance sheets

o SEK million Note 2000 1998 - 1998
SHAREHOLDERS' EQUITY AND LIABILITIES

Shareholders' equity 1"
Restricted equity
Share capital 350.0 350.0 350.0
Statutory reserve 70.0 70.0 70.0
@ , 4200 4200 4200
Non-restricted equity )
Profit carried forward . BT 28579 . ..29300
Net profit/loss for the year 1348 48.8 . -72.1
141.5 2,906.7 2,857.9
9 Total shareholders’ equity 561.5 3,326.7 3,277.9
* Untaxed reserves 12 966.9 4,802.6 4,369.6
Provisions
Provisions for pensions B 13 66.1 370.9 3417
Cther provisions 14 50.0 88.1 336
® Total provisions 116.1 - 459.0 3753
Liabilities 15 ‘
Accounts payable 3 B - o 1488 1862 201.6
Liabilities to Group companies _1.554.1 2,503.4 2,226.9
income tax liabifity - e ..
® Other liabilities i - 52.1 285.4 145.0
Accrued expenses and deferred income 16 173.9 102.9 257.0
Total liabilities 1,928.9 3,077.9 2,834.3
Total shareholders’ equity and liabilities 3,5734 11,666.2 10,857.6
Py Assets pledged ‘ [ None None ~ ~ ~  None
Contingent liabilities 17 10.3 103 10.8
@
@
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Cash flow statements

SEK miilion 2000 1999 1998
QOperating activities
Profit after financial items ] § -2,7813 61.9 =534.1
Adjustments for non-cash items, etc 4,051.8 645.7 960.8
1,270.5 707.6 426.7

Tax paid -2.7 -4.3 —
Cash flow from operating activities before

change in ' working capital 1,267.8 703.3 426.7
Cash flow from change in working capital
Increase (-)/decrease (+) in inventories o . -338 =345 385
Increase (-)/decrease (+) in operating receivables -98.8 -128.3 -1.9
Increase (+)/decrease (-) in operating liabilities 359 87.2 -68.9
Cash flow from operating activities 1,171.1 627.7 394.5
Investing activities
Disposal of operating area ] . -508.7 — —
Acquisition of tangible fixed assets -496.2 -744.0 -679.0
Disposal of tangible fixed assets 1.8 24 76
Change in other receivables 1,191.9 -53.0 —
Disposal of financial assets (shares) 889.1 —_ 34
Cash flow from investing activities 1,176.9 -794.6 -668.0
Financing activities
Group contributions received 4200 — —
Change in other liabilities L -2,403.0 — —
Amortisation of loans o - -107.7 -851.3
Settlement of Group contribution receivables - 441.0 1.111.0
Cash flow from financing activities ~1,983.0 333.3 259.7
Cash flow for the year 365.0 166.4 -13.8
Liquid assets, opening balance 204.1 37.7 51.5
Liquid assets, closing balance 569.1 204.1 37.7
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Qe S1pDlemental information to the
cash flow statements

. SEK million 2000 19389 1998
Interest paid and dividends received
Interest received o338 38 AT
interest paid -94.2 -54.6 -93.8
-60.6 -51.0 -89
Adjustments for non-cash items, etc.
. Depreciation and write-down of assets S 3 11575 . 5564 9317
Unrealised exchange rate differences 64 47 . 59
Capital gain on disposal of fixed assets 29021 L2 34
Capital gain on disposal of operations/subsidiary ~ — 91—
Provisions for pensions 159 292 104
. Cther provisions -17.3 54.5 11.5
4,051.8 645.7
® ) 5 960.8
Disposal of operating area
Fixed assets 1,872.4 —_ —
Other assets excl. cash, bank balances and Group accounts
Working capital assets e es2.1 T T
@ Other assets ’ 4129 — —
Liabitities
Werking capital liabilities . 7180 e T T
Pension liabilities L -327 —_- - -
Qther provisions ~ N o -208 - —_
- Other liabilities -2,1815 — —
. .
Subtotal . 2954 — —
Receivables regarding transferred net assets -805.1 — —
Effect on cash, bank balances and Group accounts -509.7 — —
. Liquid assets
The following components are included in liquid assets:
Cash and bank balances o 238 4SS 36T
Group accounts 5457 189.6 1.6
569.1 2041 377
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Supplemental information

