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The year at a glance . Contents

Net sales amounted to SEK 101,439m SCAS;‘; 3;‘:;';
(96 385). Net profit for the year amounted to CEO's message
SEK 5,467m (454). Earnings per share Vag‘g:ga;rzz
amounted to SEK 23.25 (1.84). SCA's efficiency Personal Care
enhancement programmes provided savings Tissue
of SEK 1,265m. SCA has strengthened its Fores?iifgzggg
product offerings within all segments with Finam:::”r;i:ifi‘i';
new, innovative products. The proposed Contents - Financial reports
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et 2005 2004 Glossary 112
SEK EUR"Y SEK EUR" SEK EUR'I )
Net sales, SEXm/ELRm 101438 10572 96385 10398  B9.967 9,867 Investor Relations confacts 112
Profit before tax, SEKM/EURM 6.833 739 433 47 6.585 721 . Annual General Mesting 113
Net profit tor the year, SEKm/EURmM 5,467 53 454 49 5.192 568 Financial information schedule 113
MNet profit for the year SEKm2) 5,467 4,435 5.233
Earnings per share, SEK 23.25 1.84 2212
Earnings per share. SEK? 23.25 18.89 22.29
Cash flaw from current operations
per share, SEK 11.85 1B8.67 24.35
Dividend, SEK 12.00% 11.00 10.50
Strategic investments
incl, acquisitions, SEKmM/EURmM -1.258 -136 -2,514 -271 11,738 -1.287
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Debtfequity ratio, multiple 0.62 0.70 0.63
Average number of employees 51022 51.902 49,919

" See pages 52 and 54 for exchange rates
7 Excluding items affecting comparability
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SCA at aglance

SCA in the world

Net sales by husiness area {excl. intra-
Group deliveries)

Operating profit by business area
{adjusted for central items)

Forost Products Personal Care Forest Products Personal Care
21% 28%
\ , i
Packaging > Tissue Fackaging
2% AN 3% 23%

SCA's strategic strengths

Consumer and cus-
tomer insights.

Regional presence

with giobai capability

Efticiont production

Read more about SCA' strategic strengths on page 7.

The Group's largest markets

8EKm

UK
Gerrmany
usa
France|.
Sweden
Haly
Netherands
Spain
Denmark
Australia
Mexico N
Belgium :

Although Europe is SCA'S main market, sales arg
increasing rapidly in the emerging markets.

0 3.000 8,000 9,000 12,000

SCA is a global consumer goods and
paper company. We create value through
knowledge of consumers and customers
needs, regional presence and efficient
production. We develop, produce and
market personal care products, tissue,
packaging solutions, publication papers
and solid-wood products in more than
90 countries.

Mare than half of our sales volume
comprises consumer products where the
end-users are individuals and house-
holds. Every day our products reach
hundreds of millions of people around
the world. These products are mainly
sold under our own brands, such as
TENA, Tork, Edet, Zewa, Libero and
Libresse. Sales are increasing rapidly in
emerging markets.

Qur packaging solutions are primar-
ily used in the transportation of food,
industrial products and consumer
durables, bur are also in the form of
peint-of-sale packaging for product pro-
motion to the end-consumer in the store.
In our Forest Products business area,
high-quality publication papers for news-
papers aid magazines are among our
most important products.

SCA’s own timber supply is a vital
component in the Group’s raw material
flow and helps form a strong link be-
tween the different product segments.

SCA 2006 +1
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Jan Astrdm Events and trends

2006 was a year of recovery for SCA as
demand for our products increased. In
addition the balance between supply
and demand improved, which meant
prices could increase in most of our
product areas. Our extensive effi-
ciency enhancement programmes
developed well and implementation is
actually happening a little faster than
planned. The Group’s profits and profi-
tability improved and, towards the end
of the year, shareholder value creation
levels were achieved. There is good
potential for continued profitable
growth thanks to increased demand,
especially for new products and in
emerging markets. This is supported
by our strategic strengths: consumer
and customer insight, regional pre-
sence with global capability and effi-
cient production.

Qur progress has been achieved againse
the backdrop of two global themes that
captured the world’s interest in 2006.
These themes are of vital importance to
SCA’s future and underscore its long-
term potential, as well as the responsibil-
ity we all share for the future. I am refer-
ring to China and the climate issue.
China is the symbol of current growth
acceleration in many developing coun-
tries and it is providing billions of peo-
ple with the opportunity to create a
betzer life as efficient producers and con-
sumers with substantial spending power.
This reinforces market economy values
and results in increased international
exchange ar all levels, more open societ-
ies and greater freedom for individuals.
This, in turn, increases global de-
mand and presents SCA with new chal-
lenges. Everything will move far faster
and our market potential will be signifi-
cantly increased. When Sweden and

other European countries became mar-
ket economies at the end of the 19th cen-
tury, it took 30-50 years for their econo-
mies to double in size. In many develop-
ing countries, GNP is doubled within
just a decade. SCA will act as a driving
force in this era of major global transi-
tion. People’s desire for a berter quality
of life fuels our energy to develop and
grow. SCA’s contribution to this process
is its expertise and its products.

The ability to simply keep ourselves
and our homes clean, to protect cur chil-
dren from infection and to provide com-
fortable hvgiene solutions for them as
babies, to free women from the discom-
forr and raboos associated with men-
struation, to provide the elderly with
comfort and independence when their
bodily functions lct them down — all of
this is a natural part of a better life,

Qur packaging solurions make it
possible to transport goods across long
distances and to open up and integrate
markets that generate prosperity.

Words and images inspire millions of
people and publication papers carries
knowledge and experiences to other
countries and to new generations,

Qur products are about improving
the quality of life in many different di-

mensions, modernization across borders
and the chance of a more dignified and
comfortable [ife.

The other major theme this year — the
climate issue - has focused attention on
how essential sustainable development
and a sound environment actually are.
SCA has a long, distinguished tradition
in the environmental area. Experience
and expertise have been transformed
into practical measures to improve the
environment, making us leaders in this
field.

SCA owns vast areas of forestland
that must be properly managed. There
are production facilities all over the
world and our products are used on a
daily basis by hundreds of millions of
people. OQurs is an important responsi-
bility - we musrt run our business along
sustainable lines. The Group complies
with a number of global, regional and
local puidelines and has established a
far-reaching sustainability policy, trans-
parentin all areas. Many of our employ-
ees, myself included, work with sustain-
ability issues on a daily basis in various
internarional conrexts, in laboratories
and out in workplaces, in cooperarion
with customers and consumers.

“Our products are about improving the
quality of life in many different dimensions”

SCA 2006 = 3




Jan Astrom Opportunities and challenges

It starts with consumer and customer
insight

SCA is currently experiencing a period
of major transition with increased in-
vestment in consumer-focused innova-
tion and product development in order
to maintain and strengthen the Group’s
profitability.

The increasing mobility of goods,
services and capital across borders has
promoted the growth of large global
corporations and SCA can benefit from
this trend thanks to strong brands and a
position as a major, well-established
supplier of retailers’ brands.

Tt 15 erucial that we understand our
customers’ commercial situation, and
create added value for them. Retail
chains and large-scale consumers expect
support from their suppliers. SCA main-
tains longstanding partnerships with
several international customers; partner-
ships that include activities such as joint
studies, development of new products
and expansion of services.

Competition for the attention of con-
sumers increases daily and deep, market-
ing insight 1s essential. SCA 15 currently
in the process of renewing its brand
strategy. The aim is to gather brands into
different product categories on global
platforms. This will consolidate SCA
brands and provide substantial synergy
effects. These platforms will also provide
a foundarion for innovartion, product de-
velopment, production and marketing
using cohesive strategies. One example
of the renewal process in 2006 is the
global implementation of the Tork
brand. Another example is SecureFit,
our new thin feminine care product.

An important element of our efforts
in this area is to increase awareness of
the value we create. This will putusin a
better posttion to establish appropriate
price levels. A natural consequence of
our brand iniriatives has been to reform
price structure and contracts, as well as
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training SCA marketing and sales orga-
nizations to communicate the value of
these offerings, These efforts have
helped to create a positive price trend for
most of the Group's products.

Growing in new markets

Our strength in understanding consumer
and customer needs is closely linked to
our global knowledge and regional pres-
ence. SCA is present on most significant
markets, all over the world. This global
competence rests on regional production
and distribution structures. Expanding
on new growth markets is a prioritized
strategy, CONCentrating on segments
where there is the best potential for prof-
itable expansion. Organic growth will
be complemented by acquisitions.

Central and Eastern Europe, home to
330 million people, is one of the most
important expansion areas. Growth is
strong — more than 6% per year - and
quality-of-life needs have been neglected
for far too long. Qur products are at the
top of people’s wish lists with respect to
improving the quality of their lives. In
Russia our tissue brand Zewa is a clear
marker leader. A new tissue planc is
planned outside Moscow to meet the in-
creased demand. In Poland our new fac-
tory has become a centre for the manu-
facture of baby diapers and incontinence
products. [n Remania we are building a
new plant for packaging selutions.

Latin America is another prioritized
growth region within the Personal Care
and Tissue business areas. The restruc-
turing of the Mexican operation has
been successful leading to improved
profitability and growth during the year.
In South America our leading positions
in Colombia, Ecuador, Peru and Chile
have been consolidated. In China the
focus has primarily been on packaging
for global customers and expansion has
been rapid. We are currently a full-ser-
vice packaging supplier in China and are

considering expanding into the personal
care segment.

These growth markets will have a
powerful impact on SCA’s figures in the
coming years. One example of geo-
graphical rebalancing is the sale of the
North American packaging operations
in January 2007, which releases re-
sources for expansion in Eastern Europe
and Asia.

Sharper competitive edge
Implementation of cost-cutting and effi-
ciency programmes has been the single,
most important task during the past two
vears. SCA must be competitive in all
our segments.

The good vears around the start of
this century were followed by a period
of weaker demand, excess capacity and
price pressure, mainly within the pack-
aging and tissue segments. Meanwhile,
restructuring was underway within the
retail sector and price competition be-
came tougher. Consequently SCA imple-
mented a cost-cutting programme in two
stages, first in 2004 and then a more
comprehensive programme in the sum-
mer of 2005. When all the planned mea-
sures have been fully implemented in
2008, costs will have been cut by more
than SEK 2.7bn.

SCA was the first in the industry to
carry out extensive capacity cut-backs
and several of our competitors have
since followed suit. For a number of
years consumers have been able to bene-
fit from rationalization within the indus-
try in the form of gradual price reduc-
tions. Both raw material and energy
costs have, however, increased dramati-
cally over the past two years and it is
thus probable that the end consumers
will face higher prices.

In addition to efficiency programmes,
annual improvement in productivity is
essential in order to meet external cost
increases. This is a high-priority goal
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that will be achieved through gradual,
constant improvements.

Implementing large-scale cut-backs
demands efficient management, lam
proud of the cfforts that SCA managers
and employees around the world have
made in these turbulent times. At the
same time, intensive work is underway
within the Group to ensure that there
will be a good supply of future managers
available to work within prioritized
competence areas.

Investments for the future

The efficiency programmes have been
combined with significant, forward-
looking investments in line with the
long-term industrial vision shared by the
senior management and the Board of Di-
rectors. We are modernising our produc-
tion base, our product development and
our marketing. In Personal Care, capac-
ity will be increased in all three product
segments, technology upgtaded and pro-
duction operations increasingly shifred
to low-cost countries. Within the Tissue
business focus will be on expansion in
growth markets, Within Packaging, stra-
tegic investments in high value content
segments will be the focus, Within Forest

Products, improvements to efficiency
and product quality are underway.

SCA possesses intrinsic strength in its
Group structure through its raw mate-
rial integration. This strength manifests
itself in many ways. Increasing demand
for timber in 2006 resulted in an, at
times, problematic supply situation.
Thanks to its own raw material base,
SCA was able to cope with this situation
better than many of its competitors. A
large portion of Group production costs
relate to energy. Apart from constant ef-
forts to reduce energy consumption, a
number of large-scale projects are un-
derway aimed ar utitizing cnergy gener-
ated by waste products. A new recovery
boiler at the Ostrand pulp mill, commis-
sioned in 2006, greatly increased the in-
house supply of energy. Increased invest-
ments in biofuels are also among the
measures under implementation.

Cautious optimism

In summary, ! can say that SCA has
begun to lift itself out of a decline lasting
several years, this thanks to our system-
atic measures to cut cost levels and im-
prove production structures, our inno-
vative strength and our product range.

VeSS Ir

The Group now provides more new and

improved products and services than
ever before.

Market trends in 2007 are relatively
positive with continued high levels of de-
mand in most product areas and a better
balance between supply and demand.
This paves the way for improved price
development for our products. However
energy and other raw materials are still
an uncertain factors. In 2007 many
structural efficiency measures will reach
completion, although ongoing improve-
ment measures and expansion invest-
ments will continue to bear fruit in the
years to come, All in all, T look forward
to a sustained improvement of our long-
term competitiveness and profits.

Stockholm, February 2007

Jan Astrom
President and CEO
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Value creation Strategic focus

SCA's business concept involves developing, producing and marketing increasingly
valug-added products and services in the Personal Care, Tissue, Packaging and For-
est Products business areas. SCA's products simplify the everyday lives of hundreds of
millions of people around the globe and generate strong cash flows that enable good
dividend growth and raised value of the SCA shares.

SCA’s products radically simplify the
everyday lives of consumers and custom-
ers as an important part of a modern so-
ciety. Demand is rising steadily in mature
markets and rapidly in the emerging
economies. SCA works in close coopera-
tion with customers to constantly de-
velop the products” attributes and func-
tionality to create new products and ser-
vices. In addition to innovative develop-
ment based on consumer and customer
insights, SCA’s strengths include presence
in regional markets with global capabil-
ity and an efficient production structure,

Higher value-added

The concentration on growth in Per-
sonal Care, Tissue and Packaging has
gradually shifted the balance rowards
consumer products. Although the Forest
Products business area’s portion of the
Group’s net sales has diminished, it con-
tinues to be of great strategic signifi-
cance for raw material integration,
strong cash flow generation and devel-
opment of publication papers and solid-
wood products. Also within Forest Prod-
ucts, the focus has shifred towards prod-
ucts with increasing value-added. The
Group’s growing size and financial posi-
tion enable the individual business areas
to make strategic investments to increase
growth and competitiveness.

6+ SCA 2006

Growth

Although geographically most of SCA’s
sales are concentrared in Europe and
North America, a combination of acqui-
sitions and good organic growth will in-
crease the portion of sales in fast grow-
ing markets in Central and Eastern Eu-
rope, Latin America and China. Sales in
these prioritized growth markets cur-
rently account for more than 15% of net
sales, compared to 6% ten years ago.
SCA’s total organic growth is expected
to reach 3-4% per year.

Investments, acquisitions

and divestments

SCA works constantly on optimizing
each individual business area by invest-
ing in the segments that have the best fu-
ture development potential. To sustain
the Group’s profitability and growth tar-
gets, SCA estimates the annual invest-
ment requirement at 7% of the Group’s
net sales. Current investments are ex-
pected to reach around 5% and strategic
investments around 2%.

SCA regards selective company acqui-
sitions as an important tool to quickly
gain access to new markets or to develop
complementary capabilities in existing
ones. As a result of the Group’s priorities,
SCA may also divest units within the
framework of the four business areas.

Sales split SCA Group

40
20

0
1896 2006
0 Other
+ 1 Forest Products
D Packaging
# Hygiene Products

Growth is concentrated to Personal Gare, Tissue and
Packaging.

Sales in emerging markets

= 6% W06 15%
- \i ./ /;‘,
N N

O Emerging markets
i3 Mature markels

Sales in the emerging markets of Centrai and Eastern
Europe, Latin America and Asia accournt for 15% of SCA's
net sales.




Regional presence with
global capability

Consumer and customer insights
SCA intends to increase the pace of in-
novation for new products and services
within each of the business areas. Lead-
ing market positions and the Group’s
significant resources make SCA an at-
tractive partner when customers seek
complete solutions to develop both
products and services.

Regional presence with

global capability

SCA’s focus involves the assumption that
production and distribution are most effi-
cient in regional markets close to custom-
ers. Several of SCA’s products cannot sus-
tain the high cost of long transport
routes. While production is local, most of
SCA’s product offerings are global and,
due to its size and geographical spread,
SCA enjoys significant economies of scale
within research and development, brand
positioning and concept development.

Consumer and
customer insights

Efficient production

Efficient production

SCA has a long tradition of constanr im-
provement in the producrion structure
and urilizing the Group’s synergies
throughout the value chain. Over the
past few years this strategy has been in-
tensified through the implementation of
1wo major cost-cutting programmes that
will reach completion in 2007 and will
reduce total costs by SEK 2.7bn. SCA’s
own raw material base gives the com-
pany control over cost trends through an
efficient raw material integration system.

SCA 20067




Value creation Strategic control

SCA aims to provide its shareholders with the highest possible return. This means the
company must allocate resources in the best possible way. To achieve this, SCA uses a
cash-flow based model to measure profitability in current operations and for new

investments.

Cash flow requirement 2006-2007

SCA measures profitability using a
Group-wide cash-flow model where the
cash flow from current operations is
compared with a cash-flow requirement.
This requirement is derived from all
income-generating assets, their expected
economic life and the weighted cost of
capital. The requiremnent indicates the
level at which value is created for the
shareholders {see explanation on

page 11).

The value creation requirement mea-
sured as cash flow from current opera-
tions, was SEK 5.2U bn for 2006, which is
equivalent to an operating surplus mar-
gin (EBITDA) of 15.0%. The cash flow
from current operations for 2006 was
SEK 4.1bn, which is equivalent (o an
EBITDA margin of 14.5%, slightly below
the required level. During the year the
negative earnings trend was reversed and
in the final quarter, SCA achieved a level
at which the Group was value-creating.
This improvernent can mainly be artrib-
uted to cost savings totalling SEK 1,265m
and a more favourable market develop-
ment. The requirement for 2007 is a cash
flow of SEK 5.1 billion, representing an
EBITDA margin of 15.0%. Like the mar-
gin, the required return on capital em-
ployed is derived from the cash-flow re-
quirement. The required return on capital
employed in 2007 is 2.0%.

SCA sees the potential for substanrial
improvement on current profit levels.
Measuring from 2006, SCA expects the
EBIDTA margin to improve by 2-3 per-
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centage points within a three-year pe-
riod, The effects of additional marker
and price improvements are not in-
cluded in these assumptions. Likewise,
costs for input raw materials are ex-

pected to remain constant at 2006 levels.

Based on SCA’s strategic strengths, the
priorities for each business area are de-
scribed below.

Personal Care

Profitability and growth are very strong
within the Personal Care business area,
In 2006 an EBITDA margin of 18% was
achieved, which is significantly higher
than the required level for value creation
in 2006 of 12%. The requirement for

2007 is 11 % at the EBITDA level. Given
the strong profitability level, the highest
priority is to make the most of the
growth potential that exists. The objec-
tive is to grow organically by 5-7%
annually. This will be driven by high
growth in incontinegnge care, an in-
creased portion of sales in growth mar-
kets in diapers and feminine care,and a
successful positioning and development
of retailers’ brands. The margins are ex-
pected to be maintained at current levels
with a potential for some expansion.
This requires a high pace of product de-
velopment, more production in low-cost
couniries and higher sales in premium
segments. The business risk in Personal

Key ratios '

2005 2006 2007
Operating surplus margin {EBITDA)
Result?{%) 14,1% 14.5% -
Value creation requiremnent (%) - 15,0% 15,0%
Operating cash flow
Result? (SEKbn) 53 4.1 -
Value creation requirement (SEKbn) 81 52 5,1
Result/requirement (%) 105% 7%% -
Return metrics
Resuit capital emnployed 2 (%) 7% 8,8% -
Capital employed target (%) 9,0% 9.0% 9,0%
Result equity 2 (%) 1.9% 9.5% -
Equity target (%) 8,0% 9,0% 8,5%
Financial metrics
Debt/equity ratio (multiple) 07 0.6 07
Market adjusted debt/equity ratio {muttiple} 0.5 0.4 -
Debt payment capacity (%) 27% 28% -

W The EBITDA margin requirement is based on all income-generating assets, their expected economic life and the weighted
cost of capital. The operating cash flow is also affected by the Group's capital structure. The requiremment may vary from year

0 year depending on how the underlying parametres change,

A Excluding items affecting comparability.
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Care is mainly related to the positioning
of SCA’s main competitors, develop-
ments in the retail sector and raw mate-
rial costs.

Tissue

Overall the profitability in the Tissue
business area is unsatisfactory. This busi-
ness area achieved an EBITDA margin of
12% in 2006, which is below the re-
quired level of 14%. The main reason
for the weak result is tough competition
in consumer tissue in Europe. The re-
quired EBITDA margin for 2007 is

14%. Tissue for bulk consumers (AFH}
has demonstrated good profitability and
this is expected to increase in the years
ahead due to increased sales of premium

products and complere hygiene concepts
for public premises under the global
Tork brand. [n Consumer tissue, SCA 18
working with the following strategic
priorities: increasing the portion of sales
of SCA’s own brands, rationalizing pro-
duction structures, forming strategic
parmerships to develop retailers” brands,
and increasing sales in emerging markets
such as Latin America and Russia. The
tissue market is growing steadily by
around 3-4% per year. The business risk
in this area is mainly related to competi-
tion in the retail trade, capacity growth
from smaller competitors and increases
in the price of pulp, recycled paper and
energy.

Packaging

Towards the end of the year SCA began
regaining the value-creating level within
the Packaging business area. For the full
vear 2006 Packaging achieved an
EBITDA margin of 11%, which is lower
than the value-creation requirement
level of 13%. The 2007 level for value
creation is an EBITDA margin of 14%.
In the years ahead the profits are ex-
pected to grow as a result of the ongoing
efficiency programme, an improved bal-
ance in the markets and an anricipated
increase in the sale of complete packag-
ing solutions in high-value segments.
Overall SCA expects the Packaging busi-
ness area to grow by around 2-3 % per
vear. The growth rate is signficantly
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Value creation

higher in the prioritized growth regions
of Central and Eastern Europe and Asia.
The business risk in Packaging is mainly
related to the general demand in Europe,
increased capacity from smaller compet-
itors and increases in the price of recy-
cled paper and energy.

Forest Products

SCA’s Forest Products business area is
meeting the Group’s return requirement.
For the full vear 2006 Forest Products
demonstrated an EBITDA margin of
22%, which is over the required level of
21%. The requirement for 2007 is an
EBITDA margin of 21%. SCA expects to
be able to strengthen margins in the
years ahead by continuing to implement
successful productivity measures within
the publication papers operation, in-
crease the percentage of value-added
products within the solid-wood prod-
ucts segment, improve the energy bal-
ance from pulp production and further
rationalize forest management. Growth
is expected to reach 2-3 % per year. The
business risk in this area is mainly re-
lated to trends in the advertising market
in Europe, changes in the supply and de-
mand balance and wood and energy
price fluctuation.

Dividend policy

SCA aims to provide stable and rising
dividends. Over a business cycle, about
one third of the cash flow from current
operations {after interest expenses and
tax) is normally used for dividends and
two thirds for value-crearing strategic
investments. [f the cash flow from cur-
rent operations exceeds what the com-
pany can invest in profitable invest-
ments, the surplus is returned to the
shareholders by increasing the dividend
or used to repurchase the company’s
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own shares. Over the past decade the
dividend has grown by an average of 9%
per year and the proposed dividend for
the 2006 financial year is SEK 12, repre-
senting an increase of 9% compared
with 2005.

Capital structure

SCA’s debt/equity ratio measured as net
debt in relation to the book value of eg-
uity was 0.62 on 31 December 2006,
which is below SCA’s long-term rarger of
0.7. The debt/equity ratio target of 0.7
has been chosen waking into account
SCA’s business risk and the composition
of the product portfolio, Periodically the
debt/equity ratio may deviate from this
target and over the past decade, it has
varied between 0.39 and 0.85. [n addi-
tion to internal financing from cash flow
from current operations, funds for fur-
ther strategic investments are made
available by additional borrowing ca-
pacity while maintaining the same debt/
equity ratio.

SCA has a credit rating for long-term
borrowing of Baa1/BBB+ and short-term
borrowing of P2/A2 from Moody’s and
Standard & Poor’s respectively, and a
short-term credir rating of K1 in Sweden
from Standard & Poor's. For more de-
tailed information abour risk manage-
ment, see Note 2 on page 66.

Incentive programme

SCA’s incentive programme is designed
to support the company’s objective of
creating shareholder value. The pro-
gramme for senior executives has two
components: achievernent of earning
and cash-flow targets and the price per-
formance of SCA’s shares compared to
an index consisting of SCA’s major
global competitors. For more informa-
tion about the structure of the pro-

gramme, sce Note 32, “Remuneration to
senior executives” on page 85.

Dividend per share

Ry T T

Strategic investments, acquisitions and
divestments

SEKm
12,000

+0,000

-2.000
2002 2003 2004 2005 2006
.7 Personal Care
0O Tissue
Packaging
O Forest Products
@ Divestments

Most of SCA's strategic investments and acquisitons are in
Personal Care, Tissue and Packaging.




SCA’s cash-flow model

SCA’s cash-flow model

SCA’s main tool for measuring the proftability of current oper-
ations is a cash-flow model where the cash flow from opera-
tions is compared with a cash-flow requirement. This require-
ment is derived from all income-generating assets, their ex-
pected economic life and a weighted cost of capital. The re-
quirement is adjusted for inflation, which provides a measure-
ment independent of the date of acquisition of the asset and
also independent of adjustments in the accounts, such as de-
preciation. This methed is called Cash Value Added (CVA).
SCA monitors business groups and operating units by compar-
ing the net operating profit with the requirement. If the net op-
erating profit exceeds the requirement, i.e. the CVA index is
over 1.0, the unit is profitable and thus value-creating. These
evaluations provide a basis for decisions on future investment
allocations. For the Group as a whole the requirement is set as
cash flow from operations, which is operating cash flow minus
financial items and paid tax. The cash-flow requirement shows

at what level SCA is value-creating during an individual year.
However, this snapshot must be viewed in relation to value cre-
ation over a longer period. The net operating profit margin and
rate of return are subsequently derived from the cash flow
from operations.

Strategic investments

SCA evaluates all strategic investments (company acquisitions
or expansion investments) in accordance with the cash-flow
model. All investments must provide a return thar exceeds the
cost of capital, The future cash flow of each strategic invest-
meent is calculated and the cost of capital is discounted. This
provides a present value for the estimated future cash flow, If
the present value is higher than the expenditure for investment,
the mvesrment is value-creating. SCA requires that the present
value must exceed the investment expenditure by a certain

margin.

SCA’s required rate of return

SCA’s required rate of return on assets is determined by the
capital market’s return requirement on investments in SCA
shares and current long-termt interest rates. The return require-
ment, the weighted cost of capital (WACC), was calculated at
the end of 2006 as shown in the figure below. Applying this
method of calculation, the weighted cost of capital is deter-

SCA's required rate of return

| Rigk-free interast
f 2.8%

| Markel risk premium Cost of equity
f 45% 7.5%
SCA’ risk premium
4.1%
| SCAS Beta coefiicient

i 0.9

I Rigk-free interest

mined as 6.4%. This means thar all investments must over time
generate an operating cash flow after tax but before interest
expense of at least 6,4% of the investment in order to be vatue-
creating and thus meet market demands. The return require-
ment level above applies to investments in Sweden, Different
borrowing costs and tax rates in other countries change the
return requirement for operations in those countries.

0.65x {(Market valued}

WACC |

I 3.8%
Interest expense
4.8%
| Loan margin Effective interast expense
[ 1.0% 3.5%
| Marginat tax
| 28%

64% |

0.35x
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SCA shares Strong development during 2006

Price trend in 2006

The closing price in 2006 on the Stock-
holm Stock Exchange for SCA’s B shares
was SEK 357,50 (297), which represents
a market capitalization of SEK 84bn
{69). This amounts to around 2% of the
total market capitalization on the Stock-
holm Stock Exchange. In 2006 the share
price rose by 20%. [ncluding the divi-
dend paid out in 2006, the total return
amounted to 24%.

The share price performance was
strong for the first few months of the
year, before falling again in line with the
general decline on the Stockholm Stock
Exchange in May and June. During the
second half of the year, the share price
was performing well again. The highest
closing price for SCA’s B share in 2006
was noted on 27 December at SEK 364.
The lowest price of SEK 279 was noted
on 13 June,

In 2006 the SCA share price devel-
oped in line with the Stockholm Stock
Exchange as a whole and outperformed
the comparable industry index. Overa
five-year period, the SCA shares enjoyed

Trading in SCA shares

SCA shares are listed and traded primar-
ily on the Stockholm Srock Exchange, but
may also be traded on the Londen Stock
Exchange (OTC) and as American De-
pository Receipts [ADR level 1) in the US
through the Bank of New York. In addi-
tion to indexes linked directly to the
Stockholm and lL.ondon exchanges, SCA
is included in other indexes such as the
Dow Jones STOXX Index, FTSE Eurotop
300 and MSCI Eurotop 300. SCA is also
represented in several environmental in-
dexes around the world, where compa-
nies are evaluated based on their ability
to combine financial growth with suc-
cessful environmental work. Examples
include the FTSE4Good Index and the
Dow Jones STOXX Sustainability Index.

Liquidity

The turnover of $CA shares increased in
2006. The total volume of shares rraded
was 311 million shares (304), represent-
ing a value of approximately SEK 101bn
{81). The average daily trading for SCA
on the Stockholm Stock Exchange

Foreign ownership

Approximately §7% (61) of the share
capital is owned by investors registered
in Sweden and approximately 43% (39)
by foreign investors. Foreign ownership
has increased steadily in recent vears.
The US and the UK account for the high-
est percentage of shareholders registered
outside Sweden with 15% and 12%
respectively.

Dividend

The Board of Directors has proposed a
dividend to shareholders of SEK 12 per
share for 2006, which is 9% higher than
in 2005. The 2006 dividend represents a
dividend yield of 3.4% per share based
on SCA’s share price at the end of the
year. Since going public on the Stock-
holm Stock Exchange in 1950, SCA has
never reduced the dividend, and over the
past ten years, the dividend has increased
by an average of 9% per year. SCA’s divi-
dend policy is described on page 10.

Ticker names:

Stockholm Stock Exchange {the Nordic Exchange) SCAA

a stronger trend than the comparablein-  amounted to 1,2 million shares, equiva- SCAB

. . s ’ o London Stock Exchange (OTC) SNKB
dustry index but weaker than the Stock lent to a vaiue of SEK 401m (321), Neww York (ADR Leve 1} sveay
holm Stock Exchange.
Price trend and share trading, 2006 Price trend and share trading, 2002-2006

SEK Theusand shares SEK Millign shares
400 10,000 500 100
380 I 9,000
360 8,000
340 7,000
320 6.000
300 5000
280 4000
260 3.000
240 2,000
220 = : e T 1,000 50 = : 10
200 0 0 : 0

Jan. Feb. March Aprl May June July Aug. Sept. Oct. Nov. Dec. 2002 2003 2004 2005 2006
— 5CAB — 5CAB

== Altarsvariden general index
== MSC! European Paper Index
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I Daty trading
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Trading per quarter
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Data per share

All earnings figures include non-recurring items.

SEK per share unless otherwise indicated 2006 2005 2004 2003 2000  Percentage of foreign ownership
Eamings per share aftar full tax: Yo *
After dilution 23.25 184 2212 2184 2454 208 43
Before dilution 2327 1.84 2213 2192 2070 2005 8
Markst price for B shares: 2004 32
Average price ciuring 2006 32172 26686 28856 27069 8115 2003 3
Closing price, 31 Decamber 35750  297.00 28350 29400 29400 2002 32
Cash flow from current operaticns! 11.85 18.67 24.35 3498 37.12
Dhvidend 12002 1100 10:50 10.50 960  Shareholders by country
Cividend growth, %3 7 7 9 11 12
Dividend vield, % 34 37 a7 36 33 Qe Swoden
P/E ratic" 15 151 13 13 2 16% 7%
Price/EBITS 14 57 17 12 10 UK P
Bata coefliclents: 0.73 0.73 069 0.63 081 T
Pay-out ratio {before dilution), % 48 58 &8 48 39
Shareholders’ equity, after dilution 249 241 233 214 207 USA
Shareholders' equity, bafore diiution 249 240 231 212 208
Average number of shares atter dilution (millions) 2338 2335 2335 2325 232.2
Number of registered shares 31 December {millions) 2350 235.0 2350 2350 2322
Nurmber of shares afer full conversion {millons} 235.0 235.0 235.0 235.0 2351 Shareholders by category
* See definitions of key ratios on page 111.
% Board proposal. Privata indmviduals Institutions
» Rofling 5-year data. 1% 85%
¥ Share price at year-end divided by eamings per share after tull lax and dilution,
2 Markel capitalization plus net debt plus minority interests divided Dy operating profit, (EBIT=earnings befora interest and taxes).
% Share price volatility compared with the entire stock exchanga (measured for roling 48 months).
SCA's ten largest shareholders
According 10 VPC AB’s official share register for directly registered and
trustee registered sharcholders as of 31 December 2006, the tollowing com-
panies, foundations and murua) funds were the ten larpest registered share-
holders based on voting rights (before dilution).
Shareholder structure
No. of
Shareholder No. of volas Yo No. of shares % Holding No. of votes % sharehoiders %  No.ofshares %
AB Industrivirden 167,581,000 29.3 23,501,000 101 1-500 19084322 33 60041 B06 8.696,981 a7
Handetsbanken® 74354678 13.0 13272794 57 501-1,000 12,009,680 2.1 7217 97 5505767 2.4
SEB* 41805457 7.3 7725855 33 1,001-2,000 12417992 22 3657 49 5,352,047 23
Livtorsékringsakliebolaget Skarlia 17,498,238 3.1 3,354,639 1.4 2,001-5000 13,665,235 2.4 1980 27 6257110 27
Alecta 10,684,740 19 3,430,704 1.5 5,001-10,000 7,829,893 14 623 08 4,581,091 18
AB Skrindan 10,026,200 1.8 1,002,680 04 10,001-20,000 7.854,667 1.4 338 0.5 4,857 208 21
AMF Pension 9,390,240 1.6 8.003.124 3.4 20.001-50,000 13.242,534 23 263 04 8,527,614 3.6
Andra AP-fonden 9,151,664 1.6 3,586,757 1.5 50.001-100,000 11,894,152 2.1 126 02 9,144,049 39
Swedbank” 8,214,965 1.4 7,761,464 3.3 100.001- 475,663,344 829 239 0.3 182,024,331 77.4
Nordea’ 8,721,567 i.2 3,507,721 1.5 Total 573,751,819 74,484 235,036,608
" Inchuding mutual funds and foundations. Source: VPC AB Sourca: VPG AB
Share distribution
31 December 2006 Series A Series B Total shares
Number of registered shares 37,635,089 197 401,629 235,036,698
- of which treasury shares - 1,253,138 1,253,138
Total 37,635,069 197,401,629 235,036,698
Issues 1993-2006
Since the beginning of 1993 the share capital and number of shares have increased due o new issues and conversions as follows:
Increase in share Cash payment
No. of shares capital. SEKm SEKm Series A Series B Total
1993 Conversion of debentures and new subscription through Serias 1 warrants 4,030,286 40.3 1169
New issue 1:10, issue price SEK 80 17,633,412 178.3 14107 62145880 131821657 193,967,537
1994 Conversion of debentures 16,285 0.2 - 62145880 131,837,942 193,983,822
1995  Conversion of debentures 3,416,113 34.2 - 62,145,880 135254055 197,399,935
1998  New issue 1:6, issue price SEK 140 32,899,989 329.0 4,578.0 62,133,906 168,166,015 230,299,924
2000 Conversion of debentures 101,631 1.0 15.0 61,626,133 168,775,422  230.401,555
2001 Newissue, private placement 1,800,000 18.0 18.0 45,787,127 186,414,428 232,201,555
2002  Newissue through IB warrants 513 0 0.3 41,701,362 190,500,706 232,202,068
2003 Conversion of debentures and subscription through IIB warrants 2825475 28.3 7229 40,437,203 194,590,340 235,027.543
2004 Comwersion of dabentures 9,155 1 1.1 40,427,857 194608841  235036.608

SCA 2006 » 13




Personal Care’ Share of the Group

Personal Care comprises three product segments:

incentinence care, baby diapers and feminine care. Al

three segments are driven by innovation and and new

products are launched continuously. The products are

sald both under SCA's own brands and under retaifers’

brands, and distributed via retailers and health care Net sales Operating profit
providers. ' 21% 3%

Capital’ © Average no. © Sales in some 90 countries in all parts of the world.

employed af employeas Production at 18 plants in 16 cauntries.
2% 15% . .
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Personel Care

Good perscnel cars is essenilel o well-bsing. Our innovetive products meais e cesier,
Tivsy keep belbies cry, they promels wemen's indepenciencs and they help breslk
tebeos sulpunding our sirangfihs ere closest: fio {e skin,

. ;
’ l
g i i
Sales by product segment .o - Sales by region , ! Market positions ‘
I \ . I North.
¢ Austraiia 5% ! ) - : ! Europe. America Global

Feminine care |, . Incontinence care B \i Eurcpe _
Asias% | .
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. Latin America 8% - .. Babydiapers 1 2 - 3
: ) X , l . : Feminine care 13 - ‘5 .
1 N R N
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' Nerth America . 1
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Baby diapers | v | 1
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Incontinence products acecunt for most of the sales " ' SCAis expanding rapidly in Perscnal Care and holds | ' i
in the Personal Care segment, . strong aositions in all parts of the world. ' | .



Ronal Care Strategy

SCA is the world leader in inconti-
nence care and holds leading regional
market positions in baby diapers and
feminine care. SCA’s strengths are pro-
found consumer insight, innovative
product development, well-known
brands and efficient production.

Baby diapers, feminine care and inconti-
nence care give people simple and com-
fortable hygiene solutions throughout
their lives. The growing opportunities
for effective personal care are making a
significant contribution to health de-
velopments in the world.

The global personal care marker is
artractive and is growing faster than
GDPs. The use of these products in
developing countries is rising signifi-

=
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cantly as buying power increases. In the
more mature markets, the increase in the
number of elderly people means high
growth for incontinence care. The indus-
try is well consolidated and the well-
known brands dominate. Products are
becoming increasingly sophisticated in
order to meet specific needs.

SCA’s Personal Care operations have
provided high profitability for a long
time. The target is organic growth of 5-
7% per year with maintained or impro-
ved margins. In the years ahead SCA will
be working with the following strategic
priorities:
¢ Strengrhen marker positions by deve-

loping innovative product offerings
¢ Further develop SCA’s world-leading

position in incontinence care

s

» Establish and consolidare leading po-
sttions in fast-growing markets in
Central and Eastern Europe, Latin
America and Asia

¢ Continue to restructure and improve
efficiency in production and distribu-
tion

Incontinence care

SCA is focusing on increasing awareness
and acceptance of incontinence, develo-
ping effective and comfortable products
and raising availability through all dist-
ribution channels. Health care providers
account for the majority of sales. The
strategy for this customer group is to
show how SCA’s high-quality products
and expert advice can cut costs for nur-
sing homes and at the same time raise

ST &




the quality of life for the users. In the re-
tail area, SCA is working on removing
taboos through active informarion and
advertising and by developing discrete
and effective products.

SCA is working to consolidate the
world-leading TENA brand, which of-
fers products for all user needs through
all sales channels. SCA is in the front line
in product development and the pace of
innovation is high - both in terms of the
development of new products and ongo-
ing improvements to the existing range,
In 2007 the entire product range aimed
at institutions and home care will be up-
graded. SCA will also launch products
that are in the grey zone between femi-
nine care and incontinence care, but that
are more appropriate for the users.

Baby diapers

The strategy for baby diapers is to main-
tain and consolidate brand positions in
the Nordic region, Central and Eastern
Europe, Latin America, Africa, Southeast
Asia and New Zealand by continuing to
develop innovative open diapers and pant
diaper products. The latter category is
showing the fastest growth and here SCA
has had considerable success in Europe,
particularly with the Libero Up& Go
pant diaper. SCA is also a major supplier
of diapers for retailers’ own brands and
aims to support retailers by providing
competitive and high-quality products.

Feminine care

In feminine care SCA intends to conti-
nue to develop strong regional market
positions in Europe, Latin America, Aus-
tralia and New Zealand. SCA strategy
focus primarily on pads and pantyliners,
The ten tegional feminine care brands
are coordinated in a common, global
brand platform. SCA is also strengthe-
ning its position in feminine care pro-
ducts for rerailers’ brands.

Innovation

SCA conducts product and brand deve-
lopment based on careful studies and in-
sight of consumer behaviour and needs.
The result is constant upgrades or new
products. Over the past two years the
number of new products has increased
significantly. These have been developed
in the global R&D organizations, close
to consumers and markets and in coope-
ration with customers. Innovation work
has resulted in 2 large number of new
patents. In the future even more resour-
ces will be invested in product develop-
ment and market communication.

Efficient production
SCA has significant competitive advan-
tages due to its global operations. Pro-
duction takes place in 18 factories on six
continents, The number of factories in
Europe has been reduced significantly
and efficiency at the remaining ones has
been improved. Since 2000 five plants
have been clased down and production
has been concentrated to six factories in-
cluding two new ones in Central and
Eastern Europe. All European produc-
tion of feminine care products, for ex-
ample, has been shifted to Slovakia. A
new factory in Poland that manufactu-
res baby diapers and incontinence pro-
ducts is an important element of SCA's
focus on Central and Eastern Europe.
The manufacture is flexible in order
to adapt to changes in demand and to
allow for a quick response to changed or
new specifications based on customer
and consumer needs.

Tena Mini Magic, which ig a thin,
discrate and lightweight incontinence
praduct sold in retall channels, was
successfully launched in 2006,

Brand categories, Europa

5 SEKbn
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1 Manufaciurers’ brands
O Retaders’ brands

Within Personal Care, retailers’ brands account fora
relatively small share of the total market.
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Personal Care The past year

Key ratios
Group
SEKm 2006 share% 2005
Net sales 21,272 21 19,351
Operating cashsurplus 3,778 27 3,427
Change in working capital ~ —37 -334
Current capital
expenditure —849 11 -436
Other changes in operating
cash flow -108 —202
Qperating cash ficw 2,884 a7 2.455
Operating profit 2,799 32 2,474
Operating margin, % 13 13
Capital employed 8,471 9 7815
Return, % 33 28
Strategic investments
- plant and eguipment -334 36 -715
- restructuring costs -10 40 0
- company acguisitions 0 0
Average nurmber of
employees 7,560 15 6,644
Net sales and operating profit
SEKm :: SEKm =

25,000 5,000

20,000 — 4,000

BO0— — — — — 3000
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0 Net sales
= Operaling profit

Operating cash flow
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Demand for personal care products
was good and sales increased by 10%
in 2006. Growth was particularly strong
in Central and Eastern Europe and
Latin America where SCA was able to
strengthen its positions. New products
were well received by consumers and
customers.

Net sales increased by 10% to SEK
21,272m. Operating profit increased by
13% to SEK 2,799m. SCA was able to
raise prices for most products and mar-
kets, which compensates for higher raw
material costs particularily superabsor-
bents.

Work on improved efficiency for the
production facilities, mainly in Europe,
was carried out according to plan. The
new factory in Olawa, Poland has star-
ted producing baby diapers and inconti-
nence care.

Incontinence products

The year was characterized by intensive
marketing efforts. SCA launched, for ex-
ample, TENA Mini Magic, a thin but
highly-absorbent incontinence care pro-
duct that is sold in a brand new type of
discreet and practical packaging. In
North America the success of the incon-
tinence pant, TENA Discreet Active-
wear, continued. New types of marke-
ting initiatives were also tested with
good results, such as increased online
marketing and sales. In the care sector
the TENA Services concept was expan-
ded. This concepr involves providing ad-
vice to nursing homes with the aim of
improving the quality of life of the users
and reducing overall costs for nursing
homes.

Baby diapers

SCA’s success in this segment continued
through Libero Up& Go pant diapers,
which are sold mainly in the Nordic re-
gion and Russia. In Southeast Asia, sales
of the re-launched Drypantz developed
well towards the end of the year. There
was also strong growth in open diapers,
mainly in Central and Eastern Europe
and Latin America. SCA consolidated its
leading position as a supplier for retai-
lers’ brands in Europe. In total, sales of
baby diapers increased by more than
10% which led to higher profitability.

Feminine care

The intense competition in the feminine
care segment continued with a high level
of marker activity from all major compe-
titors. SCA invested heavily in product
development and launched a new gene-
ration of ultra-thin secure pads within
the SecureFit concept in most of Europe,
Latin America, Australia and New Zea-
land. This product launch resulted in an
increased market share, particularly in
the Nordic region and Mexico, and con-
tributed to the positive trend in this pro-
duct segment. Deliverics of retailers*
brands continued to increase and now
account for approximately 15% of net
sales in Europe.




Personal Care Incontinence care market

The global incontinence care market is

valued at approximately SEK 45-50bn.
North America accounts for around
30% of the market, Europe for around
45% and Asia for approximately 20%.
Market growth is more than 5% per
vear with light incontinence products
showing the fastest growth.

Incontinence affects between § and 7%
of the world’s population. The products

are used in institutional care and are also

sold directly to consumers at retail out-
lets and through pharmacies and shops
specializing in medical supplies.