Group information
Until 31 December 2000 Billerud AB was a wholly
owned subsidiary of Stora Kopparbergs Bergslags AB,
registered in the municipality of Falun (reg. no.
556002-2096), which prepared the consolidated
accounts for the smaller group. Stora Enso Oyj (busi-
ness reg. 676.550), based in Helsinki, Finland, pre-
pared the consolidated accounts for the larger group.
The foreign parent company's consolidated
accounts are available from Stora Enso Oyj,
Kanavaranta 1, FIN-00160 Helsinki, Finland.
Purchases from Group companies amounted to
SEK 1,619.7 million {1999: 1,802.5; 1998: 2,142.2).
The resale price method is applied to internal deliver-
les.

Accounting and valuation principles

' General accounting principles

The annual report is prepared in accordance with the
Annual Account Act from 1995. The Company has
followed the recommendations of the Swedish
Financial Accounting Standards Council.

Group accounts

The Company is affiliated with a Group account sys-
tem. Balances in Group accounts and utilisation of
Group overdraft facilities are reported as receivables
of Group companies or liabilities to Group companies.

Valuation principles

Recewvables and liabilities in foreign currency
Receivables and liabilities in foreign currency have
been valued at the closing day rate or, to the extent
forward contracts are used as a hedge, at the forward
rate.

Valuation of inventories

Inventories are valued at the lower of the acquisi-
tion/production cost or net realisable value.
Acquisition/production cost is determined using the
first in, first out principle (FIFO). Obsolescence has
been taken into account.

Depreciation of fixed assets

Depreciation according to plan is based on the acqui-
sition cost and estimated remaining useful economic
life of-the assets. The following depreciation rates are
applied:

Residential, office and

laboratory buildings 3%
Industrial buildings, land improvements
and heavy machinery 5%
Spare parts 5%
‘Light machinery and eguipment 10%
. Computer equipment 25%
Motor vehicles 25%
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Book depreciation is calculated according to Swedish
law and complies with the maximum allowable depre-
ciation for tax purposes. The difference berween
depreciation according to plan and book depreciation
is posted in the profit and loss account among appro-
priations. Accumulated accelerated depreciation is
posted in the balance sheet among untaxed reserves.

Capitalised work on Billerud’s own account
Capirtalised costs refer exclusively to the time devoted
by Billerud’s own staff to major investment projects.




Notes

Note 1 Net turnover by market

Of the Company’s net turnover, sales to other companies in the Stora Enso Group accounted for SEK 286.3 million
(1999: 275.1; 1998: 262.0). External net turnover amounted to SEK 5,984.1 million {1999: 4,745.3; 1998: 5,057.8)
and is distributed among Billerud’s various markets as follows.

% of % of % of
SEK million 2000 total 1999 total 1998 total
Sweden 9759 163 992 209 1,051.0 20.8
Other EU countries . 3,173.8 53.1 2,572.9 54.2 2,936.5 58.1
Rest of Europe 630.7 11.5 549.9 . 13.7 595.6 1.8
Total, Eurcpe 4,840.5 80.¢ 4,2154 88.8 4,5831 90.7
UsAandCenade 1511 25 93 0.2 6. 01
Other markets 9925 16.6 5206 | 11.0 469 1 9.2
Total 5,984.1 100.0 4,745.3 100.0 5,057.8 100.0
Note 2 Personnel and staff costs
2000 1999 1998
Average number of employees
Number of employees 2,157 2,163 2,214
of whom women ) B 466 443 454
Locations 3 3 3
Staff costs (SEK million)
Salaries and other remuneration
Board members and CEQ ) 1.4 1.4 6.0
Other employees 629.9 $ 6223 628.6
Total salaries and other remuneration 631.3 623.7 634.6
Sccial security costs .
Contractual pensions to Board members and CEQ ) AT 0.1 2.5
Other contractual pensions 345 54.8 366
Qther social security costs 220.6 206.2 21‘3.7
Total social security costs 255.2 261.1 252.8
Other staff costs — — 33.1
Total staff costs 886.5 884.8 920.5

The Company has no commitments to Board members and the CEO other than pension commitments {Note 13)

and customary severance pay for the CEO.

The following list provides a distribution of the number of employees in Sweden by municipality and location.

Municipality/Location in Sweden 2000 1999 1998
Hammard

Skoghallmil 968 949 977
Head office o - — 28 35
Total 968 877 1,012
Grums

Gruvén mill 1,181 1,184 1,199
Saffle

Office 2 2 2
Méolndal - — ]
Total 2,151 2,163 2,214
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Note 3 Other external costs and capital gains/losses

SEX million ' ; 2000 1999 1998
Capital gains/losses on sales and
disposals of machinery and equipment, etc. o o -2,892.6° =12 131
Buildings and land R e 86 = -
Shares and participations - e -0.92 — -
Total other external costs
and capital gains/losses -2,902.1 -1.2 -13.1
Of the reported expenses for the auditing firm of KPMG, SEK 0.6 million (1999: 0.6) refers
to auditing and SEK 0.3 million {1999: 0.3) to other assignments.
1 Refers 1o the transfer of fixed assets at the Skoghall mill to the comp-any Stora Enso Skoghall AB
2 Shares and participations have been transferred largely to the parent company, Stora Kopparbergs Bergslags AB.
Note 4 Taxes
The tax charge for the year, SEK -2.7 million, relates to the tax year 1999 (rax 2000).
The deferred tax revenue accrued to 2000 results has been estimated at SEK 1,052.1 million.
The deferred tax charge accrued to 1999 results has been estimated at SEK ~139.2 million (24.9).
Note 5 Property, plant and equipment
Tangible fixed assets Construction
in progress
Buildings Plant and Equipment and advance
SEK million and fand machinery and teols payments Total
Acquisition values
Opening balance 1 fan. 1998 10208 _ 98595 3882 870 113355
Investments 633 440.3 462 1292 6790
Reclassifications .08 L Mse 12 D174 0o
Sales and disposals ~2.2 -44.2 5.1 -51.5
Closing balance 31 Dec. 1998 1,082.7 10,271.0 410.5 198.8 11,963.0
Accumulated depreciation according to plan
Opening balance 1 Jan. 1958 3626 32714 ) 224.7 o~ 38587
Write-downs of fixedassets -~ 4000 = ..
Depreciation according to plan. B 436 4470 -41.0 — 531.6
Sales and disposals -0.1 -26.4 —-4.5 — -31.0
Closing balance 31 Dec. 1998 406.7 4,092.1 261.2 — 4,759.4
Value according to balance sheet 31 Dec. 1998 676.6 6,178.9 149.3 198.8 7,203.6
Accumulated accelerated depreciation
Opening balance 1 Jan. 1998 1987 4,066.0 — — 4,264.7
Depreciation -60.1 70.2 - — 101
Closing balance 31 Dec. 1998 138.6 4,136.2 — — 4,274.8
Book value 31 Dec. 1998 538.0 2,042.7 149.3 198.8 2,928.8
Acquisition values
Opening balance 1 Jan. 1999 10827 L102710 0 0 4105 1988 11.963.0
investments 243 LNent o 4e7 4819 7440
Reclassifications L 0.4 8.7 e -11.0 0.0
Sates and disposals write-downs — -~5.4 ~8.7 -6.6 -20.7
Closing balance 31 Dec. 1999 1,107.4 10,465.4 4504 663.1 12,686.3
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Notes