Marker growth is driven by demo-
graphic factors, primarily aging popula-
tions, but also by increased buying
power. Wider acceprance of inconti-

nence problems, increased availability of

the products in retail outlets as well as
innovaton and brand building are also
factors driving growth.

SCA’s TENA brand is available in al-

most all countries with a marure marker,

i.e. more than 90 countries. This makes

SCA the global market leader with 26%
of the market, SCA leads the market in
Europe and is number three in North
America. SCA is the [eading player in the
Australian, New Zealand and Latin
American markets.

Annual per capita consumption of incontinence
care

No./habitant
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Consumption of incontinence products is significantty
higher in countries with a high standard of lving.

Incontinence care - Sales channels

Instituticnal care
40%

Homa care
25%

Retall outlats

35%

Incontinence care - Global market shares

Cther SCA
1% =

12%
Tyco/Kendak
8%

7%
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| Personal Care Baby diaper market

The European market for baby diapers
is valued at SEK 30-35bn. Pant diapers,
which today account for 14% of the
value of the European baby diaper
market, is growing at a faster rate than
open diapers, with annual growth of
around 5%.

SCA manufactures both open diapers
and pant diapers. The latter is the fastest
growing category and here SCA is the
leading producer in Europe. Baby dia-
pers are sold under SCA’s own brands as
well as under rerailers’ brands. SCA has
strong brands in markets in the Nordic
region, Central and Eastern Europe,
Latin America, Africa, Asia and New

Zealand, and is also a major supplier of
baby diapers for retailers’ brands in Eu-
rope. In total, SCA sells baby diapers in
some 50 countries.

Growth in the baby diaper segment is
high in the markets in Asia, Latin Ame-
rica and Africa. The reason for this is

20 = SCA 2008

high birth rates and the use of disposable
diapers increases as standards of living
improve.

SCA is the second largest player in
Europe, with a marker share of 15%. In
the retailers’ brand segment, SCA isa
leader with one third of the European
market.

In the Nordic region, SCA 1is the mar-
ket leader with the Libero brand and has
a market share of around 55%. Libero is
also growing rapidly in Central and Eas-
tern Europe, particularly in Russia
where SCA is the third largest player.

In Malaysia, Thailand and Singapore
SCA holds leading positions with the
Drypers brand and in New Zealand with
the Treasures brand. SCA is also a mar-
ket leader with the Peaudouce brand in
Tunisia and Libya.

Brand categories, Europe

Manufacturers’
Retailers' brands brands

25% 76%

Annual per capita consumptlion of baby

diapers

Number/children 0-30 months
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The global market for feminine care is
valued at SEK 80-85bn. In Europe the
distribution is 50% for pads and
approximately 25% each for panty
liners and tampons.

Market growth is determined by the
number of women in their ferrile years
and the degree of usage. In Europe this
age group is decreasing slightly due to
an ageing population. Growth is strong
in Asia and Latin Ainerica due to a gro-
wing target group and increasing market
penetration. There is also high growth

potential in Central and Eastern Europe,
where usage is expected to increase.

SCA’s main market for feminine care
is Europe where SCA is the third largest
player. A growing proportion of sales is
taking place in markets such as Latin
America, Central and Eastern Europe
and South Africa. In South Africa and
parts of Latin America, the products are
sold through joint ventures.

Personal Care Feminine care market

In several markets SCA is increa-
singly and successfully complementing
its own brands with manufacture of pro-
ducts for retailers’ brands.

Brand categories, Europe

Manufacturers’
Retallers” brands brands

15% 85%

Annual per capita consumption of feminine
care products

350 Number/woman 13-49 years

00—

250 —

00— —
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Tissue . Share of the Group

Consumer tissue consists of toilet paper. kitchen rolls.

handkerchiefs, facial tissue and napkins. The products

are sold both under SCA's brands and retailers’

brands, and they are distributed via retailers and {0

corperate custemers. In the bulk consumer, Away-

From-Home (AFH) product segment, SCA's offering is et sales
based on complets hygiene sclutions tor companies ' 31%

and institutions.

Capital
employed of emple
35% 29"

! ) .
SCA's products are sold in sorme 70 countries through-
out the world. SCA produces tissue at 36 facilities in

19 countries.
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Tissue

Innovations through customer insights bring success in our tissue operations. The SCA
model involves strong customer relations and complete solutions. We supply effective
hygiene solutions at home and away from home.
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Tissue Strategy

SCA is the world’s third largest and
Europe’s largest supplier of consumer
tissue and Away-From-Home (AFH)
tissue. SCA’'s strengths in this business
area are awareness of consumer and
customer needs, a high rate of innova-
tion and effective production proces-
ses.

The consumer tissue segment consists of
toilet paper, kitchen rolls, facial tissue
and napkins. The products are sold
under brands such as Zewa, Velvet, Sor-
bent, Edet, Regio, as well as under retai-
lers” brands. Within the AFH tissue seg-
ment, SCA delivers complete hygiene
concepts to institutions and companies,
including tissue products, paper dispen-
sers, soap and services. Most products
are sold under the global Tork brand.
Tissue use increases with improve-
ments in living standards around the
world. The products gain a foothold in
the early stages of consumption growth

and make a strong contribution to im-

proved hygiene and quality of life. Con-

sumption per capita is therefore high in

North America and Western Europe,

while in Central and Eastern Europe,

Latin America and Asia, consumption is

significantly lower but growing fast.

SCA estimates that organic growth will

amount to 3—4% annually. In the years

ahead SCA will work with the following
strategic priorities:

* Mabke the produce offering more att-
ractive through innovation and pro-
duct development

¢ Strengthen brand positions in the
consumer tissue segment and combi-
ned with clearer value offerings for
retailers’ brands

¢ Develop the global brand platform,
Tork, within AFH tissue

s Strengthen partnerships with leading
distributors and retailers

* [mprove efficiency in the supply
chain by continuing to optimize the
production structure

Consumer tissue
The ability to understand the future de-
mands of the customers and consumers
is fundamental for creating lasting value
in cthis segment. SCA is working inten-
sely to improve product performance,
expand application areas, and create
new designs for products and packaging.
SCA is investing more resources than be-
fore in product development aimed at
strengthening SCA’s own brands. SCA
offers retailers a complete range of pro-
ducts within the highest quality seg-
ments under SCA’s own brands as well
as offerings for retailers’ brands.
Competition within the retail rrade
has been very intense in recent years.
Both discount retailers focusing on low-
price and sophisticated retailers offering
a full service range have in¢creased their
market share. SCA has been operating
for a number of years according to a
model that provides advanced product
and service offerings to retailers of both
categories. SCA's offer of partnership
takes a holistic approach in order to in-
crease the value of the tissue category
and Jower costs throughout the supply
chain.

AFH tissue

SCA’s strategy within AFH tissue 15 to be
a global supplier for demanding custo-
mers in industry, offices, healthcare, ho-

tels and restaurants. SCA has a full range

of tissue products and related items such
as dispensers, soap and services. Pro-
ducts and brands are coordinated glo-

D O D

bally and the entire range is gradually
being integrated under the Tork brand.
Significant synergies exist in joint pro-
duct development, marketing and dis-
penser systems since there are few diffe-
rences between consumer preferences in
different parts of the world.

The AFH products are distributed via
wholesalers, and facility service compa-
nies or directly to individual customers.
Increased consolidation among custo-
mers as well as greater outsourcing has
resulted in strong growth for wholesa-
lers and service companies. SCA has sys-
tematically entered into partnerships
with these customer groups for a num-
ber of years. This has reduced costs and
enabled strong organic growth.

Efficiency enhancements

SCA has worked intensively to lower
costs and rationalize production structu-
res. The 2005 rationalization pro-
gramme will be completed in the first
half of 2007. It has involved closures or
divestment of some ten factories with a
capacity of more than 150,000 tonnes of
tissue. Steps are also being taken to im-
prove efficiency and quality. The success-
ful investment in Valls, Spain, in 20035
will be followed by a second tissue

machine that will go into operation in
April 2007.

il
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Tissue The past year

Key ratios
Group
SEKm 2006 share % 2005
Net sales 31.336 3 30701
Operating cash surplus 3,528 25 3628
Change in working capital  —140 233
Current capital
expenditures, net -1,868 33 -1.694
Other changes in operating
cash flow -419 —395
Operating cash flow 1,101 17 1,772
Operating profit 1,490 17 1,577
Operating margin, % 5 5
Capital employed 33,449 35 33.084
Return, % 4 5
Strategic investments
- plant and equipment —468 50 -908
- restructunng costs -15 64 -7l
- COMpany acquisttions 51 16 -250
Average nurmber of
employees 14,568 29 16,008
Met sales and operating profit
SEKm 12 -
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The earnings trend in 2006 remained
unsatisfactory in the consumer tissue
segment, mainly due to the considera-
ble increases in the cost of energy and
raw materials. Higher prices and a
successful implementation of ongoing
efficiency and improvement program-
mes were not able to fully compensate
for the negative factors. The profits in
the AFH tissue segment were better
than in 2005, mainly as a result of
strong growth in the North American
operation.

Net sales increased by 2% to SEK
31,336m as a result of higher volumes
and prices. Operating profit fell by 6%
to SEK 1,490m, mainly as a result of
higher energy and raw material costs.

The intense competition continued in
Europe. In Latin America and Central
and Eastern Europe, SCA’s operations
continued to demonstrate strong
growth.

Efficiency enhancement

Activities in 2006 were characterized by
efforts to improve the cost situation. Re-
structuring of the production system in
Western Europe continued successfully.
Non-competitive mills and converting
facilities were closed down or divested.
Among the factories affected were Til-
burg in the Netherlands, Roanne in
France, Lucca4 in Italy and Nisa in Por-
tugal. The supply chain and logistics
were made more efficient at the same
time as investments were made in new
equipment for higher quality and more
cost-effective production processes.

Growth in Central and Eastern Europe
A strategic theme in 2006 was continued
expansion in Central and Eastern
Europe. The fast growth in demand con-
tinued and SCA increased its market
share and brand awareness in Russia,
Hungary, Croatia, Slovenia and Roma-
nia. A new tissue plant in the Moscow

region is planned to meet increased de-
mand.

Launches and campaigns

Several major campaigns were imple-
mented during the year within the con-
sumer tissue segment, involving brands
such as Zewa, Edet and Velvet. A suc-
cessful Zewa campaign was carried out
during the FIFA World Cup in Germany.
In Switzerland, Germany and Austria,
Zewa kitchen rolls were re-launched
with improved quality and design.

SCA’s focus on increasing the market
share in the premium AFH segments
progressed well in 2006. Considerable
investments were made in marketing the
“cost-in-use” concept, i.e. a product
concept with high value and cost effi-
ciency. Several successful launches of im-
proved dispenser systems were carried
out in Europe, including a new alumi-
nium series.

Expansion of the global brand plar-
form, Tork, continued in a number of
markets. This included successful laun-
ches in Mexico and Australia. Tork was
introduced towards the end of the year
in North America where SCA previously
operated under a number of different
brands. Although SCA’s presence in Asia
is still limited, Tork was launched in
China in 2006.

In 2006 the World Wide Fund for
Nature (WWF) gave SCA the highest
green rating among European tissuc ma-
nufacturers.
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Zewa Sensttiva is a newly daveloped toilet paper that con-
tains camomile lotion.




Tissue Consumer market

Every year, some 18 million tonnes of
consumer tissue are produced world-
wide with a value of around SEK
280bn. The product segment consists
of toilet paper, kitchen rolls, facial tis-
sue and napkins.

Europe accounts for 22% of the global
market and is growing by an average of
3% per year. Central and Eastern Eu-
rope, where market penecration is lower,
has a higher growth rate, around 8% per
year, Markers in Larin America where
SCA has a significant presence, such as
Mexico and Colombia and the surroun-
ding countries, are also showing good
growth figures.

SCA is the leading supplier of consu-
mer tissue in Europe with a market share

of 22%. SCA’s brands are strong with
Zewa in Germany and Austria, Edet in
Scandinavia and the Netherlands and
Velvet in the UK. In Central and Eastern
Europe, SCA’s Zewa brand is a market
leader with increasing sales and high
growth figures. SCA is Europe’s biggest
supplier of tissue for retailers’ brands,
with strong positions in most of the Eu-
ropean markets.

In Australia and New Zealand, SCA
is a leader with a market share of 34%
and 48% respectively. The products are
sold under the Sorbent, Purex, Handee,
Decko and Orchid brands. SCA is the
second largest producer in the Latin
American market. SCA has strong posi-
tions in Mexico, Colombia, Chile and
Ecuador.

Tissue AFH market

The global market for AFH tissue
amounts to SEK 85bn, of which North
America accounts for 42% and Europe
for 32%.

Important product segments within
AFH tissue are paper towels, toilet
paper, napkins, facial tissue and tissue
products used in industry. The marker is
growing by around 2-3% per year in
Western Europe and with a slightly
lower rate of growth in North America.
Outside North America and Europe the
market penetration of AFH tissue is still
relatively low.

SCA is the biggest supplier of AFH
products in Europe and third in North
America. In Europe SCA has 17% of the
market and in North America 19%.

The market is divided into the follo-
wing customer categories: hotels, restau-
rants and catering {(HoReCa), offices, in-
dustry and healthcare, The highest
growth is within HoReCa, driven by
growth in the restaurant branch and
tourist industry. The office segment is
growing in line with the economy in ge-
neral, while the growth rate is somewhat
lower in the industrial segment.

The products are distributed via
wholesalers and facility service compa-
nies or directly to individual customers.
Due to increased consolidation among
customers, the customers are becoming
larger and more international, a trend
that benefits global companies such as

SCA,

Market shares - Consumer tissue
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Packaging

People pay atiention tc attractive packag"ing S@®ASTHackaging solutions play anl
important role in cur customers’ brand image. Our improved efficiency, sma
ging solutions and innovative design make us highly competitive.




Sales by product segment
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Packaging Strategy

Within the Packaging business area,
SCA is continuing to developinto a
full-service packaging supplier. This
means that SCA is involved in the
entire packaging chain, including
design and production of packaging
solutions, improvement of customer
logistics and creating attractive mar-
keting concepts for the retail trade.

SCA develops packaging solutions based

on three main principles:

i) The packaging must have an attrac-
tive design with high-quality printing
making it an important element in
the product’s marker communication

ii} The goods must be transported in a
cost-effective way, optimizing packa-
ging space based on logistical prin-
ciples and with optimal packaging
strength in relation to weight

iii) The packaging must effectively pro-
tect goods during transportation
from exteenal elements such as
knocks, vibration or changes in tem-
perature

SCA is one of Europe’s leading suppliers
of packaging solutions. The product
porttolio consists mainly of transport
packaging made from corrugated board,
but also increasingly includes consumer
and point-of-sale packaging, customized
protective packaging and packaging ser-
vices.

This business area is in a period of
rapid transition. Considerable restruc-
turing and efficiency improvement mea-
sures, investments and development ini-
tiatives are under way to improve profi-
rability and growth and consolidate
SCA’s leading positions, The marker dy-
namics are driven by continuing globali-
zation, deregulation, technical develop-
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ment and rapid progress in the econo-
mies of developing countries.
In the years ahead SCA will be wor-
king with the following strategic priori-
ties:
¢ Increasing the proportion of com-
plete packaging solutions
* Improving production structures by
completing the efficiency programme
and constantly implementing impro-
vements in productivity

* Rapid expansion in the prioritized
growth markets of China and Cen-
tral and Eastern Europe

l.eading in design

SCA has solid knowledge of consumers
and the retail trade, which is the primary
market channel for many of SCA’s pack-
aging customers in fast-moving consu-
mer goods. Customers want reliable
transport packaging that can also be
used for point-of-sale display. Offering
customers world-class design expertise
has become an increasingly important
competitive factor. The aim is to im-
prove functionality, simplify and stream-
line the handling of goods, and create
attractive ways of displaying goods and
brands. Over the past few years SCA has
built up unique expertise in packaging
design through a network of cight De-
sign Centres in Europe and Asia.

Efficient production

Within Packaging, constant improve-
ments and steps to make production
more efficient are important strategic
cornerstones. One initiative was the
launch of the efficiency programme in
2003, involving extensive closures or re-
structuring of a number of production
units. The savings do not end with the
cost-cutting programme; SCA will conti-

nue to emphasize productivity and effi-
clency improvements within the organi-
ration in the future. To further consoli-
date SCA’s positions, a number of strate-
gic investments are being made that will
make the product offering more compe-
ritive. These include new capacity to in-
crease the proportion of advanced pack-
aging solutions and high-quality contai-
nerboard. SCA 1s approximately 85%
self sufficient in containerboard. The
packaging markers are largely regional
due to the fact that corrugated board is
bulky and relatively costly to transport.
SCA’s strategy is to continue to develop
production structures according to a re-
gional structure generating overall sy-
nergy gains.

Growth to the East

The fast-growing markets in Central and
Fastern Europe and Asia have been in
the spotlight in recent vears. SCA has at-
tained a leading position in these areas
in high-value segments such as consumer
electronics, automobile parts and high-
quality consumer packaging. SCA is ex-
panding substantially in both of these
regions and currently has some 20 facili-
ties in Asia and around ten production
units in Central and Fastern Europe.
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Packaging terminology

SCA’s packaging is designed to protect the con-
tents during transportation and storage, and to
display preducts to consumers. SCA uses the fol-
lowing terms to describe the product categories.

1. Consumer packaging

Packaging that is sold together with its contents to the
end consumer. SCA sells consumer packaging made
from corrugated board, cartonboard and plastic.

2. Protective packaging

Protective packaging consists of material that protects
the contents from vibration, knecks or changes in tem-
perature. The materials used to protect the products
rarge from plastics to carrugated beard.

3. Transport packaging

Mainly used 1o protect goods when transporting them
from production to customer. The most commaon mate-
rial used is corrugated board.

4, Point-of-sale packaging

Point-of-sale packaging is used to expose and market
the products in the stare, but can also be used to protect
them during transpertation.

SCA 2006 « 31




Packaging The past year

Key ratios
Group
SEKm 2006 share % 2005
Net sales 33,353 33 32359
of whichinternal 475 382
Operating cash surplus 3,647 26 3,508
Change in working capital 353 403
Current capital
expenditures, net 2,261 40 -1,322
Other changes in
operating cash flow —709 -375
Operating cash flow 324 5 2,215
QOperating profit 2072 23 1775
Operating margin, % 5] 5
Capital employed 28,307 29 284975
Return, % 7 6
Strategic investments
— plants and equipment -11§ 12 -422
- restructuring costs 1 -4 -1
- company acquisitions -254 79 -174
Average no. of
employees 24,840 48 25,000
Net sales and operating profit
SEKm T -
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Earnings rose in 2006 as a result of an
improved market situation combined
with the positive effects of SCA’s effi-
ciency programme, Strong demand
coupled with a better balance on the
markets allowed the price of corruga-
ted board and containerboard to be
increased. SCA’s Asian operations
enjoyed a rise in sales of almost 20%.

Net sales increased by 3% to SEK
33,353m. Operating profit increased by
17% to SEK 2,072m.

Price increases for containerboard in
Europe were carried out on several occa-
sions and were followed by gradual in-
creases in the price of corrugated board
packaging. The year-end prices for con-
tainerboard and corrugated hoard pack-
aging were higher than at the beginning
of the year by 20-30% and 6% respecti-
vely.

The US packaging operation achie-
ved improved sales and earnings due to
higher prices and lower costs and despite
negative currency effects. The expansion
in China was intensified in 2006 with an
important investment in Suzhou, where
SCA established a new facility. Towards
the end of the year SCA acquired the re-
maining 7.5% of SCA Packaging Asia
and now owns 100% of the Asian ope-
ration.

Lower costs

The efficiency programme progressed
according to plan. Production was dis-
continued at three containerboard mills
with a combined capacity of 385,000
tonnes. Several corrugated board facili-
ties in Europe were closed and produc-
tion was shifted to fewer and more effi-
cient plants. The efficiency programme

will be concluded in the first half of
2007,

Becoming a full-service supplier

The long-term transition of the Packa-
ging business area into a full-service
supplier of customer and consumer-
oriented packaging solutions was inten-
sified during the year. Several important
investments were made in a number of
European facilities in order to expand
the product offering. These include in-
creasing the capacity in St. Petersburg
and in southern Russia, investing in Poz-
nan in Poland and improving the capa-
city in Caradec in France. SCA also ac-
quired the remaining 75% of the UK
company Cool Logistics which manu-
factures temperature-controlled packa-
ging. A decision was taken in 2006 to
open a new packaging factory in Roma-
nia. In 2006 the marketing and sales or-
ganization was reorganized in order to
better communicate the value of the
packaging solutions.

Increased production of liner

with low grammage

SCA's production of low-grammage test-
liner increased in 2006 when the recon-
structed testliner machine in Aschaffen-
burg, Germany, was made fully opera-
tional. This increased SCA’s capacity in
low-grammage containerboard. Another
significant investment was a new reco-
very boiler at the kraftliner mill in Ob-
bola, Sweden.

Divestment of operations

in North America

In January 2007 the packaging business
in North America was divested. This
operation had net sales of USD 430m in
2006 and manufactured protective pack-
aging for industrial goods, temperature-
assurance goods and blister packaging.
SCA has decided to direct future Pack-
aging investments to Asia and Europe.
The North American operations are con-
sidered to be of lesser value strategically.
The selling price was USD 400m.




Packaging Market

The European corrugated board mar-
ket is valued at approximately SEK
200bn and SCA is the second largest
player with a market share of 13%.

The packaging market is traditionally
divided into consumer packaging, 72%,
and transport packaging, 22%. The dis-
tinction between these two segments is
becoming increasingly fluid, mainly due
to growing demand within the retail
trade for complete packaging solutions.
In Europe corrugated board ts the mate-
rial used for more than 60 % of trans-
port packaging.

Approximately 40% of the corrugated
board market in Europe is made up of
customers in the food industry and
around 30% of customers in the manu-
facturing industry.

The level of consolidation within the
corrugated board market remains low
and production by the five largest
manufacturers amounts to just under
45% of the total market.

Containerboard

SCA is Europe’s second largest producer
of containerboard with production at
seven mills. Five of these manufacture
testliner and two produce kraftliner.
SCA is approximately 85% self-suffi-
cient in containerboard. The market for
containerboard, like the corrugated
board packaging market, is fragmented.
The five largest producers account for
around 40% of the total market in Eu-
rope.

Demand for corrugated board packaging
in Europe by end-user

Cther

6% Industrial products

Other non-durables o 29%
8%
Beverages

,, 1 Foog. processedd
9% 19%

Food packaging accounts for almaost 50% of the cormuga-
ted board packaging market in Europe.
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Forest Products Strategy

SCA is one of Europe’s most profitable
producers of forest products.
Strengths include efficient mills, inte-
gration with SCA’'s own forests and
high value-added products.

Forest Products consists of newsprint,
SC paper and LWC paper, pulp, timber,
solid-wood products and logistics. There
are strong links berween the different
segments in a value chain based on opti-
mal utilization of SCA’s own forest land.
In the coming year SCA will work
with the following strategic priorities:

* A gradual shift towards increasingly
developed products in high-quality
segments within both publication pa-
pers and solid-wood products

s  Market SCA’s leading position in the
environmental area

+ Continue to make existing industrial
facilities more efficient

* Further develop integration between
the forest and the industrial opera-
tions

Focus on magazine paper
SCA’s strategy is to gradually shift the
balance rowards high-quality magazine
paper segments, such as 5C and LWC
paper. Magazine paper is used for maga-
zines, catalogues and printed adverti-
sing, which are all areas with good
growth. Product development is focused,
among other things, on improving the
paper’s properties so that it can express
and become an integral part of a
magazine’s profile and message. SCA
has, for example, developed a successful
SC paper grade with very good printabi-
liry.

The same strategic focus applies to
pulp production. Pulp grades based on
the unique properties of Nordic fibres
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are being further developed to make
them more competitive.

Value-added solid-wood products

In the solid-wood product segment a
strategic shift is also under way towards
increasingly processed and customized
products. Two terms explain the stra-
tegy; "visible wood” and "developed
woad.”

Visible wood is products for interiors
and decoration, such as panels, loors,
window frames, doors and furniture.
Customers are found in areas such as
small-scale building sector and the inte-
rior fittings and furniture industries.
Developed wood refers to products that
are adapted according to customer wis-
hes and requirements for the next stage
in the processing chain. This includes
products for the DIY markert that are
packaged and ready to place on the shelf
at the retail outlet. One example is SCA’s
large-scale deliveries to the Home
Depot, the biggest seller of wood pro-
ducts in the USA.

Strategic forest assets

Having control of the Group's own
wood raw materials is an important as-
pect of the Group's long-term strategy. It
provides a stable cash flow, a reliable
supply source and facilitates quality and
cost control. The forest assets are loca-
ted in the north of Sweden where the
Group has built up an effective supply
system for its paper mills and sawmills.
Environmentally certified forestry and
control of the timber’s origins make it
possible to offer customers products
with a high environmental profile. The
forest assets amount to 2.6 million hec-
tares, of which 2.0 million are used for
wood production. The residual products

from felling, such as branches and rops,
are being used increasingly as biofuel.

Constant improvements

Productivity within the Forest Producrs
business area has been improving for a
number of vears. The industrial facilities
are large and competitive and there has
been considerable investment in modern
technology. Having its own raw material
supply allows for flexibility and the abi-
lity to overcome and lessen the impact of
external factors such as a decline in
supply or major price fluctuations. It
also provides a basis for consistent qua-
liry and high productivity. SCA’s own en-
ergy production from biofuel and co-ge-
neration reduces dependence on exter-
nal energy. Excellent industrial facilities
and constant improvements helps the
business area maintain good profitabi-
lity despite the relatively small market
shares for the end-products.




Forest Products The past year

Koy ratios
Group
SEKm 2006 share % 2005
Nat sales 17,651 17 15936
of which internal 2,004 1,848
Operating cash surplus 3588 25 2,961
Changs in working capital  -137 -5
Current capital
axpendituras -875 15 -1.377
QOther changa in
operating cash flow =27 18
Operating cash flow 2,649 40 1,595
Operating profit 2,475 28 1,886
Operating margin, % 14 12
Capital erployed 25,682 27 25,384
Raturn, % 10 7
Strategic investments
- plant and equipment -18 2 —43
= rastructuning costs v] v} Q
— company acquisitions -18 5 -5
Average number of
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Demand for products from this busi-
ness area improved gradually during
the year, which provided the basis for
price increases and higher margins.
SCA reached record high production
volumes in all product segments.

Net sales for the Publication papers seg-
ment increased by 12% to SEK 8,930m
and for Pulp, Timber and Solid-wood
products, net sales increased by 10% to
SEK 8,721m. The operating profit
within the Publication Papers segment
increased by 24% o SEK 818million.
The operating profit within the Pulp,
Timber and Solid-wood products seg-
ment increased by 35% to SEK 1,657m.

Demand for publication papers in-
creased on most markets thanks to good
advertising activity. The trend was parti-
cularly strong in newsprint and SC
paper. The market balance in SC paper
improved despite the addition of new ca-
pacity. The LWC market also improved,
albeit at a slower pace. The solid-wood
products market improved radically
during the year thanks to the construc-
tion boom in Europe. The pulp market
was well balanced in 2006 due to strong
global demand, which enabled prices to
be increased.

The improved market situation and
price increases resulted in better ear-
nings and profitability for this business
area, despite rising energy costs and ne-
gative currency effects towards the end
of the year.

New recovery boiler

In 2006 a new recovery boiler was pur
into operation at the Ostrand pulp mill
in Sweden, involving a total investment
of SEK 1.6bn. The launch of the new
boiler was successful and resulted inan

increase in energy production, making
Ostrand self-sufficient and also periodi-
cally a net seller of electricity.

Lodgepole pine

SCA began cultivaring the fast-growing
lodgepole pine (pinus contorta) in the
1970s to increase the felling potential of
the forest assets. This type of pine grows
40% faster than Swedish pine. In 2006
SCA carried out a relatively large-scale
felling of the first generation of lodge-
pole pine. The lodgepole pine has equal-
led or surpassed expectations, both in
terms of growth and the quality of the
timber. This successful investment de-
monstrates the benefits of SCA’s long-
term perspective in forestry.

New sawmill cooperation

In 2006 SCA acquired a minority share
of Jimtlamell’s sawmill in Stugun, Swe-
den. Production at the sawmill amounts
to around 150,000 cubic metres and was
coordinated with SCA’s seven other saw-
mills in 2006.

The new turbine in the Ostrand pulp mill generates 0.5 TWh
electricity per year and will improve SCA's engery balance.
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Forest Products Market
Publication papers

The European publication papers mar-
ket amounts to SEK 125bn. Newsprint
accounts for around 35% and other coa-
ted and uncoated publication papers
makes up the remainder. The magazine
paper market s growing by 3-4% per
vear, while the newsprint marker is gro-
wing at a slower pace, 1-2% per year.

Publication paper definitions

LWC paper

Light Weight Coated paper

A coated paper with a high mechanical pulp content.
Used for high quality magazines and advertising
materials with demanding color-printing require-
ments.

The European publication papers mar-
ket is characterized by a high level of
consolidation, and the five largest play-
ers have a market share of 80% or hig-
her for most publication paper grades.
SCA is the sixth largest publication pa-
pers manufacturer in Europe. Among
manufacturers of LWC paper, SCA is se-
venth in size and fifth among manufac-
turers of SC paper and newsprint,

SC paper

Supercalendered pubiication paper

A paper with a high-gless surface and with a high
content of mechanical and/or recycled pulp. Mainly
used for catalogues, magarines and advertising
materials.

Newsprint

A paper used for newspapers that is based on
mechanical pulp from fresh wood fibre or recycled
fibre.

Forest Products Market
Pulp, Timber and Solid-wood products

The world market for bleached softwood
sulphate pulp amounts to around SEK

75bn. The largest customers are non-in-
tegrated manufacturers of fine paper, pu-
blication papers and tissue.

The European market for solid-wood
products amounts to around SEK 140bn.
The industry is dominated by numerous

small and medium-sized sawmills and
the five leading suppliers combined have
only around 20% of the European mar-
ket.

SCA’s sawmill operations hold strong
positions in growing market segments
and SCA is the sixth largest manufactu-
rer in Europe.

Publication papers, producers in Europe
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SCAis not one of the biggest players in the market,
but is focusing on product quality and cost-efficient
production.

Consolidation of the publication papers
market in Europe 1986-2006

Newsprint  LWC paper  SC paper

.1 1986 01996 W 2006

The graph shows the five biggest players’ market share
in Western Europe.

SCA is Europe’s biggest private forest
owner with a total of 2.6 million hecta-
res of forest, of which 2.0 million hecra-
res are used for wood production.
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Raw materials Integration reduces risk exposure

SCA uses large amounts of raw materials and energy in the production. Thanks to the
Group’s size and structure, SCA benefits from economies of scale in raw material pro-
curement. The integrated production structure based on considerable forest assets
makes for a stable supply of raw materials. The Group has also made great progress
with its environmental work and is proactive in driving development in this area.

SCA procures raw materials and supp-
lies for approximately SEK 35bn annu-
ally. The raw materials for production
consist mainly of pulp, recovered paper
and timber. Another major cost item is
energy consumption at the various mills
and particularly electricity and nacural
gas. The total cost for energy amounted
to some SEK 7bn in 2006,

Lack of competition increases

energy prices

The energy policy landscape is changing
rapidly at this time. Lack of competition
on the oligopoly-like energy market has,
over the past few years, caused conside-
rable price increases in a number of mar-
kets where SCA operates. Meanwhile,
there is great interest in alternative sour-
ces of energy. Europe today is largely de-
pendent on imported energy in the form
of oil and gas. Increasing domestic and
renewable energy sources would make
Europe more self-sufficient. This attitude
has, among other things, led to an incre-
asing demand for biofuel, the cffect of
which is an increase in the price of wood
raw material. This is affecting SCA in a
number of ways. The higher energy pri-
ces are having a big impact on profitabi-
lity and the increase in the price of wood
is causing the price of pulp to rise. In the
year ahead the energy problem will be
one of the biggest challenges for SCA
and the industry in general.
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The rising energy price situation is
being handled in two main ways, On the
one hand, steps are being taken to im-
prove the efficiency of production to re-
duce energy consumption as much as
possible, and on the other, SCA is increa-
singly penerating its own electriciry at its
production facilities. There are two ways
in which SCA benefits from generating
its own energy: costs are reduced and it
is casier for SCA to predict cost develop-
ment.

One example of this strategy is the
facility in Witzenhausen, Germany.
There SCA in covperation with an exter-
nal partaer is building a power plant
that will burn production waste as well
as domestic waste from the region.
When the power plant is put into opera-
tion in 2009, it will not only supply the
factory’s entire energy requirement, but
also produce a significant surplus that
will be delivered to the local power grid.

The benefits of raw material
integration

With rising wood prices, SCA's signifi-
cant forest assets give the Group a consi-
derable competitive advantage and also
allow SCA to control availability and
quality of wood to a greater extent than
the competitors. In 2006 SCA harvested
4.6 million cubic metres of timber in its
own forests, which is equivalent to 50%
of the Group’s total timber consump-

tion. The fact that the vertical integra-
tion spans forestry and felling to pulp
production and then through the pro-
duction chain to the finished product,
means that exposure to major fluctua-
tion in the price and availability of raw
materials is reduced. SCA is approxima-
terly 45% self-sufficient in pulp, but also
benefits from the Group’s size through
cost-effective purchasing of such things
as short-fibre pulp.

SCA has a recycled fibre operation
and is one of the biggest players in the
recycled fibre market with its own reco-
vered paper collection, transportation
and rrading organization. Recycled fibre
is also important raw material for the
Group’s paper mills. In 2006 a total of
1.6 million tonnes of recovered paper
were collected and recycled in SCA's
own European recycled paper organiza-
tion. In total SCA uses 4.5 million ton-
nes of recovered paper in producton.

SCA’s energy initiatives and the fact
that the products consist of recycled ma-
terials means thar the company is well
equipped to cope with developments in
the energy market and new environmen-
tal challenges.




Main raw materials
Timber/chips

4.1 million cubic metres/year
50% from own forast, 50% purchased externally
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Market pulp

1.6 million tonnes
45% from own pulp mills, 55% purchased externally
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Recovered paper

4.5 million tonnes
35% from own collection, 65% purchased externally
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Energy and transport
Energy )

27.6 TWh/year
25% from electricity, 45% from fossi fuets, 30% from bicfuels

Transport

33 billion tonne kilometres
70% by ship, 30% other means of transport
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Board of Directors’ Report

Svenska Cellulosa Aktiebolaget SCA (publ)

Reg. No. 556012-6293, registered office in Stockholm

Group operations and structure

SCA s a global consumer goods and paper company that
develops, produces and markets personal care products, tissue,
packaging solutions, publication papers and solid-wood prod-
ucts. SCA offers products that make everyday life considerably
casier. Based on consumer and customer needs, new and more
value-added products are constantly being developed for con-
sumers, institutions, industry and the retail trade. SCA seeks
to increase the percentage of high value-added products, and
the products consist almost exclusively of renewable and re-
cyclable materials. Although Europe is SCA’s main market,
the Group also holds strong positions in certain product areas
in North America, Latin America and Asia Pacific. Expansion
is taking place through organic growth and selective acquisi-
tions, primarily within Personal Care, Tissue and Packaging.
SCA owns approximately 2.0 million hectares of productive
forest land, which guarantees most of the Swedish raw mate-
rial basc and enables efficient raw material integratrion and
good control of cost development. As a natural complement
to the forest operations, SCA runs extensive sawmill
operations.

SCA consists of four business areas — Personal Care, Tissue,
Packaging and Forest Products. The business areas are orga-
nized into six business groups — SCA Personal Care, SCA Tis-
sue Europe, SCA Packaging Europe, SCA Forest Products, SCA
Americas and SCA Asia Pacific. The SCA Personal Care busi-
ness group manufactures and sells products in Europe, North
America and Africa. SCA Tissue Europe’s operations involve
the manufacture and sale of consumer and AFH tissue in Eu-
rope. The SCA Packaging Europe business group, which manu-
factures and sells packaging and packaging solutions, and the
SCA Forest Products business group are located in Europe. The
SCA Americas and SCA Asia Pacific business groups manufac-
ture and sell packaging, personal care products and tissue.

In January 2007 SCA signed an agreement for the sale of
the packaging operations in North America and accordingly,
the SCA Americas business group will only consist of tissue
and personal care operations in 2007,
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Investments, acquisitions and divestments

Net current investments in property, plant and equipment, i.e.
investments to remain competitive, amounted to SEK 5,672m
{4,859) in 2006. This increase compared to the previous year
is attributable, among other things, to expenditures in connec-
tion with the efficiency programme announced at the end of
2005. Strategic investments in property, plant and equipment,
L.e. expansion investments, amounted to SEK 935m (2,086)
and related mainly to the incontinence and tissue operations,

Payments in connection with acquisirions roralling SEK
323m {428), on a debt-free basis, were made. The acquisitions
are described in Note 4.

After the end of 2006 the packaging operations in North
America were sold for USD 400m. Sales revenue is equivalent
to book value, and accordingly there is no capital gain. The di-
vestment is in line with the Group’s strategy to concentrate
SCA’s packaging operations to Europe and Asia where the po-
tentizl is good for SCA to develop and expand this business.
The investment has met the Group’s required rate of return.

Result of operations
The Group’s net sales rose by 5% to SEK 101,439m. 2006 was
hence SCA’s first year with net sales in excess of SEK 100bn.

In 2006 SCA’ profit before tax, adjusted for costs relating
to items affecting comparability in 2005, was 18% higher than
the previous year. The profit improvement was a result of a bet-
ter market situation, strong growth and the implementation of
efficiency programmes. Within three of the four business areas
there was a clear improvement in earnings as a result of exten-
sive product launches, a positive price trend and rhe effects of
the efficiency programmes, Raw material and energy costs in-
creased significantly in 2006.

Earnings for Personal Care improved by 13% as a result of
strong volume growth, mainly within the Incontinence Care
segment, but also in Diapers and Feminine Care. Capacity
utilization improved significantly within the Packaging busi-
ness area. This was partly due to extensive closures. Prices
recovered and continued price increases are expected in 2007,
Earnings improved by 17% in 2006. There is also an increased
focus towards segments with a higher value content. The For-




est Products business area’s profit improved by 31%. The saw-
mill operation had the best year ever, driven by a growing con-
struction market and rising sawn timber prices. Increased pro-
ductivity within Publication Papers also contributed ro the im-
proved earnings. The AFH Tissue segment developed well
during the year, particularly the North American operation.
The European Consumer Tissue operation continues to experi-
ence tough competition. Prices were increased but were far
from sufficient to counter the considerable energy and raw
material cost increases. Brand positions such as Edet, Zewa
and Velvet developed well in 2006 and investments are being
made to strengthen them even further.

The growth markets of Eastern Furope, China and Latin
America all developed in a positive direcrion in 2006. In East-

ern Europe SCA’s Personal Care and Tissue areas grew by more

than 10%. A new tissue production facility is planned in 2007

outside Moscow to meet the increased demand. Growth is also
strong within Packaging in Eastern Europe where SCA’s acrivi-
ties include the construction of a new corrugated board facility

in Romania. In China the Packaging operation’s sales increased

by 20%. SCA is building new plants in Suzhou and Nanjing to
cope with the increased demand. In Latin America SCA in-
creased its market share within Personal Care and Tissue and
earnings improved,

Sales and earnings

Net sales were 5% higher than in 2005, amounting to SEK
101,439m {96,385). Volume growth increased by 4%, bring-
ing in SEK 3,400m. Higher prices had a positive impact in the
amount of SEK 2,100m, while exchange rate fluctuation had
a negative impact on net sales of SEK 350m. Profit before tax
improved by 18% to SEK 6,833m (5,798), adjusted for the
previous year’s items affecting comparability. Higher prices
and an adjusted product mix improved earnings by SEK
1,500m, while higher volumes contributed SEK 1,100m.

The effects of the cost-cutting programme contributed SEK
1,265m. Increased energy and raw material costs had a
negative impact on earnings in the amount of SEK 1,700m.
Exchange rate fluctuation had only a marginal impact on
earnings.

Earnings trend"
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SEKm 2006 2005 2006:4 2006:3 2006:2 2006:1
Net sales 101,439 96385 250660 25005 25294 25400
Qperating expenses 86774 85811 21,832 -21410 -21653 -21879
Operating surplus 14,665 10,574 3,818 3,685 3,641 3,521
Depreciation and
wirita-down 6,185 8671 1581 1516 1,837 -1571
Share of profits in
associated companies 25 25 4 7 9 5
Operating profit 8,505 1,928 2,261 2,176 2,113 1,955
Financial items -1,672 -1,495 —458 —423 -405 -386
Profit before tax 6,833 433 1,803 1,753 1,708 1,565
Tax -1,366 21 -352 -227 -387 -400
Net profit for the period 5,467 454 1,451 1,526 1,321 1,169
Earnings per shars, SEK 23.25 1.84 6.16 6.51 562 4.96
Of which cperating profit
by business area
Personal Care 2,799 2,474 726 881 693 699
Tissue 1,480 1,577 358 431 401 300
Packaging 2.072 1,775 598 560 476 438
Forest products 2,475 1,886 876 591 631 577
- Publication papers 818 662 208 168 237 205
- Pulp, timber and

solid-wooed products 1,657 1,224 468 423 394 372
Other =331 -5,784 -97 —87 88 -59
Total 8,505 1,928 2,261 2,176 2,113 1,955

1 2005 includes items affecting comparability, operating expenses SEK -3,013m, write-downs SEK
-2.352m and tax effects SEK 1,384m. The third quarter tax expense was positivety affected in the
amount of SEK 185m by amended assessments in respect of tax reserves. The fourth quarter's tax
expense was posttively affected in the amount of SEK 80m by a tax reduction in the Netherlands and
an altered country mix.

Personal Care

In 2006 SCA strengthened irs market positions in Personal
Care. Sales increased within the Furopean retail segment,
where diapers, feminine hygiene products and incontinence
products demonstrated good growth., SCA’s sales for retailers’
own brands in Europe developed well and it was possible to
raise the price of most products and in most markers, which
more than compensated for raw material cost increases.

In Mexice, Central and South America, sales of feminine
care products and diapers increased and profitability was
strengthened. In Malaysia SCA experienced a sharp increase
in sales of Drypers baby diapers, while sales of personal care
products in the Australian and New Zealand markets were
stable. Sales of incontinence products to the care sector con-
tinued to develop well, both in Europe and North America.

Net sales amounted to SEK 21,272m, an increase of 10%
on 2005, of which volume growth accounted for 8§ percentage
points and price effects, mainly within the European opera-
tions, accounted for 2 percentage points.

Operating profit was 13% higher than in 2005 and
amounted to SEK 2,799m. The increase was mainly the result
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of increased volume, 24 percentage points, and positive price
effects, primarily within the Latin American operation, 5 per-
centage points. Higher raw material costs and significant ex-
penses reduced the earnings improvements associated with
new product launches.

Operating cash surplus amounted o SEK 3,778m (3,427)
and operating cash flow to SEK 2,984m (2,453), An improved
operating cash surplus and lower tied-up working capital were
countered by a slightly higher level of current investments,

Tissue

Tough competition and higher costs for raw materials and
energy continued to squecze profitability in the European
Consumer Tissue business organization. SCA implemented
price increases in 2006 and consumer prices were also raised in
the retail sector in several markets. Demand for Consumer Tis-
sue was good. The growth was around 3% in Western Europe
and 7% in Central and Eastern Europe. The lacter led to plans
by Europe’s retail chains to open more stores in the region,
SCA’s growth was greater here than the market in general, and
Zewa, SCA’s brand in Russia, is the clear markert leader. In au-
tumn 2006 SCA decided to invest in 30,000 tonnes of new tis-
sue capacity in Russia to meet the increased demand there. In
Western Europe retailers’ brands continued to increase their
market share and the number of brands on shop shelves con-
tinued to fall. In the markets where SCA has its own brands the
positions were strong. SCA increased its market initiatives in
2006 to strengthen the Group’s own brands.

In South America the segment continued to develop well
thanks to new product launches char were well received by
consumers.

Within the European AFH tissue segment demand in-
creased during the year due to a strong economy. SCA’s sales to
hotels, restaurants and catering businesses developed well,
Other segments, such as industrial wiping products, improved
due to expansion in the automobile industry in Eastern Eu-
rope.

The US AFH operation enjoved both improved sales and
earnings in 2006. Price increases compensated for higher raw
material costs. In 2006 the Tork brand was launched globally,
for example in Mexico and China. In the US and Australasia, a
conversion of former brands to Tork is taking place.

Net sales were 2% higher than the previous year and
amounted to SEK 31,336m. Positive price effects contributed
2 percentage points and increased volume, | percentage point,
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while negarive exchange rate effects had a negarive impacr of
1 percentage point.

Operating profit amounted to SEK 1,490m and was 6%
lower than the previous year. Higher prices and improved
volumes, mainly in North America had a positive impact on
results. Despite this improvement, earnings were down as a re-
sult of sharp increases in energy costs and higher raw material
costs for the European consumer tissue operation.

Operating cash surplus amounted to SEK 3,528m (3,628)
and operating cash flow ro SEK 1,101 m (1,772). The devia-
tion from 2005 was mainly ateributable ro higher cash out for
current investments and restructuring measures relating to the
ongoing efficiency programme.