Coristruction

in pragress
Buildings Plant and Equipment and advance
SEK million and land machinery and to0ls payrments Total
Accumulated depreciation according to plan
Opening balence 1Jan. 1999 4061 40921 2612 — 47534
¢ Deprecation according toplen 455 4s6S 477 = 5438
Sales and disposals — -4.3 -6.4 — -10.7
Closing balance 31 Dec. 1999 4517 4,544.3 3025 — 5,298.5
Value according to balance sheet 31 Dec. 1999 655.7 5,921.1 147.9 663.1 7.387.8
o Accumulated accelerated depreciation
Opening balance 1 Jan. 1899 138.6 4,136.2 — — 04,2748
Depreciation -9.8 487.7 — — 477.9
Closing balance 31 Dec. 1999 128.8 4,623.9 — — 4,752.7
Book value 31 Dec. 1999 526.9 1,297.2 147.9 663.1 2,635.1
® Acquisition values
Opening balance 11an. 2000 10074 04654 4504 6631 126863
Invesiments %84 232 22 1724 4962
Recassificatins . 87 5417 08 6232
Sales to Group compames e —687 8 _ -6,505.5 - =2215 -10.2
Other sales and disposals 4.5 430 -7.3 —
o Other changes — -929.5 7.4 -
Closing balance 31 Dec. 2000 544.2 3,772.3 262.0 202.1
Accumulated depreciation according to plan
Opening balance 1Jan. 2000 4517 4483 3025 — . 52985
Depreciation according to plan o 488 4428 44.9 — 536.3
° write-downs e 800D = — 6000
Sales to Group compames B ~ o 2526  -23314 1708  — 27548
Other sales and disposals .34 7224 =60, - 7318
Other changes — —928 4 6.2 — -822.2
Closing balance 31 Dec. 2000 244.3 2,304.9 176.8 — 2,726.0
Value according to balance sheet 31 Dec. 2000 299.9 1,467.4 85.2 202.1 2,054.6
o .
Accumulated accelerated depreciation )
Opening balance 1Jan. 2000 1288 46239 — — 47327
Depreciation -110.4 —3 675.4 — — -3,785.8
Closing balance 31 Dec. 2000 18.4 948.5 — - - 966.9
Book value 31 Dec. 2000 281.5 518.9 85.2 202.1 1,087.7
o
The tax assessment value of buildings and mark amounts to SEK 516.0 million (1999: 1,455.0; 1998: 1,462.7).
Tax assessment value includes assets posted in the balance sheet under machinery and equipment.
Operational leases
Leasing fees amounted to SEK 8.0 million in 2000 {1999: 15.9; 1998: 13.0). Future contractual leasing fees
@ amount to SEK 32.0 million (1999: 36.1; 1998: 72.1). ’
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Note 6 Participations in Group companies

The participations in the former subsidiaries Stora Enso Fors AB, Oppboga AB and Stora Enso Skoghall AB
(formerly Stora Paperboard Scandinavia AB) have been transferred to Stora Kopparbercs Bergslags AB, while

Stora Enso Billerud AB has been transferred to Stora Enso Skoghall AB.

Note 7 Receivables from Group companies

Note 10 Prepaid expenses and accrued income

SEK million 2000 1999 1998

Acquisition values

Opening balance 4200 3869 3704

Additional receivables i 3

Settlements -420.0 — -3.5

Closing balance -— 420.0 366.9
Note 8 Participations in other companies

Registered
B office/ % of No. of Nominal Book

Name Reg. No. country capital shares value value

Scankraft Paper AB 556459-7572 Sweden 12.5 125 12,500 0.0
Note 9 Inventories, etc.

SEK million 2000 1989 1988

Raw material Lo18 1388 1238

Consumables LS e 926

Finished goods 2123 502.4 504.7

Total 336.6 755.6 7211

There were no single items of significant amount in 2000. The large part of the amounts in 1999 and 1998,
SEK 7.0 and 9.0 million, respectively, consisted of accrued rental income and prepaid insurance premiums.
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Note 11 Shareholders’ equity

Restricted equity Non-restricted equity
Share Statutory Profit carried Net profit
SEK million capitai reserve forward for the year Total
_ Opening balance 1 Jan. 1998 o 3500 70.0 30788 ~ ~148.9 3,350.0
. Net loss for the year o o -72.1 -72.1
Profit appropriation according 1o decision of AGM -148.9 148.9 0.0
Closing balance 31 Dec. 1998 350.0 70.0 2,930.0 -72.1 3,277.9
Opening balance 1Jan. 1995 ...38C0 700 29300 =721 32779
Net profit for the year T . L...488 488
o Profit appropriation according to decision of AGM -72.1 72.1 0.0
Closing balance 31 Dec. 1999 350.0 70.0 2,857.9 48.8 3,326.7
Opening balance 1 Jan. 2000 ... /300 700 2879 488 33267
Netprofit for the year e 13438 1348
Profit appropriation according to decision of AGM _ 48.8 -48.8 0.0
® Dividend to parent company -2,800.0 -2,900.0