Packaging

Demand increased in 2006 for corrugated board in Western
Europe after several weak years. Volumes increased in line with
the upturn in the industry. Germany, Sweden, Ttaly and Spain
were all markets with good growth. In 2006 the trend of fall-
ing prices also turned around. At the end of the year, SCA had
raised corrugared board prices in Europe by around 8%. Ris-
ing raw material, energy and shipping costs continued to keep
profitability down, but the posiuve price trend will continue
into 2007 and the price increases announced will continue to
have an impact.

The market balance for testliner improved thanks to strong
demand and significant capacity cutbacks. Capacity utilization
on the marker is estimared at 94% for 2006. Container board
prices were 15% higher on average than in 2005. Demand for
European kraftliner was very good and prices were raised three
rimes during the year by a total of around EUR 100 per tonne.
Testliner prices were also increased several times in 2006 and
were at year-end around EUR 80 per tonne higher than by the
end of 2003.

Sales to the industry segment fell slighely in 2006 for the
North American packaging operation, while sales of tempera-
ture assurance packaging solutions increased. The Chinese
packaging market continued to develop well. SCA increased
sales by 20% and the customer mix was good, with
a combinartion of Asian, American and European customers.

A new facrory in Suzhou, close ro Shanghai, which was built
during the year will become operational in the first quarter of
2007 and a new factory in Nanjing will be built in 2007,

Net sales were 3% higher than in 2005 and amounted to

SEK 33,353m. Price increases contributed 2 percentage points




and volume growth, 2 percentage points. Closure of units
within the framework of the efficiency programme reduced
sales by 2 percentage points.

Operating profit increased in 2006 by 17% and amounted
to SEK 2,072m. Significantly higher prices, increased volumes
and the effects of the cfficiency programmes contributed to the
improvement, while sharply increased energy and raw material
costs had the opposire effect.

Operating cash surplus amounted to SEK 3,647m (3,509)
and operating cash flow was SEK 324m (2,2135}. An improved
operating cash surplus could not compensate for the effects of
higher expenditure for restructuring measures, current capital
expenditures and a mgher level of tied-up working capirtal.

Forest Products

There was an upturn on the European advertising market and
demand for magazine paper was relatively good in 2006 with
a stronger demand for SC paper. Demand for newsprint was
strong in Western Europe and rising sharply in Eastern Europe.
Newsprint prices were raised at the beginning of the year.

SCA's sales increased in 2006 and profitability improved.
All of SCA’s paper mills had record high production levels,
which helped increase profits.

The pulp market strengthened in 2006 and prices were in-
creased incrementally. The price increases did not fully impact
profits due to negative exchange rate effects as a result of the
weakening of US dollar. Demand for solid-wood products in
Europe increased during the year as a result of a strong con-
struction market. The supply of high-quality timber was lim-
ited on the external marker and prices rose during rhe year.
SCA’s sawmill operation, which is supplied from the company’s
own forests, improved its sales and profits.

Publication papers:

Net sales amounted ro SEK 8,230m, an increase of 12% com-
pared with 2005 as a result of newsprint price increases and
higher volumes mainly for LWC paper.

Operating profit amounted to SEK 818m which was 24%
higher than in 2005. Higher newsprint prices, increased vol-
ume and better capacity utilization compensated for increased
energy Costs.

Pulp, timber and solid-wood products:

Net sales were 10% higher than in 2005 and amounted to SEK
8,721m. Higher prices and volumes for the sawmill and for-
estry operations contributed to the increase.

Board of Directors’ Beport

Operating profit amounted to SEK 1,657m, which 1s 35%
higher than in 20035 and is attributable to higher prices and a
higher level of capacity unlization.

Operating cash surplus for Forest Products amounted to
SEK 3,588m (3,509) and operating cash flow to SEK 2,549m
{1.595). The improvement was mainly an effect of lower cur-
rent capital expenditures.

Operating cash flow analysis

SEKm 2006 2005
Operating cash surplus 14,123 13,113
Change in working capital =794 238
Current capital expenditures, net -5,672 —4,858
Restructuring costs, etc. -1,353 -1.021
Operating cash flow 6,304 747
Financial items -1,672 —1,495
Tax payments —1,770 -1,628
Other -50 15
Cash flow from current operations 2,772 4,362
Company acquisitions —323 —428
Expansion investments, fixed agsets -935 -2,086
Strategic restructuring costs -24 -81
Divestments 48 1
Cash flow before dividend 1,538 1,768
Dividend —2.625 2,478
Cash flow after dividend -1,087 =710
Sale of own shares 79 13
Net cash flow -1,008 —697

The operating cash surplus amounted to SEK 14,123m, com-
pared to SEK 13,113m the previous vear. The Group’s operat-
ing cash flow amounted to SEK 6,304m (7,471). Working capi-
tal increased during the year due to growth and the price in-
creases that were implemented. Current net capital expendi-
tures amouneed to SEK 5,672m (4,859), which is equivalent to
6% of ner sales. The increase was partly due to expenditure in
connection with the efficiency programmes. Payments for the
restructuring measures were made at a somewhat faster rate
than planned and totalled SEK 1,329m in 2006 compared with
SEK 972m the previous year.

Cash flow from current operations amounted to SEK
2,772m (4,362}, Financial items were SEK 177m higher than
the previous year and amounted to SEK 1,672m (1,495). The
increase is due to higher interest rates. Tax payments were
somewhat higher than the previous year and amounted to SEK
1,770m (1,629}. This includes paid additional taxes in Ger-
many in the amount of SEK 446m relating to a transaction
from 2000 when SCA sold its 50-percent share in the fine
paper company Modo Paper AB. The transaction was preceded
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by the merger of SCA's Swedish and German fine paper opera-
tions. The German tax authorities reviewed the valuation that
was the basis for the transaction and, according to the tax au-
thority’s decision, SCA is to pay capital gains tax of EUR 48m
inctuding interest. Of this amount EUR 8m can be recovered in
the years ahead. The tax cost incurred, EUR 40m, was covered
by a tax reserve made earlier for the transaction in question.
The ner cash flow was negative at SEK —1,008m (-697).
Expansion investments amounted to SEK 1,234m (2,594).
These are mainly cash outs for the Incontinence and Tissue op-
erations. The dividend amounted to SEK 2,625m (2,478).

Financing and shareholders' equity

Net debt amounted to SEK 36,399m at the end of the year,
which is SEK 3,427m lower than at the beginning of the year.
A negative net cash flow of SEK 1,008m increased the net debt.
Currency effects caused by a stronger Swedish krona, reduced
the net debt by SEK 2,009m. Remeasurements in line with 1AS
19 for pensions and 1AS 39 for financial instruments, rogether
had a positive effect of SEK 2,426m, most of which related to
pensions.

The Group's shareholders’ equiry increased in 2006 by SEK
1,853m to SEK 58,963 m. The net profit for the period and
effects of remeasurements in line with [AS 19 for pensions and
IAS 392 for financial instruments, increased the shareholders’
equity by SEK 5,467m and SEK 1,430m respectively. Dividend
and currency effects etc. reduced the shareholders’ equity by
SEK 2,625m and SEK 2,419m respectively,

Key ratios

Return on capital employed amounted to 9% (2) and return on
shareholders’ equity was 9% (1). The interest coverage ratio
amounted 1o 5.1 (1.3}. The debt/equity ratio was 0.62 (0.70),
while the visible equity/assets ratio was 44% (42).

Efficiency enhancement programme

Addidonal savings in connection with ongoing efficiency pro-
grammes increased the profit by SEK 665m in 2006 compared
with 2003, and the annual rate amounted to SEK 1,100m dur-
ing the final quarter. Wich an annual rate of SEK 1,550m, the
full effect of the savings should be reached in 2008. As part of
the restructuring of the European Tissue operation, an agree-
ment was signed to sell the plant in Roanne, France in Decem-
ber 2006.
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Environmental impact

SCA conducts fourteen operations for which a permit is re-
quired and eight that are under obligation to submit reports.
Operations for which permits are required or reporting is man-
datory account tor 17% (17) of the Group’s net sales.

Six permits relate to the manufacture of pulp and paper.
These operatiens impact the environment through emissions to
air and water, solid waste and noise. Seven permits relate to the
production of solid-wood products which affects the environ-
ment through noise and emissions to air and water. One permit
relates to the manufacture of fuel pellets which affects the envi-
ronment through emissions to air and water, as well as noise.

The operations required to submit reports are the produc-
tion of corrugated board packaging (three plants), EPS packag-
ing {two plants), display packaging (one plant), fluff products
(one plant) and input goods for fluff products (one pliant).

The production of corrugated board packaging, EPS pack-
aging and display packaging impacts the external environment
through emissions to air and water and through the solid waste
generated.

Production of fluff products and input goods for fluff prod-
ucts impacts the external environment through the solid waste
generated.

Research and development

Research and development costs amounted to SEK 562m
(545}, which is equivalent to 0.6 % of the Group’s net sales.
Research and development is conducted at the Group level as
well as locally by the various business groups. The Group level
activities are carried ourt in the form of material and technol-
ogy R&D, while the local units work with product develop-
ment, often in direct cooperation with customers.

Parent Company

The Group’s parent company, Svenska Cellulosa Akriebolaget
SCA (publ), owns the forest land and other real property re-
lating ro the forest operations, and provides felling rights for
standing forest to the subsidiary SCA Skog AB. The Parent
Company is otherwise a holding company, the main undertak-
ings of which are to own and manage shares in a number of

* business group companies and to perform Group-wide man-

agement and administracive functions. The Parent Company’s
operating income in 2006 amounted to SEK 97m (118) and
profit before year-end appropriations and taxes was SEK 398m
{340). The Parent Company has invested and divested SEK Om




{0) during the year in shares and participations. Investments in
property and plants amounted to SEK 133m (69) during the
year. Cash and cash equivalents at year-end were SEK 0m (0).

Treasury shares

In 2001, SCA issued a total of 1,800,000 shares for cash. The
shares were then acquired by SCA to be distributed to senior
executives and key individuals included in the employee option
programme described in Note 32.

Shares transferred during the year are shares that were
redeemed by employees in accordance with the rules in SCA’s
employee option programme. Paid compensation for the trans-
ferred shares constitutes the payments received by SCA for the
shares. Payments pertaining to the total holding on 1 January
2002 and 31 December 2006 respectively consist of amounts
paid by SCA for the shareholdings on the respective date.

Holdings of treasury shares

Percentage Paid/

Nominal of share received

Number amount capital compensation

Total holding 1 Jan. 2002 1,800,000 18,000,000 0.78 18,090,000
Transferred in 2002 24,457 244,570 0.01 6,750,757
Transferred in 2003 65,426 654,260 0.03 15,972,803
Transferrad in 2004 56,1656 561,650 0.02 15,135,024
Transferred in 2005 51,669 516,690 0.02 13,496,430
Transferred in 2006 349,145 3,491,450 0.15 104,680,700
Total holdings 31 Dec. 2006 1,253,138 12,531,380 0.53 12,594,037

Distribution of shares

In 2006, 810,466 Class A shares were converted into Class B
shares. The proportion of Class A shares at year-end was
16.0%. Calculared according to IFRS recommendations, the
effects of outstanding employee option programmes represent
a maximum dilution of 0.06% which is taken into account
when calculating earnings per share for the period.

Other
An account of corporate governance and the waork of the
Board are provided in the Corporate Governance section on
page 24.

Information on financial risk management and the use of

financial instruments for risk management is provided in Note
2.

Board of Directors’ Report

Dividend

The Board of Directors has decided to propose to the Annual
General Meeting a dividend of SEK 12.00 per share. This pro-
posal represents an increase of 9% on last year and represents
52% of the 2006 earnings per share, The dividend is expected
to total around SEK 2,805m (2,571). The Board believes that
the proposed dividend will allow the Group to fulfil its obliga-
tions while making the necessary investments.

Share split

The Board of Directors proposes the implementation of a share
split, whereby each share will be split into three shares of the
same class. The Board expects the share split to take place in
May 2007.

Events after the closing day

In January 2007 SCA signed an agreement on the sale of the
North American packaging operation. The buyer is Metalmark
Capital and the price is USD 400m, This represents the Group’s
book value for the operation and accordingly, there is no capi-
tal gain. The North American operation has annual net sales of
around USD 430m. The transaction is expected to be con-
cluded in the first quarter of 2007. The payment will be made
in cash. The divested operation consists of protective packag-
ing, consumer packaging and temperature assurance packag-
ing solutions. It has a total of around 2,100 employees and ac-
counts for 10% of SCA’s total sales in the Packaging business
area. The transaction’s completion is subject to approval by the
US authorities and to the usual terms and conditions being
met.

From a financial perspective, the payment received for the
sale and the cash flow during the holding period will be suffi-
cient to meet the Group’s return requirement for the total
packaging investment in North America. This represents a
weighted average cost of capital {WACC) of 7% after tax, in-
cluding a return requirement on shareholders’ equity of 9%.
The earnings per share is affected in the short-term by SEK
-0.20 on an annual basis, while the net debr is reduced by
around SEK 2.8bn.

Due to the above transaction, the North American packag-
ing operation’s long-term assets and liabilities are booked as
short-term items under fixed assets and liabilities held for sale.
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Operating cash flow statement

Supplementary disclosures

2006 2005 2004
Group SEKm EURmM!" SEKm EURm* SEKm EURm"
Qperations
Net sales 101,438 10,972 96,385 10,388 89,067 9,867
Operating expenses -86,774 -9,386 85,811 -8,257 ~75,164 —8,353
Operating surplus 14,665 1,586 10,574 1,141 13,803 1514
Adjustment for significant non-cash items -542 -39 2,539 274 305 33
Operating cash surplus 14,123 1,527 13,113 1,415 14,108 1.547
Changein
QOperating receivables -1,407 -152 1,028 110 842 103
Inventories -801 -87 -499 =54 —320 -35
Operating liabilities 1,414 153 -286 ~-31 —1,268 -139
{Change in waorking capital —794 —86 238 25 —646 =71
Current capital expendituras, net -5,872 -613 4,853 =524 —4.270 -468
Restructuring costs, stc. -1,353 —-146 -1,021 -110 -356 -39
Operating cash flow 6,304 682 7471 BOE 8,337 969
Financial items -1672 -181 —1,495 -161 -1,084 -119
Tax payments. -1770 -191 -1,629 -176 -2,088 -229
Other -90 -10 15 2 23 3
Cash flow from current operations 2,772 300 4,362 471 6,688 629
Strategic investments, restructuring costs and divestments
Company acquisitions. -323 -35 -428 ~46 -9,340 -1,024
Expansion investments, fixed assets -935 -101 -2,086 225 -2,398 -263
Strategic restructuring costs -24 —3 —B1 -9 —226 —25
Total strategic investments -1,282 -139 —2,595 -280 -11,964 -1,312
Divestments 48 5 1 0 Q 0
Cash flow from strategic investments, restructuring costs
and divestments -1,234 134 —2,594 —280 =11,964 -1,312
Cash flow before dividend and new issue 1,538 166 1,768 19 -6,276 -688
Conwersion of debentures, warrants - - - - 1 0
Sale of own shares 79 9 13 1 15 2
Dividend to shareholders -2.825 -284 -2.478 T -2471 271
Net cash flow -1,008 -109 -697 -75 8,73 —857
Net debt
2006 2005 2004
SEKm EURm"l SEKm EURmMY SEKm EURm'
Net debt, 1 January -39,826 -4,308 -35,823 -3.986 -26,533 -2,922
MNet cash flow -1,008 -109 -697 -75 —B.731 457
Rermeasurernents taken to equity 2,426 262 —£6 -7 -265 -29
Currency effects, etc. 2,009 217 —3.240 —158 784 42
Net debt, 31 December -36,399 -3,938 39,826 —4,226 34,745 -3,866
[ |
Adjustments in net debt on transition to IFRS
2005 2004
SEKm EURm' SEKm EURm"
Net debt at 1 January according to previaus year's aceounting principles -34,745 -3,866 -22,306 -2,457
Adjustment of provisions to pensions on transition to IFRS - - -4,136 —-455
Cther effects of transition to IFRS excluding IAS38 - - -a1 -10
Effect of IAS 39 on transition to IFRS -1,078 =120 — -
Adjusted net debt, 1 January -35,823 —3,586 -26,533 —2,922

1 Average exchange rate of 8.25 (9.27, 9.12) was applied in transtation to EUR
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Cash flow and financing

The operating cash surplus improved by
around SEK 1bn. Compared to the pre-
vious year, when the working capital
was reduced, growth and price increases
have resulted in higher tied-up working
capital. Current net investments in-
creased during the year and represent
6% of net sales. The increase is partly
due to investment decisions taken in
connection with the efficiency pro-
grammes. Payments in connection with
the ongoing programmes were made at a
slightly faster pace than planned. The
combined effect of this was a reduction
in the operating cash flow for the Group
in 2006.

Operating cash flow

The operating cash flow improved in
2006 for Personal Care and Forest Prod-
ucts, while Tissue and Packaging re-
ported a fall in cash flow. Within Per-
Sonal Care, a faster pace ()f pr()duct
launches resulted in higher current capi-
tal expenditures. As a result of strong
growth in volume of 8%, the operating
cash surplus was more than able to com-
pensate for increased investments. There
was also an improvement in working
capital over the year, partly as a result of
the increased investments.

The operating cash surplus for Forest
Products was higher than the previous
year, partly as a resule of the sawmill op-
eration’s strong growth, but also a sus-
tained high cash flow from the forestry
operations. The improvement is also a
result of lower levels of current capital
expenditures compared to the previous
year, when considerable outlay for a new
soda recovery boiler at the Ostrand pulp
mill affected the cash flow.

In Tissue the decline is related in part
to a slightly lower operating cash sur-
plus, but mainly to higher current capi-
tal expenditures.

Compared to the previous year, the
effects of ongoing efficiency pro-
grammes are evident within Packaging,
in the form of current investments and
payments in connection with restructur-
ing. This was partly compensated for by
an improved operating cash surplus,

which was the result of price increases
implemented during the year as well as
continued growth in Asia.

Cash flow from current operations
Despite a somewhart lower average level
of net debt, financial items were higher
than in 2005. The increase is attribut-
able to higher interest rates. Tax pay-
ments were slightly higher compared to
the previous year and included payment
of additionat taxes in Germany, Cash
flow from current operations, i.e. cash
flow after financial items and tax pay-
ments, was lower than the previous year.

Cash flow from strategic restructuring
costs, investments and divestment
Expansion investment expenditure was
lower than the previous year. This ex-
penditure is mainly related to machinery
for the incontinence and tissue opera-
tions and the acquisition of the tissue
company Mapacasa. This also includes
expenditure relating to the packaging
company Cool Logistics and an increase
in the number of shares in Selkasan.

The increased dividend for 2005 re-
sulted in higher payments in 2006 than
the previous year.

The net cash flow for the year
amounted to SEK -1,008m (-697).

Net debt

The net debt was reduced in 2006 by
SEK 3,427m. A positive cash flow from
current operations of SEK 2,772m, a net
outflow for strategic investments and
divestments amounting to SEK 1,234m,
an outflow relating to dividends to
shareholders of SEK 2,625m and an in-
flow from the sale of SCA’s own shares
of SEK 79m, resulted in a negative cash
flow of SEK 1,008m, which increased
the net debt. Remeasurements according
to IAS 19 Employee Benefits and 1AS 39
Financial Instruments, had a combined
positive effect of SEK 2,426m, most of
which relates to pensions. Currency ef-
fects as a result of rhe strengthening of
the Swedish krona reduced the net debt
by SEK 2,009m.

Cperating cash flow statement — comments

Investments in plants
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Income statement

I - B @05 2004
Group Nate SEKm EURm'! SEKm EURm" SEKm EURm'
Net sales 101,439 10,972 96,385 10,398 89,967 9,867
Other income 3] 2,305 249 1,902 205 1,364 148
Change in fair value of biclogical assets 13 304 33 286 31 252 28
Change in inventories of finished goods and work in progress -590 64 417 45 -588 =75
Work performed and capitalized 156 17 167 18 20 22
Raw materials and consumables -35,405 -3,830 34,748 -3,748 -33,370 -3,660
Personnel costs 7 -19,761 -2,137 -21.812 —2,364 -19,418 -2,130
Other operating expenses 2] -33,783 -3,654 -31,089 -3.354 -24,505 -2.687
Depreciation 8 —5£,151 —665 6,299 —680 -5,972 -6855
Write-downs B -34 -4 -2,372 -266 -180 -20
Share of profits of asseciated companies 14 25 3 25 3 18 2
Operating profit 8,505 920 1,928 208 7,669 M
Financial income: 10 179 18 156 17 453 50
Financial expense 10 —1,851 —200 —1,651 -178 -1,537 -169
Profit before tax 6,833 739 433 a7 6,585 722
Tax 17 -1,366 -143 21 2 -1,393 —153
PROFIT FOR THE YEAR 5,467 591 454 48 5,192 569
Earnings attributable to:
Equity helders of the parent company 5,437 588 430 46 5164 566
Minority intrests 30 3 24 3 28 3
Earnings per shanra 2008 2005 2004
Earnings per share, SEK — Equity holders of the parent company
- before dilution effects 23.27 1.84 2213
— after dilution effects 23.25 1.84 2212
Proposed dividend per share, SEK 12.00 1.0 10.50
Earnings attributable to equity holders of the parent company 5,437 430 5,164
Average number of shares before dilution, million 2337 233.4 233.4
Warrants 0.1 0.1 0.1
Average number of shares after dilution 2338 233.5 2335
By business area Net sales Earnings/Qperating profit
SEKm 2006 2005 2004 2006 20056 2004
Perscnal Care 21,272 19,351 17,763 2,799 2,474 2,429
Tissue 31,336 30,701 27,596 1,490 1,577 2,026
Packaging 33,353 32,359 31,501 2,072 1,775 2,604
Forest Products 17,651 15,935 14,954 2,475 1,886 1,777
Pubiication papers 8.93¢ 7,998 7,609 818 662 470
Fuip, timber and solid-wood prodiucts 8,721 7.937 7,345 1,657 1,224 1,307
Other 1,191 1,068 1.087 -a31 -5,784 -1,167
Intra-Group deliveries -3,364 -3,029 -2,934
Total 101,439 96,385 89,967 8,505 1,928 7,669

Other includles, in 2005, terns affecting comparability from efficiency programmes, etc. For a segment treakdown of items affecting comparability, see Note 5.
" Average exchange rate of 9.25 (8.27: 9.12) was applied in translation to EUR.
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Net sales

SCA’s sales exceeded SEK 100bn for the
first time and net sales in 2006 increased
by 5%. This growth was mainly volume
driven. Of the net sales increase within
Personal Care, volume growth amounted
to 8%, mainly relating to an increase in
sales in the European rerail segment.

In 2006 net sales increased for the Asian
packaging operation by 16%, of which
14% was volume growth. Forest Prod-
ucts is the business area that contributed
the most to the sales increase. The pub-
lication papers segment’s volume im-
proved, while the strong construction
market resulted in higher prices for the
sawill aperation, During the year,
prices also improved steadily for Tissue,
but most of the improvement was in
Packaging.

Operating profit
The operating profit was higher than in
2005 and, adjusted for items affecting
comparability, increased by 17%. This
was the result of the improved market
situation, good growth and the imple-
mentation of the efficiency programmes.
Profits have grown for three of the
four business areas. This is related to ex-
tensive product launches, a positive price
trend and the effects of the efficiency
programmes. Raw material and energy
costs increased significantly in 2006,

Raw material costs were 9% higher than
the previous year. Despite this, the raw
material costs in proportion to net sales
improved as a result of production im-
provements and an altered product mix.
The effect of the increases in energy and
transport costs is recognized in the in-
come statement under operating costs.
This includes marketing costs, which
increased during the year as a result of
extensive product launches. Adjusted for
items affecting comparability, personnel
costs were reduced, a net effect of the
efficiency programme and annual salary
increases. The closure of units explains
the reduction in depreciation, Exchange
rate fluctuation only had a marginal
impact on the profit.

Profit before tax

Profit before tax improved by 18% ad-
justed for items affecting comparability
in 2005. Higher prices and an altered
product mix improved profits by SEK
1,500m, while highcr volumes contrib-
uted SEK 1,100m. The effects of the
efficiency programme contribured SEK
1,265m. Increased energy and raw
material costs had a negative impact on
profits of SEK 1,700m. Exchange rate
fluctuation had only a marginal effect
on profits. Financial costs increased due
to higher interest rates, despite a lower
average level of net debt.

Income statement - comments

Net profit for the year

The consolidated net profit, adjusted for
items affecting comparability, was 23%
higher than the previous year, Adjusted
for items affecting comparability, the tax
expense for the year was at the same
level as the previous vear. The tax ex-
pense for current earnings is based on
the actual earnings distribution between
countries, The average tax rate for cur-
rent earnings amounted to 24%. Taking
into account non-recurring items, such
as reassessment of loss carry forwards,
reduced tax rates and adjustments for
priot periods, the tax rate for the Group
was 20%.

Key ratios

Rerturn on capital employed amounted
to 3% {2; 9) and return on equity to 9%
{1; 10}. Adjusted for items affecting com-
parability, the return for 2005 was 8 and
8% respectively. Earnings per share after
full tax and dilution effects amounted to
SEK 23.25 (1.84; 22.12). Adjusted for
items affecting comparabiliry, the earn-
ings per share for 2005 amounted to SEK
18.89. The interest coverage ratio was
5.1{1.3). The debt/equity ratio was 0.62
(0.70) and the visible equiry/assets ratio
was 44% (42).

Consolidated statement of recognized income and expense

2008 2005
SCA's share- Minority- Total SCA's share- Minority- Total

SEKm holders’ equity interests. Equity holders' equity interests Equity
Income and exp recognized directly in equity:
Actuarial gains and losses related to pensions, incl. payroll tax 2,351 -238 -238
Available-for-sala tinancial assets:

- Gains from fair valte maasurement taken to equity 210 210 191 191

- Transterred to incoma statement at sals -38 -38 - -
Cash flow heoges:

- Gains from remaasurement of derivatives taken to equity 58 &8 64 64

- Transier to ncome statement for the period -99 -8g 3 3

- Transfer to cost of hedged investments 5 5 ~24 24
Translation difference in foreign operations ~2,423 =38 -2,461 3,303 52 3,355
Result from hedging of nat investments in foreign operations -352 =352 567 587
Tax on items taken to/transterred from squity -705 =705 38 a8
Total transactions taken to equity -893 -38 -1,031 3,904 52 3,956
Profit for the year recognired in the income statement 5,437 0 5,487 430 24 454
TOTAL INCOME AND EXPENSES RECOGNIZED FOR THE YEAR 4,444 ) 4,436 4,334 76 4,410
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Balance sheet

2008-12-31 2005-12-31 2004-12-31

Group Nots SEKm EURm" SEKm EURm™ SEKm EURmM!
ASSETS
Fixed assets
Goodwill bl 16,997 1.878 19,823 2104 17,594 1,858
Cther intangible assets 11 3,054 338 2,431 258 2,140 238
Buildings, land, machinery ard equipment 12 56,588 6,256 80,127 6,381 57,223 8,367
Biological assets 13 18,082 1,999 17,718 1,880 17,383 1,934
Participations in associated companies 14 433 49 454 48 387 43
Shares and participations 15 79 el 119 13 309 35
Surplus in funded pension plans 25 1,419 167 470 50 418 46
Long-term financial assets 16 1,551 7 1,565 166 708 79
Deferred tax assets 17 718 78 992 105 605 87
Other long-term assets 143 16 178 19 77 8
Total Fixed assets 99,070 10,952 103,875 11,024 96,844 10,775
Current assets
Inventaries 18 10,847 1,199 10,550 1,120 9.319 1,037
Accounts receivable 19 15,289 1,690 15,028 1,595 11,725 1,305
Tax assets 17 563 &2 525 56 564 83
Other current receivables 20 3.208 385 3.253 345 4073 453
Current fimancial assets 21 409 45 237 25 128 14
Fixed assets held for sale 22 2,559 283 58 7 - -
Cash and cash equivalents 21 1,589 177 1,684 175 3,498 389
Total current assets 34,474 3,811 31,345 3,327 29,307 3,261
TOTAL ASSETS 133,544 14,763 135,220 14,351 126,151 14,038
EQUITY AND LIABILITIES
Equity 23
Capital and reserves attribltable to equity hoiders 6 T the comparty
Share capital 2.350 260 2,350 249 2,350 261
Other capital provided 6,830 755 6,830 725 6,830 760
Reserves 799 88 3,423 363 858 -95
Retained earnings 48,320 5,342 43,740 4643 46,026 5122

58,298 6,445 56,343 5,980 54,350 6,048
Minority interests 664 73 767 a1 768 85
Total Equity 58,963 6,518 57,110 6,061 55,118 6,133
Non-current liabilities
Long-term financial liabilities 24 16,852 1,863 18,638 1,578 18,155 2,131
Provisions for pensions 25 2,793 308 4,810 510 4,338 483
Deferred tax liabilities 17 10,831 1,208 10,524 1117 11.382 1.266
Other long-term provisions 26 516 a7 1,701 181 1,192 133
Other long-term fiabilities 27 157 17 208 22 90 10
Total non-current liabilities 31,249 3,454 35,881 3,808 36,207 4,028
Current liabilities
Current financial liabilities 24 21,537 2,381 20,190 2,143 15,776 1,755
Accounts payable 12,332 1,363 11,567 1,228 10,150 1,130
Tax lkabilities 17 800 23 531 56 &a1 98
Current provisions 26 1,183 128 2,081 221 644 72
Other current liabilities 28 7.455 824 7,860 834 7.365 818
Liabilities held for sale 22 55 7 - - — -
Total current liabilities 43,332 4,791 42,229 4,482 34,826 3,875
TOTAL EQUITY AND LIABILITIES 133,544 14,763 135,220 14,351 126,151 14,036
Contingent liabilities and Pledged assets - see Notes 3C and 31.
Capital employed 95,362 96,936 89,863
et debt 36,399 39,826 34,745

" Tha closing exchangs rate of 9.05 (9.42; 8.99) is applisd in transtation to EUR,
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Assets and capital employed

The Group’s total assets were 1% lower
than the previous year and amounted to
SEK 133,544m. Net investments in fixed
assets amounted to SEK 6,607m and
mainly related to maintenance. Depreci-
ation amounted to SEK 6,151m. Ex-
change rate fluctuation during the year
lowered the value of toral assets, and
translation differences relating to intan-
gible and tangible fixed assets lowered
the value by SEK 4,308m. In January
2007 SCA signed an agreement on sale
of the North American packaging opera-
tion and accordingly, the fixed assets
have been reclassified as current assets
under the heading “Fixed assets held for
sale.” Reclassifications totalled SEK
2,559m, of which the above mentioned
transaction accounted for SEK 2,428m.
The value of fixed assets was reduced by
a total of SEK 4,805m compared to the
previous year.

The value in Swedish kronor of the
Group’s foreign net assets as of the
balance sheet date amounted to SEK
36,482m (28,007; 15,143).

Capital employed was 2% lower than
the previous year and amounted to a
total of SEK 95,362m (96,936; 89,863).
The breakdown of capital employed by
currency is shown in the table below.

Financing

SCA’s interest bearing gross debt as of
the balance sheet date amounted to SEK
38,389m (38,828; 34,931). The weighted
average maturity on the same date was
3.7 years. The reduction in the gross
debt is mainly related to the effects of
exchange rate fluctuation.

The net debt amounted o SEK
36,399m (39,826; 34,745). The decrease
compared to the previous year is mainly
related to positive remeasurement effects

Balance sheet - comments

in line with 1AS 19, Employee Benefits, Debt/eqtuity ratiit:yand debt
- . a ent capaci
and [AS 39, Financial Instruments, paym P
amounting to SEK 2,426m and positive 0p T2 * 60

currency effects amounting to SEK

2,009m. The negative 2006 net cash flow 07

pal o
rd
increased the net debt by SEK 1,008m. \/\
0.6 40

Shareholders’ equity
The shareholders’ equity increased dur-

05 a0
ing the year by SEK 1,853m and as of \/ N—
04

the balance sheet date, amounted to SEK
58,963m (57,110; §5,118). The net = Debequty rato, multpie
profit for the year amounted to SEK = Debt payment capacity, %
5,467m. Remeasurement according to
IAS 12 and 1AS 39, including Result

2002 2002 2004 2005 2006

Return on capital employed and

from hedging of net investment in for- sharcholders’ equity
eign operations, increased the share- %

holders’ equity by SEK 1,430m after tax. ®

Translation effects etc. and dividends 12dd
negatively affected shareholders’ equity N

by SEK 2,419m and SEK 2,625m respec- 1 M 3

tively, Translation cffects in equity relate
to foreign subsidiaries which, according

to SCA's policy, were not fully hedged a-{ I
during the year.

0
2002 2003 2004 2005 2006

. B Return on capital employed
Key ratios = Ratun on shareholders’ squity

The debt/equity ratio was 0.62 (0.70;
0.63) and the visible equity/assets ratio
was 44% (42; 44).

Capital employed by currency

SEKm 2006 % 2005 Y 2004 %
EUR 32,029 a3 31,502 32 27,833 31
SEK 24,929 26 24040 25 25,904 29
GBP 10,722 1 11,587 12 10,143 1
usD 10,475 1 11,985 12 10,615 12
MXN 3,469 4 3840 4 3,080 3
AUD 2,500 3 2.868 3 2,554 3
DKK 2,024 z 2,004 2 2374 3
NZD 1.577 2 1,767 2 1,505 2
cop 1017 1 1,088 1 734 1
MYR 865 1 906 1 715 1
CNY 804 1 698 1 587 1
SKK 748 1 692 i 432 0
CAaD 612 1 668 3 378 ]
PLN 5897 1 304 0 246 c
RUB 540 0 406 0 300 ¢
Other 2.456 2 2,480 3 2,463 3
Total 95,362 100 96,936 100 89,863 100
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Cash flow statement

2006 2005 2004
Group SEKm EURm" SEKm EURmM’ SEKm EURm*
Operating activities
Profit before tax 6,833 739 433 47 6,585 722
Adjustment for non-cash items ® 4,188 453 10,064 1.086 5.896 647
11,021 1,192 10,497 1,133 12,481 1,369
Tax paymenis -1.770 -191 -1,629 -176 -2,088 -229
Cash flow fror operating activities before
changes in working capital 9,251 1,001 8,868 o957 10,393 1,140
Cash flow from changes in working capitat
Change in inventories -801 -87 -499 -54 =320 -35
Change in operating receivables -1,407 -152 1.023 110 942 103
Change in operating liabdities 1.414 153 -286 =31 -1,268 =139
Cash flow from operating activities 8,457 215 9,108 2] 9,747 1,069
Investment activities
Acquisition of subsidianes 2 -323 =35 -39 -42 -7.305 |01
Soid units 3 48 5 1 0 - -
Acquisition of tangible and intangible fixed assets 4 -7.081 -766 -7.482 —807 -7.086 -778
Sale of tangible fixed assets 503 55 560 60 513 56
Payment of loans to external parties -1,146 -124 -154 —16 -112 -12
Cash flow from investing activities -7.909 =865 =7,466 —B05 —14,000 -1,535
Financing activities
Sale of own shares 79 9 13 1 13 2
Loans raised 2,084 225 - - 8,311 911
Amortization of debt - - -1,149 -124 - -
Dividend paid™ -2,625 -284 -2,478 -267 -2,471 =271
Cash tlow from financing activities 462 =50 -3,614 -390 5,855 642
CASH FLOW FOR THE YEAR -4 [+] -1,974 -213 1,602 176
Cash and cash equivalents at the beginning of the year 1,684 181 3,498 377 1,929 212
Exchange differences in cash and cash eguivalents —81 -8 160 17 =33 1
Cash and cash gquivalents at end of the year 5 1,509 173 1,684 181 3,458 389
* Average exchange rate of 9.25 (9.27:8.12) was applied in translation to EUR
" Ingluding dividends to minorities
1 Adjustment for non-cash ltems, SEKm 2008 2005 2004 3  Sold operations, SEKm 2006 2005 2004
Depreciation and write down of fixed assets 6,185 8.673 6,152 Fixed assets 19 o] o]
Fair value measurernant of forest assets =304 -286 -252 Qperating assets 18 0 ¢
Unpaid relating ta efficiency programme - 1,928 304 tiabilities -12 0 o]
Paid restructuring costs, previously exponsed -1,353 - - Gain {+)/oss () on sale 23 1 Q
Other =340 -251 -308 Purchase price received 48 1 0
Total 4,188 10,064 5,806 Cash and cash equivalents in sold companies Q o] 0
Effect on Group's cash and cash equivalents 48 1 0
2 Acquired operations, SEKm 2006 2005 2004
Fixed assets 271 344 8625 4 Investments in tangible and intangible fixed assets
Operating assets a8 116 4,294 Investments in tangible and intangible fixed assets and biokegical assats during the year
Cash and cash equivalents 85 a 125 totalled SEK 7,110m (7.506: 7,181). of which 29 (23: 85) was financed through finance
Provisions 9 23 3 leases.
Net debt axcl. cash and cash equivalents - -37 2035
Operating liabilities 29 85 -3.156 % Cash and cash equivalents, SEKm 2006 2005 2004
Minority interests a3 56 20 Cash and bank balances 1280 1592 2,735
Total net assets incl. goodwill 459 399 7,453 Short-term investments, maturity <3 months 319 92 763
Unpaid amount for 2006 acquisitions -75 Total 1589 1,684 3498
Setiled debt pertaining 1o prenious year's scquisitions 24 The Group's total liquidity reserve at year-end amounted to SEK 10,163m (10,497, 9,175)
Value in Group as associated companies - - -23
Paid purchase price 408 399 7,430 Interest paid, SEKm 2006 2005 2004
Cash and cash equivalents in acquired companies -85 E:) -125 Interest paid =1, /47 -1937  -1162
Effect on Group's cash and cash aquivalents 323 31 7,305 Interest recetved 73 3n 118
“Total net assets incl. goodwil related 1o purchass price for the year's acquistlions Total -1,674 -1,626 -1044
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Cash flow from operating activities
The cash flow from operating activities before changes in
working capital was SEK 383m higher than in 2005, despite
an increase in tax payments of SEK 141m. Tied-up working
capital increased in 2006, which led to a negative effect on
cash flow of SEK 794m, campared to the positive effect of SEK
238m the previous year. The cash flow from operarting acnivi-
ties was thus SEK 649m lower than the previous year and
amounted to SEK 8,457m (9,106; 9,747).

The correlation between Cash flow from operating activi-
ties and Cash flow from current operations according to the
Operating cash flow statement is presented below.

Cash flow statement — comments

Cash fiow from financing activities

Cash flow from financing activities amounted to SEK -462m
(-3,614; 5,855). During the year, new loans were raised in the
net amount of SEK 2,084, while in the previous year SEK
1,149m of the ner debr was amortized.

The payment in respect of the dividend to shareholders in-
creased to SEK 11.00 per share and the dividend to minority
interests was also increased compared with the previous year.
In total the amount paid in dividends was SEK 2,625m (2,478;
2.471).

Cash flow for the year
Cash flow for the year therefore amounted to SEK —4 (1,974,

Gash fow from ting acthti 8.457 9,108 9,747 1,602).
operaling actmties X X X .
Less The correlation between Cash flow the year and Net cash
- Stralegic restructuring costs 24 B1 226 flow as shown in the Operating cash flow statement is pre-
Add
- Current capital expenditures -5,672 4,859 a0 sented below:
- Accruad interest =37 34 -15 2005 2005 2004
Gash flow from cumrent operations as shown Cash flow for the year -4 -1,874 1,602
in the Operating cash flow it 2,772 4,352 5,688 Less
- Repayment of loans 1o external parties 1,146 154 112
. . o - Amortization of cledt - 1,149 -
Cash flow from investing activities — Loans raised —2,084 - 8311
Cash flow from investing activities amounted to SEK -7,999m  Add
e L . - Net debt in acquired companies - -87 -2,035
(=7,466; -14,000). Acquisition costs for subsidiaries excluding  _ | cdinerest a7 a1 15
net debt and hiquid funds in the acquired companies amounted - nvestments through finance leases -29 23 -85
to SEK -323m (-391; -7,305). The largest acquisitions were - Conversion of loan to equity = - !
) i A s Net cash flow according to
Mapacasa (tissue converting operation) in the Canary Islands Operating cash flow statement -1,008 607 -8,731

and outstanding shares in Cool Logistics (protective packag-
ing) in the UK. Investments in tangible and intangible fixed
assets amounted to SEK =7,081m {-7,482; —7,096). Of this,
SEK 935m related to strategic investments, i.e. expansion in-
vestments and investments for conversion to new technology.

The correlation between Cash flow from investing activities
and Cash flow from strategic investments, restructuring costs
and divestments according to the operating cash flow state-
ment is presented below:

2006 2005 2004
Cagh flow from investing activities -7,999 -7,486 -14,000
less
- Gument capital expenditures 5672 4,859 4,270
— Repayment of ipans to external parties 1,148 154 12
Add
- Strategic restructuning costs -24 -81 -226
— Net debt in acquired companies - -37 -2,035
- Investrents financed via leasing -29 -23 -85
Cash flow from strategic investments,
restructuring costs and divestments accerding
to the Operating cash flow statement -1,234 -2,594 -11,064
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Parent Company’s financial reports

Income statement Cash flow statement
SEKm Note 2006 2005 SEKm 2006 2005
Operating income a7 118 Operating activities
. Profit atter financial items 3908 340
Operating expenses Adjustment for non-cash iterns 152 —35
Cther external costs 33 -160 -182 S v
Personngl costs 34 -170 -294 " 550 245
Depreciation of tangible and ax payments - - 23 -
intangible assets 35 46 49 Cash flow from operating activities before
Other operating expenses, net —61 -80 changes in working capital 573 59
Total operaling expenses =437 =605 Cashflow from changes in working capital
Operating profit -340 —487  Change in operating receivables 903 950
Financial items 36 Change in operating liabilities 2 -349 803
Income from participations in Group companies 1,668 1,565 Cash flow frorm operating activities 1,127 206
Income from participations in other companies 10 12
Interest income and simitar profitfioss items 226 170 Investing activities
Interast expenses and similar profitioss items -1.167 -ggg  Acquisition of subsidiaries -2.763 8,108
Total financial items. 738 827 Acquisition of tangible and intangibie fixed assels -131 68
Profit after financial items 308 aap  Sasoffinancialassets 10 1
Sale of tangible assets 83 45
Appropriations 37 4 -2 Repayment of loans from external parties - 167
Taxes 38 389 363  cashflow from investing activities -2,841 7,948
PROFIT FOR THE YEAR 783 701
Financing activities
Sale of own shares, etc. a7 15
Loans raised 4,188 10,176
Dividend paid -2,571 -2,451
Cash flow from financing activities 1,714 7.740
CASH FLOW FOR THE YEAR ] -2
Cash and cash equivalents at the beginning of the year 0 Z
Cash and cash equivalents at the end of the year 9 G Q
't Adjustment for non-cash items
Depreciation of fixed assets 45 49
Changa in accrued tems 288 -144
Unpaid relating to efficiency programme - 51
Payments retating Lo efficiency programime,
previously recognised as liabdities -33 -
Other -147 9
Total 152 =35
2 The dealings ot the parent company with the Swedish subsicharies relating [o tax are repotaed as
changa in eperating receivables and operating liabilities respectively.
¥ Acquistions mada from other SCA company.
4 The company’s current acoount is a subsidary account and is reported in the balance sheot as
recefvabies from subsidaries.
Supplementary disclosures
Interest and dividends paid and received 2008 2005
Dividends received 1,669 1,565
Interest paid -952 -819
Interest received 183 168
Total 900 914
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Parent Company's financial reports

Balance sheet

SEKm Note 2008-12-31 2005-12-.31 SEKm Note 2008-12-11 2006-12.31
ASSETS EQUITY
Fixed nssets AND LIABILITIES
intangible fixed assels 39 Sharehalders' equity 44
Capitalizod expendilure for development costs 11 17 Share capital 2.350 2,350
11 17 Statutory reserve 7.283 7.283
Tangrbiée fixed assels 40 Ravahstion reserve 1.363 1.363
Beradings and land 6,128 6,043 Total restricted equity 10,996 10,996
Machinery and equipment ! L Profit brought forwarg 11,147 13,204
Fnancial assels 6.129 6.044 Profit for the year 783 701
" atal unrestricted equi 11, 13,
Shares end paricipations 4 26682 83,899 :otal ahareholder:qaq:ty ﬂ.g 23 x
Interest-baanng receivables 132 39 '
Interast-beaning recenables rom subsidarnies 5,532 5,763 Untaxed raserves 37 124 121
62,346 59,701 P
Total fixed assets 63,486 85,762 Provisions for taxes 38 1242 1,927
Current assets Provisions for pensions 45 321 306
Retetvabkes from subsidaries 42 1,287 1,558 Other provisions 48 12 24
Tax assets 38 a 7 Total provisions 1,575 1,557
Other current receivables 43 179 115 Long-term ligbilities
Cash and bank balances 0 9 Long-term interesi-bearing liabilities 47 - 44
Total current assets 1,474 1,680 Othar long-torm liabilities 0 0
TOTAL ASSETS 69,960 67442 Totallong-term liabilitios 0 4
Current liabilities
Liabilties to subsidiaries 42 45,231 40,696
Current inlerest-bearning linbilities 47 - 6
Accounts payabla 34 23
Other current liabilities 48 70 94
Total current liabilities 45,335 40,819
TOTAL EQUITY
AND LIABILITIES £9,960 67,442
Contingant lixbilities 49 37,045 35,864
Pledged assets 50 631 536
Change in sharehotders’ equity (NOTE 44)
Profit brought
Share Premium Statutory Revaluation forward and net Total
SEKm capital resarve rosorve reserve profit for year equity
Shareholders’ equity 31 Dec. 2004 2,350 6,830 451 1,363 15247 28,291
Transfer of premium reserva to statutory reserve -6,830 6.830
Group contributions 547 547
Tax eftect of Group contributions -153 -153
Total changes not recognized in Lha incoma statement 0 -6,830 6,830 o 394 384
Profit for the year Fiih 701
Dridend, SEK 10.50 per shara -2.451 -2,451
Sale of own shares 14 14
Prescription 2 2
Shareholders’ equity 31 Dec., 2005 2,350 0 7.283 1,363 13,905 24,901
Group contributions —406 —306
Tax etfect of Group contrbutions. 114 114
Total changes not recognized in the iNCoMe statement +} Q o] 0 -292 -292
Profit for the year 783 783
Dwvidenc, SEK 11.00 per share -2.571 -2,571
Sale of own shares 105 105
Shareholders’ equity 31 Dec. 2006 2,350 0 7.283 1,363 11,930 22,926
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Notes

NOTE 1 Accounting principles

The most important accounting principles applied in the preparation of this
annual report are set out below. The same principles are usually applied in
both the Parent Company and the Group. [n some cases, the Parent Com-
pany applics principles other than those used by the Group and, in such
cases, these principles are provided under a separate heading.