Closing balance 31 Dec. 2000 350.0 70.0 6.7 134.8 561.5

The share capital consists of 3,500,000 shares, each with a nominal value of SEK 100.

Note 12 Appropriations and untaxed reserves

Appropriations for the year

‘ . SEK million 2000 . 1999 1998
Difference between book depreciation and depreciation according to plan 37858 -477.9 =101
Reversal of capital-based reserve o i 44.9 44.9 44.8
Utilisation of tax equalisation reserve 5.0 — —
Total 3,835.7 -~433.0 34.7
. - Untaxed reserves - Tax Accumulated Capital-
equalisation accelerated based
SEK million reserve deprecation reserve Total
Opening balance 1 Jan. 1998 ) 5.0 4,264.7 1345 14,4043
Appropriations for the year 101 -44.8 -34.8
Closing balance 31 Dec. 1998 5.0 4,274.8 ' 89.8 4,369.5
[ Opening balance 1 Jan. 1999 i 5.0 4,274.8 89.8 4,369.5
Appropriations for the year 4779 -44.9 433.0
Closing balance 31 Dec. 1999 ' 5.0 4,752.7 44.9 4,802.6
Cpening balance 1 Jan. 2000 ) 5.0 4752.7 449 4,802.6
Appropriations for the year -5.0 -3,785.8 -44.9 -3,835.7
Closing balance 31 Dec. 2000 0.0 966.9 0.0 966.9
¥

The capital-based reserve relates to the tax year 1996.
The deferred tax liability has been estimated at SEK 256.7 million (1999: 1,308.8; 1998: 1,171.6) and relates

primarily to the Company’s untaxed reserves.
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Note 13 Provisions for pensions

The PRI liability amounts to SEK 66.1 million after commitments corresponding to SEK 301.1 million were

taken over by Stora Enso Skoghall AB. At the beginning of the year the total PRI liability amounted to

SEK 345.9 million (338.4).

Interest has been calculated at 4.2 per cent (1999: 3.6, 1998: 4.9) of the year’s average liability. The PRI

liabilities are insured via FPG/PRI.

The PRI liability includes a provision for Board members and the CEO of SEK 0.0 million (1999: 6.8,

1998: 5.6).

Note 14 Other provisions

SEK million 2000 1999 1998
Provision for forthcoming restructuring 50.0 59.5 —
Provision for excise duties, etc. ~ o — ' 5.6 3.0
Provision for plant restoration N = 230 —
Provision for guarantee costs — —_ 24.6
Total 50.0 88.1 336
Note 15 Liabilities
The maturity structure for liabilities is indicated in the following table.
Mare than
SEK million _ N Within 1 year 1-Syears ~ Syears  Total
Accounts payable ) 148.8 — — 148.8
Liabilities to Group companies 1,554.1 — — 1,554.1
Other liabilities 52.1 — — 52.1
Accrued expensés and deferred income 173.9 — — 173.9
Total 1.928.3 — — 1,928.9
Note 16 Accrued expenses and deferred income
The large part of the amount consists of personnel-related liabilities, including social security costs of
SEK 96.1 million (1999: 22.0, 1998: 168.6}, excise duties of SEK 17.3 million (1999: 11.3, 1998: -) and
provisions for delivery charges of SEK 46.6 million (1999: 47.8, 1998: 39.4).
Note 17 Assets pledged
Assets pledged 2000 1999 1998
Property mortgages B None None Naone
Other pledges Nene None None
Contingent liabilities, SEK miilion
Guarantees .. o : E /2 7.2
Sureties 2.8 31 3.6
Total 10.3 10.3 10.8
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Auditors’ report

In our capacity of auditors of Billerud AB (publ), we have examined these listing particulars.
Our examination was made in accordance with the recommendation issued by FAR*. Accord-
ingly, the forward-looking information contained in the listing particulars has been examined
only to a limited extent.