Basis for preparation

Since 2004 the SCA Group’s financial statements have been prepared in
accordance with the Annual Accounts Act and International Financial
Reporting Standards {IFRS)International Accounting Standards {1AS),
(hercinafter referred to as IFRS, unless referring o a specific standard) as
adopted within the EU. The consolidated financial statements also contain
additional information in accordance with the Swedish Financial Account-
ing Standards Council’s recommendation RR 30, Supplementary Account-
ing Rules for Groups; IAS 32 Financial Instruments: Presentation; IAS 39,
Financial Instruments: Recognitton and Measurement; and [FRS 5, Non-
Current Assets Held for Sale and Discontinued Operations applied from
20035 and prospeciively. The Parent Company’s financial statements are
prepared in accordance with the Swedish Financial Accounting Standards
Council’s recommendation RR 32:05, Reporting by Legal Entities, and the
Annual Accounts Act. The Parent Company prospectively applies RR 32:06
with respect to item 70 , 5o as not to apply the amendment in I1AS 39 with
respect to recognition and measurement of financial guarantees issued to
subsidiaries.

SCA applies the historical cost method for valuation of assets and liabili-
ties except for biological nssets {standing forest), financial assets available
for sale and financial assets and liahilitics, including derivative instruments,
measured at fair value via the income statement. In the Parent Company,
biological assets or their financial assets and liabilities are not measured at
fair value.

Introduction of new and revised IFRS
The following amendments and new standards (IFRS) and interpretations
{IFRIC) have been dectded by LASB and adopted by EL:

[FRS 7 Financial Instruments: Disclosures (effective date | January
2007). SCA will apply this standard from 1 January 2007.

1AS 1 Presentation of Financial Statements - Amendment capital disclo-
sure (effective date 1 January 2007). According to this amendment disclo-
sures will be required that make it possible to assess objectives, policy and
methods for capital management. This amendment will apply from 2007.

1AS 19 Employee Benefits - Amendment relating 1o recognition of actu-
arial gains and losses (effective date 1 January 2006, earlier application
encouraged}. According to this amendment it is permitted to recognise actu-
arial gains and losses directly in equity. SCA has been applying this amend-
ment from 1 January 2004,

1AS 21 The Effects of Changes in Foreign Fxchange Rates — Amendment
regarding hedging of met investments in foreign operations (effective date |
January 2006}. The amendment extends the range of companies and cur-
rencies that can be included in such a hedging rransaction. SCA's hedging
transactions were not restricted by previous rules, SCA has been applying
this amendment since 2006 where it is deemed appropriate.

TAS 39, Financial Instrionents: Recognition and Measurement — Amend-
ments relating to cash flow bedges of intra-group transactions, relating 1o
the fair value option as well as financial grarantees (all with effective date
1 January 2005). This amendment, which makes it possible to apply hedge
accounting for hedging of intra-group transactions, has been applied from
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2006. Amendments relating ro the fair value option and financial guaran-
tees have not had any effect on the Group.

IERIC 4 Determining Whether an Arrangement Contains a Lease (effec-
tive date 1 January 2006). According ro IFRIC 4 determining whether an
arrangement is, OF contains, a lease is based on the content of the arrange-
ment. An assessment must be made of the extent to which a) fulfilment of
the arrangement depends on the use of a specific asset/assets, and b) the
arrangement conveys a right to control the use of the asset. [IFRIC 4 has
been taken into account in new contracts during the year but has not
involved any reclassification of existing contracts to leases.

IFRIC 7 Applying the Restatement Approach under [AS 29 Financial
Reporting in Hyperinflationary Economies (effective date 1 March 2006).
The Group does not currently have operations in any countries where tran-
sition to reporting for hyperinflationary economies is required.

IFRIC 8 Scope of 1FRS 2 (c¢Hective date 1 May 2006). According to
[FRIC 8 the rules in IFRS 2 cover goods and services received in exchange
for an equity instrument even if such goods and services, wholly or partly,
cannot be specifically identificd. This interpretation does not apply to the
Group since this type of transaction does not occur.

{FRIC 9 Reassessment of Embedded Derivatives (effective date | June
2006). An embedded derivative must be separated from the host contract
when the contract is entered into. Subsequent reassessment is prohibited
unless there is a change in the terms of the contract that significantly modi-
fies the cash flows that otherwise arise, in which case reassessment is
required. At this time, the Group has not identified any embedded deriva-
tives and this interpreration is thus not applicable.

{FRIC 10 tnterim Financial Reporting and Impairment (effective date
I November 2008). Reversal of impairment losses recognized during the
year on goodwill, investments in equity instruments or financial assets is
not permitted. SCA is applying this interpretation from 2007.

The following new standards and interpretations have been established
by LASB bur are either not effective or not yer adopted by the EU:

IFRS 8 Operating Segments (effective date 1 January 2009) replaces
TAS 14. An operating segment is a component of an entity: a) that through
business activities generates revenues and costs {including revenues and
costs from transactions with other components in the same entity); b)
whaose operating performance is regularly assessed by the chief operating
decision maker for the unit 10 determine the allocation of resources; and ¢)
for which financial information is available. The Group will scart applying
LFRS 8 from 2009,

IFRIC 11 {FRS 2 Group and Treasury Share Transactions (effective date
| March 2007). Share-based payments according o programmes started
betore 7 November 2002, according to [FRS 1, do not need to be reported
according to IFRS 2. The Group has chosen to apply this exception and there-
fore SCA has determined thar the interpretation in IFRS 11 will not be applied.

IFRIC 12 Service Concession Arrangements (effective date 1 January
2008). This interpretation provides guidance in the reporting of service
arrangements berween public and private sector parties. The interpretation
is not applicable to SCA since no such transactions occur.

Use of assessments

The preparation of financial statements in conformity with generally
accepred accounting principles requires assessments and assumptions to be
made that affect reported asset and liability items and income and expense
items respectively, as well as other information disclosed. The actual results
may differ from these assessments. Areas where assumptions and assess-
ments are significant for the Group are presented in Note 3.




Consolidated accounts

The consolidated accounts include the accounts of the Parent Company
and all group companies in accordance with the definitions below, Group
companies are consolidated from the date the Group has control or influ-
ence over the company according to the definitions provided under the
respective category of group company below. Divested group companies
are included in the consolidated accounts until the date the Group ceases to
control or exercise influence over the companies. In order to ensure consis-
tent reporting within the Group, group companies align their reporting to
comply with the Group's accounting principles. Intra-Group transactions,
such as revenues, expenses, receivables and liabilities, as well as unrealized
carnings and Group contributions have been eliminared.

Parent Company:
The Parent Company reports all holdings in group companies at cost after
deduction for accumulate write-downs,

Subsidiaries

All companies in which the Group holds or controls more than 50% of the
votes or where the Group alone, through agreement or in another manner,
exercises a decisive influence, are consolidated subsidiaries. In this connec-
tion, the existence and effect of potential votes that can be exercised at the
closing date are taken into account. The consolidated accounts are pre-
pared according ro the purchase merhod. Historical cost consists of the fair
value of the assets provided as remuneration to the seller, liabilities assumed
at the rransfer date and expenses directly attributable to the acquisition.
Equity in acquired subsidiaries is determined on the basis of measurement
of the fair value of assets, liabilities and contingent liabilities on the acquisi-
tion date (acquisition analysis). The valuation is performed without taking
the extent of any minority interests into account. If measurement at fair
value of these assets and liabilities provides values other than che book val-
ucs of the acquired company, these fair values constitute the Group’s cost.

If the historical cost of shares in subsidiaries on the acquisition date exceeds
the cstimated value of the Group's share of ner assets in the acquired com-
pany, the difference is recognized as consolidated goodwill. If the historical
cost is less than the finally determined value of net assets, the difference is
recognized directly in the income statement.

Joint venture companies

Joint- venture companies are defined as companies in which SCA together
with other parties through an agreement has shared conerol over opera-
tions, Joint-venture companies are reposted according to the proportional
consolidation mechod. Valuation of acquired assets and liabilities is done in
the same way as for subsidiaries. Application of the proportional consolida-
tion method means that the Group’s percentage share of all income state-
ment items, balance sheet items and cash flow is included in corresponding
reports for the SCA Group. Tncome statement items and other changes rec-
ognized directly in equity by the joint-venture companies are also recog-
nized directly in equity in the Group.

Associated companies

Assaciated companies are companices in which the Group exercises a signifi-
cant influence without the partly-owned company being a subsidiary or
joint venture company. Normally, this means that the Group owns between
20 and 50% of the votes. Accounting for associated companies is done
according to the equity method and they are initially measured at hiscorical
cost, Valuation of acquired assets and liabilities is performed in the same

Notes = Group

manner as for subsidiaries and the carrying amount for associated compa-
nies includes any goodwill and other Group adjustments, The Group's
share of the profit after tax reported in the associated company’s income
statement and which arose in the associated company afrer the acquisition,
is reported on one line in the consolidated income statement. Income state-
ment items and other changes recognized directly in the associated compa-
ny's equity, are also recognized in the Group directly in equity. Share in
profits is calculated on the basis of SCA's share of equity in the respective
associated company. Shares in associated companies are reported as a sepa-
rate item in the consolidated balance sheer.

The carrying amount of the shareholding changes to reflect SCA’s sharcs in
the respective associated company's profit, reported both in the income
statement and directly in equity, reduced by dividends received and depreci-
ation and write-downs of consolidated surplus values including goodwill.
Undistributed earnings in associated companies are part of the Group's
retained earnings. If the Group’s share of any accumulated losses exceeds
the cost of the shares in the company, the book value is reduced to zero and
recognition of future losses ceases, provided the Group is not bound by
guarantees or other commitments in relation to the associated company.
Unrealized internal gains are eliminated against the share of gains accruing
to the Group.

Minority interests

Minority share in a subsidiary’s net assets is reported as a separate item in
the Group's equity. In the consolidated income statement, minority share is
included in net profit. Transactions with minority interests are handled in
the same way as transactions with external parties. Sale of participations to
minority interests result in a gain or loss that is recognized in the consoli-
dated income statement. Acguisition of minority shares can result in good-
will if the cost exceeds the carrying amount of the acquired net assets.

Translation of foreign currency

Functional currency and presentation currency

The companies in the Group prepare their financial reports in the currency
used in the primary economic environment in which they operate. This is
known as the funcrional currency. These reports provide the basis for the
consolidated accounts. The consolidated accounts are prepared in Swedish
kronor {SEK) which ts the Parent Company’s functional currency and there-
fore the presentation currency of both the Parent Company and the Group.

Translation of foreign group companies

Balance sheets and income statements for all group companies whose func-

tional currency is not the presentation currency are translated into the

Group’s presentation currency using the following procedures:

* assets and liabitities for each balance sheet presenced are translated at the
closing rase at the date of the balance sheer;

e income and expenses for each income statement presented are translated
at the average exchange rate for the respective year;

+ all exchange differences that arise are reported as a separate component
directly in consolidated equity.

Exchange differences arising on the financial instruments held to hedge
these net asscts are also taken directly to consolidared equity. When a for-
eign operation is disposed of, both of these exchange differences are
reported in the income statement as part of cthe gain or loss on disposal.
SCA has chosen to apply the exemption in [FRS 1, First-time Adoption of
IFRS, which allows these translation differences to be disclosed in equity
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from the dare of cransition ro IFRS, i.e. from 1 January 2004, Goodwill and
fair value adjustments that arise on acquisition of a foreign operation are
treated as assets and labilities of the operation and translated according 10
the same principles as the forcign vperation. The financial reports of a sub-
sidiary in a hyperinflationary country are adjusted for inflation using the
price index for the country in question before these repurts are included in
Th(‘ C()ﬂs()lidﬂt(’d ACCOUNS.

Transactions and balance sheef items in foreign currency

Transactions in a foreign currency are translated to a functional currency
using the exchange rate at the date of the rransactions. Monctary receiv-
ables and liabilities in foreign curreney are remeasured at closing day rates
at each balance sheet date. Exchange gains or losses that arise from such
remeasurement and on payment of the eransaction are recognized in the
income statement, except for, in accordance with 1AS 39, approved hedging
transactions relating ta cash flows or net investment where the gain or boss
is recognized in equity. Gains and losses on operating receivables and liabil-
itics are reported net and reported within operating profit. Gains and losses
on borrowing and financial investmenes are reported as other financial
items. Change in fair value of monetary securities issued in foreign currency
and classified as financial assets available for sale is analyzed and the
change attriburable to changed exchange rates is reported in the income
statement, while other unrealized change is reported in equicy.

Translation differences for non-monetary financial assets and liabilities
valued at fair value through profit or loss are reported as part of the fair
value gain or loss. Translation differences for non-monetary financial
assers, classified as assets available for sale are raken directly to equity.
Non-monetary assets and liabilitics recognized ar historical cost are trans-
lated ar the exchange rate prevailing on the transaction dare.

Segment reporting

A business segment is a part of an operation that provides products and
that is subject to risks and opportunities that are different from those of
other business segments. Geographical segments provide products within a
particular economic envirenment that is subject to risks and opportunities
thar are different from those of components operating in other economic
environments, Business segments are classified as primary segments and
geographical segments as secondary segments.

Intangible assets

Goodwill

Goodwill is the amount by which the cost of an acquisition exceeds the fair
value of the net assets acquired by the Group in conjunctien with a com-
pany acquisition or net asscts purchase. Goodwill that arises at acquisition
of associated companies is included in the carrying amount of the associ-
ated company. Goodwill is not amortized, bur instead tested annually for
impairment, Goodwill is recognized at cost reduced by accumulated write-
downs. Write-downs on goodwill are not reversed. Net gains or losses from
the sale of group companies include the remaining carrying amouns of the
goodwill atributable to the sold unit. Impairment tests are performed for
cash-generating units and goodwill is therefore allocated to the cash-gener-
ating units that are expected to benefit from the acquisition from which the
goodwill arose.

Trademarks

Trademarks are reported at cost after any accumulared depreciation and
accumulated write-downs. Trademarks that are found to have an indefinite
useful life are not amortized, but instead tested annually for impairment in
the same manner as goodwill. The useful life is considered t be indefinite
since the rrademarks are well established and the Group intends to retain
and develap them, Cash-generating units identified for these trademarks
comprise the geographical market where the trademark exists. Trademarks
with a limited useful life are amortized on a straight-line basis during their
anticipated useful life, which varies berween 3 — 7 years.
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Research and development

Rescarch expenditure is recognized as an expense as incurred. In cases
where it is difficult to separate the research phase from the development
phase in a project, the entire project is treated as research and expensed
immediately, Identifiable expenditure for development of new products and
processes is capitalized to the extent it is expected 1o provide future eco-
nomic benefits. In other cases, development costs are expensed as incurred.
Capitalized expenditure is depreciated in a straight line from the date when
the asset can start to be used or produced commercially and during the esti-
mated uscful life of the asser. The depreciation period is 5 — 10 years.

Emission allowances and costs for carbon dioxide emissions

Emission allowances received from the government relating to carbon diox-
ide emissions are recorded as an intangible asset. Allowances arc received
free of charge and valued and reported at market value as of the day to
which the allocation perrains. Neither remeasurement nor amortization is
carried out, The allowances are used as pavment in the settlement with the
Government regarding liabilities for emissions. The cost and liability con-
tinuously reported for emissions is based on the value at which the emission
allowances received were initially recorded. This continues to apply for as
long as the emission allowances received are believed to cover the Group's
requirement of allowances needed to sertle the liability o the Government.
If the emission allowances received do not cover emissions made, SCA
makes a provision to reserves for the deficit valued at the marker value on
the balance sheer date.

COther intangible assets

Intangible assets also include patents, licenses and other rights. At acquisi-
tion of such assets, the cost of the acquisition is recognized as an asset
which is amortized on a straight-line basis over the anticipated useful life
which varies between 3 and 20 years,

Tangible fixed assets

Tangible fixced assets are stated at cost after deduction for accumulated
depreciation and any accumulated write-downs, Cost includes expenditure
that can be directly attributed to the acquisition of the asset as well as trans-
fer from equity of the gains and losses from approved cash flow hedges
relating to purchascs in foreign currency of tangible assets. The cost of
properties and production facilities included in major projects includes,
unlike costs for other investments, expenditure for running-in and start-up.
Expenditure for interest during the construction and assembly period are
included in cost for major investment projects {> SEK 500m and > 6-month
construction period).

All expenditure for new investments in progress is capitalized.

Additional expenditure increases the carrying amount of the asset or is
reported as a separate component only when it is probable that future eco-
nomic benefits associated with the asset will accrue to the Group and the
cost of the asset can be measured in a reliable manner. All other forms of
repair and maintenance are reported as expenses in the income statement in
the period in which they are incurred.

Land is regarded as having an infinite useful life and is cherefore not
depreciated. Depreciation of other tangible assets is done on a straight-tine
basis down to the estimated residual value of the asset and during the antic-
ipated useful life of the assets. Useful lives are assessed as:

Number of Yoars
Pulp and paper mills, sawmilis 10-25
Converting machines, other machinery 7-18
Tools 3-10
Vehicles 4-5
Buildings 15-50
Energy plants 15-30
Computers 3-5
Offica equipmant 510
Harbours, railways 20-30
Land improvements, forest roads 10-20

The residual values and useful lives of assets are tested on a continuous
basis and adjusted where required.




Parent Company

The Parent Company’s tangible assets include standing forest, which in the
Group s classified as a biological asset, No systematic depreciation or
changes in value in conjuncrion with felling is effected in the Parent Com-
pany. Collective revaluarion of forest assets has occurred. The revaluation
amount was placed in a revaluation reserve in equity.

Write-downs

Assets that have an indeterminable useful life are not depreciated but are
annually tested for impairment. The value of depreciated assets is tested for
impairment whengver there are indications that the carrying amount is
possibly not recoverable.

In cases where the carrying amount of an asset exceeds its estimated
recoverable amount, the asset is wrirten down to the recoverable amownt,
The recoverable amount is the higher of fair value reduced by selling
expenses and value in use. Fair value is the most probable price from a sale
in a normally functioning market, Value in use is the sum of present value of
the estimated future cash flows that are expected to be received through use
of the asset and the estimated residual value at the end of its useful life.
When testing for impairment, the assets are grouped in cash-generating
units and assessments are made on the basis of these units’ future cash
flows.

A write-down recognized earlier is reversed if the reasons for the earlier
write-down no longer exist. However, a reversal is nor higher than the book
value would have been if a write-down had not been reported in previous
years. Goodwilt write-downs are never reversed.

Biotogical assets

The Group's standing forest is defined and reported as a biological asset.
Forest land and forest roads are classified as land and land improvements.
The biological assets are valued and reported at fair value after deduction
for estimated selling costs. The fair value of the Group’s standing forest is
caleulated as the present value of anticipared future cash flow from the
assets before tax. The calculation is based on existing, sustainable forest
surveys and assessments regarding groweh, timber prices, felling coses and
silviculrure costs, including costs for statutory replanting. Environmental
restrictions and other limitations are taken into account and the caleulation
is performed for a production cycle which SCA estimates at an average of
100 years. The discount factor is based on a normal forest company’s
weighted cost of capital (WACC) before tax,

Parent Company:
The Parent Company reports standiny forest as a tangible asset,

Leasing

Leases for fixed assets where the Group substantially carries all the risks
and rewards inctdental to ownership of an asset are classified as finance
leases. The leased asset is recognized as a fixed asset and a corresponding
financial liability is reported amony interest-bearing liabilities, The initial
value of these two items comprises the lower of the fair value of the assets
or the present value of the minimum lease payments. Future lease payments
are divided berween amortization of the liability and financial expenses so
that every accounting period is charged with an interest amount corre-
sponding to a fixed interest rate on the recognized liability in cach period.
The leased asset is depreciared according to the same principles thar apply
to other assets of the same type, If it is uncertain whether the asset will be
taken over at the end of the leasing period, the asset is depreciated over the
lease term if chis is shorter than the useful life thar applies to other assets of
the same type.

Leases for assers where the risks and rewards incidental to ownership
essentially remain with the lessor are classified as vperating leases. The lease
payments are recognized as an expense on a straight-line basis over the
lease term.

Parent Company:
The Parent Company reports all leases as operating leases.
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Financial instruments

Financial instruments reported in the balance sheet include cash and cash
equivalents, securities, other financial receivables, accounts receivable,
accounts payable, loans and derivatives.

Recognition and derecognition

Purchases and sales of financial instruments are recorded in the accounts on
the trade date, with the exception of the categories: loan receivables, finan-
cial assets available for sale and other financial liabilities, all of which are
recorded on the sertlement dace. Financial instruments are initizlly reported
a1 cost which corresponds to the fair value of the instrument including
transaction costs. Recognition then takes place on the basis of the catego-
rics specified below. The purpose of the financial transaction determines
whether gains or losses are classified as an operating or financial item.
Financial asscts arc derecognized from the balance sheet when the risk and
the right to receive cash flows from the instrument have ceased or been
transferred to another counterparty. Financial liabilities are derecognized
from the balance sheet when SCA has met its commitments or they have
been otherwise extinguished.

Measurement

The fair value of financial instruments is calculated on the basis of prevail-
ing market listings on the closing day. For financial assets and listed securi-
ties, the actual purchase prices on the closing day are used. In the absence of
market listings, SCA determines fair values with the aid of normal valua-
tion madels, such as discounting of future cash flows at listed market rates
of interest for the respective terms. These estimated cash flows are estab-
lished based on available market information, Impairment of financial
asscts takes place when there is objective proof of impairment, such as ces-
sation of an active market or where it is probable that the debtor cannot
meet his commitments. For disclosures in a note relating to long-term l[oans,
current market interest rates and an estimate of SCA’s risk premium are
taken into account in fair value caleulations. The fair value of short-term
loans and investments is considered to correspond to the baok value as a
change in market interest rates has a negligible effect on market value.