The pro forma financial statements contained in the listing particulars on pages 28-34
have been prepared in accordance with the assumptions indicated on pages 28, 29, 40 and
41. The information from the annual reports for the years 1996~2000, the interim financial
statements for the period ended 30 September 2000 and the interim report for the period
1 January-30 September 2001 has been correctly reproduced. The annual reports for the years
1996-2000 for Billerud Skirblacka AB (formerly AssiDomin Skirblacka AB), Billerud
Karlsborg AB (formerly AssiDomdn Karlsborg AB) and Billerud AB (formerly Stora Enso
Paperboard AB) have been audited by authorised public accountants from KPMG' without
any qualifications in the auditors’ reports.

We have reviewed the interim report for the period 1 January-30 September 2001. In our
review nothing has come to our attention, indicating that the interim report does not satisfy
the requirement of the Swedish Annual Accounts Act.

Nothing has come to our attention which would indicate that the listing particulars do not
meet the requirements of the Swedish Securities and Clearing Act and the regulations issued
by the Stockholm Stock Exchange (Stockholmsbdrsen) based on said Act.

Stockholm, 31 October 2001

Caj Nackstad Owe Wallinder
Authorised Public Accountant  Authorised Public Accountant
KPMG KPMG

Billerud AB (formerly Stora £nso Paperboard AB)
1896-1998: KPMG with Authorised Public Accountant Caj Nackstad as auditor in charge
1999-2000: KPMG with Authorised Public Accountant Géran 8lomauist as auditor in charge

Billerud Karisbarg AB (formerly AssiDomdn Karlsborg AB)
1996~2000: Authorised Public Accauntant Lars Eklund and Authorised Public Accountant Anders Astrom

Billerud Skérblacka AB (formerly AssiDoman Skarblacka AB)
1996~1999: Authorised Public Accountant Lars Eklund and Authorised Public Accountant Hans Akervall
2000: Authorised Public Accountant Owe Wallinder and Authorised Public Accountant Hans Akervail

* Swedish Institute of Authorised Public Accauntants,
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United States tax
considerations

The following is a summary of the principal U.S. federal income tax consequences that may be relevant
with respect to the receipt of the shares in Billerud (the “Billerud Shares™) by holders of shares in
AssiDomain {the “AssiDomin Shares”) and the ownership and disposition of the Billerud Shares.
This summary addresses only the U.S. federal income tax considerations of U.S. Holders (defined below)
l that hold AssiDomin Shares as capital assets and will hold Billerud Shares as capital assets and does not
address aspects of U.S. federal income tax that may be applicable to non-U.S. Holders or U.S. Holders
* that are subject to special tax rules, including, without limitation, insurance companies, tax-exempt
organizations, financial institutions, dealers or traders in securities or currencies, persons that have a
“functional currency” other than the U.S. dollar, persons who hold shares as a position in a “straddle”
Y - or as part of a “hedging” or “conversion” transaction for U.S. federal income tax purposes. In addition,
this summary does not address special rules applicable to U.S. Holders who own, directly, indirectly or by
attribution,. 10% or more of the total equity of AssiDomain or Billerud. This summary is based on the rax
laws of the United States as in effect and available on the date hereof, all of which are subject to change
{possibly with retroactive effect). AssiDomdn believes, and the following discussion assumes, that it is not
a passive foreign investment company (a “PFIC”) for U.S. federal income tax purposes.

For purposes of this discussion, a “U.S. Holder” is (i) a citizen or resident of the United States; (ii) a
corporation (or any entity treated as a corporation for U.S. federal income tax purposes) organized in or
under the laws of the United States or any state thereof (including the District of Columbia); (iii) an
’ estate the income of which is subject to U.S. federal income taxation regardless of its source; or (iv) a
! trust subject to primary supervision by a U.S. court and control by U.S. persons or a trust which made a
{ valid election ro be treated as a U.S. person. Taxation of a partner in a partnership that holds shares will
| generally depend on the status of the partner and the activities of the partnership.

Each prospective holder should consult his own tax advisor with respect to the U.S. federal, state, local
and foreign tax consequences of acquiring, owning and disposing of Billerud Shares.

Distribution of Billerud Shares

It is expected that the contemplated distribution of Billerud Shares is generally tuxable to a U.S. Holder
under the U.S. tax rules. If so, such U.S. Holder receiving Billerud Shares will generally be required to

) include the fair marker value of the Billerud Shares received, plus any cash received in lieu of fractional

I shares, as dividend income to the extent of AssiDomin’s current and accumulated earnings and profits as
; determined under U.S. federal income tax principles. Such dividends will not be eligible for the dividends-
} received deduction generally allowed to corporate U.S. Holders. To the extent, if any, that the amount of
l any distribution exceeds AssiDomin’s current and accumulated earnings and profits as determined under
]

|

!

|

i

{

(

J

U.S. federal income tax principles, it will be treated first as a tax-free return of the U.S. Holder’s adjusted
tax basis in the AssiDoman Shares and thereafter as capital gain. The amount of such dividend will be

® equal to the U.S. dollar value of the fair market value of the Billerud Shares, plus any cash received in
lieu of fractional shares, on rhe date such amount is includible in the income of the U.S. Holder. U.S.
Holders are urged to consult their individual advisors as to the proper treatment of the distribution of the
Billerud Shares for U.S. federal income tax purposes.

Dividends on Billerud Shares
A U.S. Holder musrt include in gross income the gross amount of any dividend paid (before reduction for
Swedish withholding taxes) by Billerud out of its current or accumulared earnings and profits {as deter-
. 4 mined for U.S. federal income tax purposes) as ordinary income when the dividend is received by the U.S.
I : Holder. The dividend will not be eligible for the dividends-received deduction generally allowed to U.S. -
| corporations in respect of dividends received from other U.S. corporations. The amount of the dividend
distribution included in income of a U.S. Holder will be the U.S. dollar value of the payment (if paid in
I foreign currency, determined at the spot rate on the date such dividend is includible in the income of the
U.S. Holder and regardless of whether the paymenc is in fact converted into U.S. dcllars). If dividends are
paid in foreign currency, any gain or loss resulting from currency exchange fluctuations during the period
{ from che date the dividend payment is includible in income to the dare such payment is converted into
U.S. dollars will generally be treated as ordinary income or lass.
, ‘ Subject co certain limitations, the Swedish tax withheld in accordance with the income rax treary
between the United States and Sweden (the "Income Tax Treaty") and paid over to Sweden will be cred-
itable against the U.S, Holder’s U.S. federal income tax liability. To the extent a refund of the tax with-
held is available to a U.S. Holder under the laws of Sweden or under the Income Tax Treaty, the amount
of tax withheld that is refundable will not be eligible for credic against the U.S. Holder’s U.S. federal
income tax liability. For foreign tax credit limitation purposes, the dividend will be income from sources
without the Uniced States, and generally will be treated as “passive income™ (o, in the case of cerrain
f. holders, “financial services income™).
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United States tax
considerations

Gains from Dispositions of Billerud Shares

A U.S. Holder will recognize gain or loss for U.S. federal income tax purposes in an amount equal to the
difference between the U.S. dollar value of the amount realized on a sale or disposition of Billerud Shares
and the U.S. Holder’s tax basis (determined in U.S. dollars) in such shares. Assuming the receipt of
Billerud Shares is taxable to U.S. Holders, U.S. Holders will have tax basis in Billerud Shares equal to the
U.S. dollar value of the fair market value of such shares on the distribution date. Generaily, such gain or
loss will be capital gain or loss, qualifying for reduced tax rates depending on the U.S. Holder’s holding
period for such shares, and any such gain or loss will generally be income from sources within the United
States for foreign tax credit limitation purposes (subject to certain limitations).

PFIC Rules o

A non-U.S. corporation will be classified as a PFIC for U.S. federal income tax purposes if either (i) 75%
or more of its gross income for the taxable year is passive income, or {ii) on a quarterly average for the
taxable year by value (o, if it is not a publicly traded corporation and so elects, by adjusted basis), 50%
or more of its assets produce, or are held for the production of, passive income. If Billerud were a PFIC
for any taxable year, U.S. Holders would be required to either: (i) pay an interest charge rogether with
tax calculated at maximum ordinary income rates on “excess distributions” from a PFIC, which is
defined to include gain on a sale or other disposition of shares in a PFIC; or (ii) so long as the shares in a
PFIC are “regularly traded” on a "qualifying exchange," elect to recognize as ordinary income each such
year the excess in the fair market value, if any, of the shares in such PFIC ar the end of the taxable year
over such holder’s adjusted basis in such shares and, to the extent of prior inclusions of ordinary income,
recognize ordinary loss for the decrease in value of such shares.

Backup Withholding Tax and Information Reporting Requirements

U.S. backup withholding tax and information reporting requirements may apply to the distribution of
Billerud shares and payments of dividends on or proceeds of sale or redemption of such shares to certain
non-corporate holders. In particular, a payor may be required to apply backup withholding to any pay-
ments of dividends on, or proceeds from the sale of, shares to a holder (other than an exempr recipient
such as a corporation) if such holder fails to furnish its correct taxpayer identification number or other-
wise fails to comply with or establish an exemption from, such backup withholding tax requirements.
However, distributions from sources outside the United States paid outside the United States by a non-
U.S. payor or a non-U.S. middleman will generally not be subject to the informartion reporting or backup
withholding requirements.

THE ABOVE SUMMARY IS NOT INTENDED TO CONSTITUTE A COMPLETE ANALYSIS OF
ALL TAX CONSEQUENCES RELATING TO OWNERSHIP OF SHARES. PROSPECTIVE
INVESTORS SHOULD CONSULT THEIR OWN TAX ADVISORS CONCERNING THE TAX CON-
SEQUENCES OF THEIR PARTICULAR SITUATIONS.
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Glossary

CTMP, Chemi Thermo Mechanical Pulp

Fluting
Grammage

{SO 14001
Lignin

Liner
Liquid packaging board

Market pulp
Mechanical pulp

MF paper
MG paper

NBSK,

‘Northern Bleached Softwood Kraft
Porosity

Release liner

Runability

Sack paper
Semi-chemical pulp
Suiphate pulp/chemical pulp

WTL, White Top Liner
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Pulp made by refining chemically pre-treated,
pre-steamed woodchips.

The rippled middle layer in corrugated board.

The weight of a square metre of paper, measured in
grams per square metre (g/m?).

An international environmental management system
for structuring and conducting environmental work
that ensures continuous improvements.

Wood substance that makes up about 20-30 per cent
of wood’s chemical content; lignin serves as a binding
agent between fibres.

The surface layer of corrugated board.

Used in packaging for liquid foods and other liquids.
Plastic-coated for fresh beverages and often laminated
for beverages with long shelf lives, Used in all major
packaging systems.

Pulp sold in an unprocessed form.

Produced from barked wood pressed with water
against grindstones or chopped into chips and ground
in refineries, at which point the wood fibres separare
and form a pulp.

Machine finished, uncoated paper produced from
chemical pulp. Used for paper bags, carrier bags,
wrapping paper, etc.

Mono-glazed paper often produced from sulphate
pulp. Used for paper bags, wrapping paper, flexible
packaging, special products, etc.

Bleached long-fibre sulphate pulp from Northern
Europe and Canada.

A paper’s ability to allow air to pass through.

Special paper, often with several coatings. Used as
backing for self-adhesive material.

Ability of paper to run consistently through a paper
machine.

Paper used to manufacture bags and sacks, made of
sulphate pulp and noted for its high stability.

Pulp where the fibres are released through a combina-
tion of chemical and mechanical processing (beating).
Chemical pulp produced by cocking wood in a
solution of caustic soda and sodium sulphite.

WTL has a liner of bleached pulp over a layer of

unbleached pulp and is used mainly as the surface
layer in corrugated board.
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