Cash and cash equivalents

Cash and cash equivalents are defined as cash and bank balances as well as
short-term investments with a maturity not exceeding three months from
the acquisition date. Restricted depuosits are not included in cash and cash
equivalents.

Classification

SCA reports financial instruments with a remaining maturicy of less than

12 months as current assets and liabilities and those with a maturity that
excecds 12 months as long-term assets and liabilities. Classificatien of
financial instruments is determined on the original acquisition date, and the
purpose of the transaction determines the choice of category. SCA classifies
its inancial instruments in the categories below.

Financial assets at fair value through profit or loss

This category has two subcategories: financial assets held for trrading and
those that SCA designated in this category on the first accounting date,

A financial asset is classified in this category when the intention is to sell in
the short term. Derivatives with a positive market value are classified in this
category if they are not used for hedge accounting. Assets in this category
are recognized continuously at fair value and changes in value are recog-
nized in profit or loss. Only financial derivatives were classified in this
category during the year.

Held-to-maturity investments

Held to maturity investments are defined as financial assers thar are not
derivatives and that have fixed or determinable payments and that SCA
intends and is able to hold to maturity. Assets in this category are measured
atamortized cost applying the effective interest method, which means they
are accrued so that a constant return is obtained. No financial instrument
was classified in this category during the year.
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Loans and receivables

Loans and receivables are financial assets, which are nor derivatives, with
fixed or determinable payments, that are not quoted in an active market.
Receivables arise when 5CA provides money, goods or services directly toa
customer without any intention of conducting trading in the receivables.
Assers in this category are measured at amortized cost less an eventual pro-
vision for impairment. Receivables are reported in the amount ar which
they are expected 1o be paid, based on an individual assessment of bad
debts, Any write-down of accounts receivable will affece SCA’s operating
profit.

Available-for-sale financial assets

This category includes Ainancial assets that are not derivatives and that are
designated in this category at initial recognition or that have not been clas-
sified in any other category. Assets in this category are measured continu-
ously at fair value and changes in value are recognized in equity, except
with regard to the change to exchange rate fluctuation reported in the
income statement. When the asset is sold, the cumulative gain or loss thar
was recognized in equity is recognized in profit or loss.

Financial liabilities at fair value through profit or loss

This category includes derivatives with negative fair values that are not
used for hedge accounting and financial liabiliries held for trading. Liabili-
ties in this category are continuously measured at fair value and changes in
value are recognized in profit or loss. Only derivatives were classified in this
category during the year.

Cther financial liabilities

This category includes financial Habilities thar are not held for trading.
These are recognized initially at fair value, net after transaction costs, and
subsequently at amortized cost according to the effective interest method.

Accounting for derivatives used for hedging purposes

All derivarives are initially and continuously recognized at fair value in the
balance sheet. Profit and loss on remeasuremenr of derivatives used for
hedging purposes is recognized as deseribed below, In hedge accounting, the
relationship between the hedge instrument and the hedged item is docu-
mented, as is the assessment of the effectiveness of the hedge, both when the
transaction is initially executed and on an ongoing basis. Hedge effective-
ness is the extent to which changes in a hedged item’s fair value or cash flow
attributable to a hedged risk are matched by changes in the fair value or
cash flow of the hedging instrument.

Cash flow hedges

Profit and loss on remeasurement of derivatives intended for cash flow
hedging are recognized in equity and recycled to the income statement at
the rate at which the hedged cash fiow affects profit or loss, Any ineffective
part of the changes in value is recognized directly in profit or loss. 1f 1 hedge
relapionship is interrupted and cash flow is still expected, the result is recog-
nized in equity until the cash flow affects profit or toss, If the hedge pertains
to a balance sheet item, the profit or loss is transferred from equity to the
asset or liability to which the hedge relates when the value of the asset or
liabiliry is determined for the first time. In cases where the forecast cash
flow that forms the basis of the hedging transaction is no longer assessed as
probable, the cumularive profit or loss that is recognized in equity is trans-
ferred directly to the income statement.

Hedges of net investments in foreign operations

Profit and loss on remeasurement of derivatives intended to hedge SCA's net
investments in foreign operations are recognized in equity. The cumulative
profit or loss in equity is recycled to the income statement in the event of
divestment of the foreign operation,

Fair value hedges

The gain or loss from remeasurement of a derivative relating to fair value
hedges is recognized in the income statement with changes in fair value of
the asser or lizbility exposed to the hedged risk. For SCA this means that
long-term loans that are subject to hedge accounting are discounted with-
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out a credit spread ro market interest rates and meer inherent interest-rare

derivarives’ discounted cash flows at the same rate. Since the entire change
in value from the derivative is recognised directly in profit or loss, any inef-
fectiveness is recognised in the income starement.

Economic hedges

Where SCA conducts hedges and the transactions do not meet documenta-
tion requirements according to IAS 39, changes in fair value of the hedging
insrrument are recognized directly in profit or loss.

Parent Company:
The Parent Company reports financial assets at cost and write-downs are
affected if a lasting impairment is noted.

Inventories
Inventorics are recognized at the lower of cost and net realizable price on
the balance sheet date. Cost is calculared using the first-in, first-out (FIFQ)
or weighted average cost formula. The cost of goods produced and segre-
gated for specific projects is assigned by using specific identification of their
individual costs. The cost of finished goods and work in progress includes
raw materials, direct labour, other direct expenses and production-related
averheads, based on a normal production level. Interest expenses are not
included in measurement of inventories,

Net realizable value is the estimated selling price in the ordinary course
of business, less the estimated cost for completion and sale of the item.

The holding of felling rights for standing forest is valued at contract
prices, which on average do not exceed the lower of net realizable value
and cost.

Fixed assets and liabilities held for sale

Fixed assets {and disposal groups) are classified as fixed assets held for sale
if their value, within one year, will be recovered through a sale and not
through continued utilization in eperarions. Long-term liabilities are reclas-
sified as described above to Liabilities held for sale. On the reclassification
date the assets are measured at fair valoe in order to identify any impair-
ment loss. Reclassificd assets are recognized at the lower of the book value
and fair value minus selling costs. Following reclassification, no deprecia-
tion is carried out on these assets.

The Group applies IFRS 5, Non-current Assets Held for Sale, prospec-
tively with effect from 2005 according to the transitional rules in IFRS 1
and [FRS 5. Fixed assets held for sale have previously neither been classi-
fied, recognized, nor measured in any manner other than for similar fixed
assets.

Parent Company:

The Parent Company does not apply the rules in IFRS 3. Fixed assets held
for sale are not reclassified and depreciation does not cease. Instead, if such
assets exist, the information is disclosed.

Shareholders’ equity
Transaction costs directly relating to the issue of new shares or options are
reported, net after tax, in equity as a reduction in the issue proceeds.
Expenditure for the purchase of SCA's own shares reduces retained earn-
ings in equity in the Parent Company and the portion of consolidared
¢quity that pertains to Parent Company shareholders. When these are sold,
the sales proceeds are included in retained earnings in the equity pertaining
to Parent Company shareholders,

Securitization

Securitization of accounts receivable has occurred during 2004. Sold receiv-
ables reduced accounts receivable, The difference between sold, outstand-
ing accounts receivable and what is received from the financier for them is
reported as other operating receivables.

Taxes

The Group's income taxes include taxes on the Group companies’ reported
profits during the accounting period and adjustments relating to tax for
prior periods as well as changes in deferred taxes for the period.




Deferred tax is calculated and reported on all temporary differences in
accordance with the so called balance sheer method. According vo this
method, deferred rax is calculated on the difference between the rax value
and the carrying amount of assets and liabilities. Temporary differences pri-
marily arise through depreciation of tangible assets, valuation of standing
forest at fair value, provisions for pensions and other obligations as well as
loss carry forwards. In connection with company acquisitions, temporary
differences arise on the difference berween the consolidated value of assers
and liabilities and their value for tax purposes. Temporary differences thar
arise the first time an asset or liability is recognized, and which are not
ateributable to a company acquisition and do nor affect cither accounting
profit or taxable profit, do not give rise to any deferred tax liability or
deferred tax assct.

Deferred taxes are measured at their nominal amount and based on the
tax rates adopred on the balance sheet date. Deferred tax assets relating to
loss carry forwards are recognized to the extent it is probable that deduc-
tions can be made against future profit.

For items recognized in the income statement, related rax effects are also
recognized in the income statement. For items recognized in equity, related
tax cffects are recognized in equity.

Deferred tax liabilities relating to temporary differences atcriburable ro
investments in subsidiaries and participations in joint venture companies
are not reported in SCA's consolidared accounts since SCA AB, in all cases,
can control the time of reversal of the temporary differences and it is not
considered probable that such reversal will occur in the near furure.

Parent Company:

Due to the links between accounting and taxation (in Sweden), the deferred
tax liability on untaxed reserves in the Parent Company is recognized in the
year-end accounts as part of untaxed reserves.

Employee benefits

Pensions

There are several defined contribution and defined benefit pension plans
within the Group. Most of these have plan assets in separate foundations
or similar institutions. The pension plans are financed mainly through pay-
ments from each Group company and the employees ro insurance compa-
nies or foundartions. Independent actuarics calculate the size of the obliga-
tions of each plan and revalue the obligations of the pension plans each
yl‘ﬂ]'.

A defined contribution pension plan is a plan where fixed contributions
are paid to a separate legal entity, There is no obligation to pay additional
coneributions if the fund has insufficient asscts to pay the benefits ro which
the employees are entitled and which are earned during current and previ-
ous periods. A defined bencfit pension plan is a plan where the amount of
the pension benefit to be received by an employee after retirement is estab-
lished. This amount is determined on the basis of factors such as salary, age
and period of service.

The liability recognized in the balance sheet for defined bencfit pension
plans is the present valve of the obligation on the balance sheer date minus
the fair value of the plan assets. Funded plans with net assets, i.e. plans with
assets exceeding obligations, are recognized as a financial fixed asset. The
defined benefit oblipation is calculated annually by independent acruaries
using the Projected Unit Credit Method in a manner thar distributes the
cost during the anticipated period of service of the employee, The obliga-
tion is valued ar the present value of anticipated future cash flows using a
discount rate that corresponds to the interest on firse-class corporate bonds
or, where these de not exist, government bonds issued in the currency in
which the benefits will be paid and with a remaining maturity that is com-
parable to the actual pension liability,

Actuarial gains and losses that arise as a result of changed actuarial
assumptions and a return on plan assers that is other than expected, are rec-
ognized directly in equity in the period in which they arise.

The total cast relating to defined benefit plans is divided between person-
nel costs and financial expenses. Financial expenses arc caleulated from the
net value of each plan at the beginning of the year and the discount factor
decided for each country, The Group’s payments refating to defined congri-
bution plans are recognized as an cxpense during the period the employees

Notes * Group

carry out the service to which the payment relates. Prepaid contributions
arc only recognized as an asset to the extent the Group is entitled to a
repayment or reduction of future payments.

Past service costs are recognized directly in the income statement unless
changes in the pension plan are subject to employees remaining in service
for a specific, stated period. In such cases, the cost is allocated on a straight-
line basis over this periodl. A special payroll tax (corresponding to contribu-
tions) is calculated on the difference berween the pension cost determined
according to 1AS 19 and the pension cost determined according to the rules
applied in the legal entity. Payroll tax is recognized as an expense in the
income statement except with regard to actuarial gains and losses where the
payroll tax, like the actuarial gains and losses, is recognized directly in
equity.

Parent Company:
The Parent Company applies the regulations in " Tryggandelagen™ {Swedish
act safeguarding pension obligations). Accounting complies with FAR SRS's
{The institute for the accountancy profession in Sweden) accounting recom-
mendarion No. 4, Accounting for pension liabilities and pension costs. The
main difference compared with IAS 19 is that Swedish practice disregards
future increases in salaries and pensions when calculating the present value
of the pension obligation. This present value includes, however, a special
reserve for fucure payments of pension supplements indexed for inflation.
Both defined comiribution and defined benefit plans exist in the Parent
Company.

|

Other benefits after retirement

Some Group companies provide post-retirement health care benefits. The
obligation and andicipared costs for these benefits are caleulated and re-
porred in a similar manner to that applying to defined benefit pension plans.

Severance pay

Severance pay is paid when the Group issues notice to an emptoyee prior to
the retirement date or when an employee voluntarily accepes retirement in
exchange for such compensation. Severance pay is recognized as an expense
when the Group demaonstrably ts obliged to issue notices to employees as a
resule of a detailed, formal plan or to pay compensation in the evenr of
voluntary resignation.

Employes stock option program

The Group has two outstanding employee stock option programmes. In the
case of hoth programmes, allocation of options was made prior to 7
November 2002, In accordance with the exemption rules in IFRS 1, the
Group has chosen nort to apply the rules in [FRS 2, $hare-based Payment,
with regard to personnel expenses and equity effects when accounting for
these programmes.

The cust of the employee stock options programmes, L.e. social security
cosrs, are taken to the income statement continously as personnel expenscs.
The costs for social security contributions in conjunction with exercising
options are hedged against a rise in the price of SCA shares.

Provisions

Provisions are recognized when the Group has, or can be considered 1o
have, an obligation as the resule of events that have occurred and it is prob-
able that payments will be required to fulfil the obligation. In addition, it
must be possible to make a reliable estimate of the amount 10 be paid.

Provisions for restructuring measures are made when a derailed, formal
plan for the measures exists and well-founded expectations have been cre-
ated amaong those who will be affected by the measures.

Assessed costs for discounting an operarton and restoration of an area
are capitalized as part of the initial cost of each asset and depreciated. The
capitalized amount comprises the discounted present value of the antici-
pared future expenditure for the restoration. The undertaking linked to the
restoration is recognized as a provision and change in value over time is
recognized, on an ongoing basis, as an interest expense in the income state-
ment.
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Provisions are made for environmental activities related to past opera-
tions, and which do not contribute to present or furure income, when it is
probable that payment liability will arise and the amount can be estimated
with reasonable accuracy.

Revenue recognition
Sales revenue, synonymous wich nec sales, comprises the fair value of the
consideration received or receivable for sold goods and services within the
Group's ardinary activities. The revenue is recognized when delivery to the
customer has taken place according to the terms of the sale, Sales revenue is
recognized exclusive of VAT and net after discounts, bonus and elimination
of intra-Group sales.
Other income includes compensation for sales that are not included in
the Group’s ordinary activities and include:
e rental revenue, which is recognized in the period covered by the lease;
+ royalties and similar which are recognized in accordance with the
implied financial effect of the contract,

Interest income is recognized in accordance with the effective interest
method. Dividends received are recognized when the right to receive a divi-
dend has been determined.

Government Grants

Government grants and asststance are recognized at fair value when there is
reasonable assurance the granes will be received and char the Group will
comply with the conditions attached to them.

Governsnent grants related to acquisition of assets are recognized in the
balance sheet by the grant reducing the carrying amount of the asset.

Governmenst grants received as compensation for the costs are accrued
and recognized in the income statement during the same period as the costs.

[f the povernment grant or assistance is neither related to the acquisition
of assets nor to compensation for costs, the grant is recognized as other
income.
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NOTE 2 Financial risk management

SCA's financial risk management is centralized to capitalize on cconomics
of scale and synergy cffects and to minimize operational risks. The central
treasury function is responsible for the Group's borrowing, currency and
interest rate risk management, and serves as an internal bank for the
Group’s inancial transactions. In addition to ensure that the SCA Group
has secure financing, financial transacrions are executed for the purpose of
limiting the Group's financial risks.

The Group's financial policy, which is established by the SCA Group’s
Board of Directors, constitutes a framework of guidelines and rules for
financial risk management and financial activities in general. The policy i
reviewed on a regular basis and at least once a year, The Group's financial
risk is continuously documented and followed to ensure compliance with
the financial policy.

Risk management objectives and policies
Currency risk
Transaction exposure
The Group companics have export revenues and import costs in many dif-
ferent currencies. This exposes the SCA Group to currency fluctuasion. This
currency risk is called transaction exposure and it affects the Group’s oper-
ating profit. SCA's financial policy provides guidelines for managing the
Group’s transaction exposure. One requirement is that subsidiaries’ booked
accounts receivable and accounts payable are hedged. At Group level itis
possible, within certain parameters, to hedge the Group’s total transaction
exposure between O and 18 months.

If Group companies have commitments relating to future payments for
investments in foreign currency, the acquisition value of these investments
can be hedged up to 100%.

Translation exposure

SCA reports its income statement and balance sheer in Swedish kronor
{SEK). Since most of the Group's subsidiaries report in currencics other
than SEK, SCA’s consolidated earnings and cquity are exposed to exchange
rate fluctuation. This currency risk is called rranslation exposure. Antici-
pated future earnings of foreign subsidiaries are not hedged. For translation
exposure associated with net investments in foreign subsidiaries, it is SCAs
policy to hedge a sufficient proportion so that the Group's consolidated
debt/equity ratio is not affected by exchange rate flucruation. This is
achieved by financing a certain portion of capital employed in foreign cur-
rencies with loans and derivatives in corresponding currencies. The optimal
degree of matching depends on the Group’s current consolidared debt/
equity ratio. At the same time, tax considerations will also affect the capital
structure for different countries. This means that the debt/equity ratio in
different countries may deviate from the Group’s consolidated debt/equiry
ratio. Depending on the chosen capital structure in the respective foreign
currency, SCA hedges both positive and negative net investments.

Energy price risk

Due to its energy intensive operations, SCA is exposed 1o risks relating to
changes in the price of energy, particularly gas and electricity. When the
energy price risk is not hedged, price changes in the energy market have a
direct impact on the Group’s operating profit. SCA's energy price policy
forms a framework of guidelines for managing energy price risk. Hedging
of the price risk is permitted up to 36 months,

Refinancing risks and liquidity

Due to its capital intensive operations and the chosen capiral seructure, SCA
has to manage a significaat nominal debt. Refinancing risk is the risk that
SCA is unable to meet its payment obligations as a result of insufficient
liquidity or difficulty in raising external loans.

SCA applies a centralized approach ro the Group's inancing whereby as
much external borrowing as possible is done centrally. Subsidiary borrow-
ing can take place, however, where it is advantageous or necessary due to
SCA's structure and geographic spread. Examples of this are liabilicies in
acquired companices, finance leases, overdraft facilities or loans in countries
where regulations and raxes make central financing impossible or uneco-
nomical,




SCA limits its refinancing risk by having a good distribution and a cer-
tain length of its gross borrowing. According to SCA's financial policy, the
gross debt’s average maturity must always exceed threc years. This will also
include commirted credit lines to cover short-term borrowing. Also, finan-
cial readiness must be maintained in the form of a liquidiry reserve consiss-
ing of centrally available liquidity and commirted credit lines totalling at
least 10% of the Group’s projected annual sales. Since the Group is a net
barrower, surplus liquidity is used to reduce external liabilities.

SCA% loan documentation contains clauses that are standard for Euro-
pean companies with an investment grade rating. SCA’s policy is not to
enter into any usdertakings chat give the lender the right ta cancel a loan as
a direct result of changed financial ratios.

Interest rate risk

SCA's nevinterest income is directly affected by interest rate fluctuation and
indirectly due to the effect of interest rate levels on the economy in general.
SCA's policy is to borrow with floating rates since it is SCA's opinion that
this results in lower interest cost over time. The central treasury function is
responsible for identifying and managing interest rate exposure, The aver-
age term for fixed interest rates per currency should be 3—15 months.

Credit risk

Financial credit risk

Financial risk management involves exposure to credit risks, This exposure
arises from the investment of surplus liquidity and through claims on banks
and other counterparties that arise through derivative instruments, SCA's
financial policy contains a special connterparty regulation by which maxi-
mum ¢redit exposure for different counterparties is stipulated. One objec-
tive is that counterpartics must have a minimum credit rating of A- from
Standard & Poor’s or an equivalent rating from Moody's,

Customer credit nisk

The risk that customers cannot meet their obligations, i.e. that SCA will not
receive payment for its accounts receivable, constitutes a customer credit
risk, SCA runs credit checks on certain major customers where informarion
about customers’ financial position is obtained from various credit rating
companices, Within the Personal Care and Tissue business areas the risk of
credit losses is limited through credit insurance on major accounts receiv-
able, Packaging and Forest Products do nort use external customer eredir
insurance,

Risk management during the year

Currency risk

Lorg-term currency sensitivity

A breakdown of the Group’s net sales and operating expenses in different
currencies provides a picture of the Group’s long-term currency sensirivity.
The main exposure is in EUR, GBP and SEK. The imbalance between sales
and expenses in SEK is due to the fact that the Swedish operartion’s exports
are invoiced to great extent in foreign currencies.

Net sales and operating expenses by currency

Sales  Expenses Operating Ciosingrate  Average
Currency % % profit, SEKm 31 Dec. 2006 rate 2006
EUR 47 45 6,190 9.04558 9.24507
usp 15 17 -17§8 6.87250  7.35860
GBP 13 10 3103 134766 13.5624
SEK 4 12 -7,197
DKK 3 2 865 1.21377 1.23975
MXN 3 3 3 0.63318 (.67548
AUD 2 2 958 643271  5.54373
NOK 1 ol 1,054 1.08470  1.14992
Other 12 9 3.318
TOTAL 100 100 8,505
Cf which foreign currency 96 88 15,702

Transaction exposure
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The forecasted currency transaction flows after net calculations of oppusite
flows in the same currencies, amounts to SEK 9,983m (8,621) ona 12-
month basis. The table below shows a forecast for 2007 as well as our-
standing hedging positions at year-end 2006,

Transaction exposure

2007 31 Dec, 2006 2006 31 Dec. 2005

Forecast  Total hedged No. Of Forecast  Total hedged No. Of

flows volume31/12 hedped flows wvolume31/12 hedged

Currency SEKm/year SEKm months  SEKm/year SEKm  months
GBP 2,961 455 1.8 2,750 683 3.0
EUR 2,125 683 39 1,766 1,784 12.1
AUD 208 83 1.2 798 89 1.0
NOK 779 j24 .9 852 370 24
CHF ag7 84 i.6 506 65 1.5
CaD 449 107 28 548 166 3.8
MXN 255 40 19 427 - -
usD -117 -156 159 -1.201 -213 241
Other 2,226 189 1.0 2173 716 40
SEK -9,883 -1.580 19 -8.621 3,440 4.8

The flows shown above are expected to occur consistently over time with
one-twelfth per month. Qutstanding hedging positions consist of forward
contraces with a net market value of SEK 32m (15), In 2006 the hedging
positions had a positive impact on the Group's operating profit of SEK
146m (-237). During the year, maximum flows of 5.0 (5.7) months and
minimum Hows of 1.9 (3.7) months were hedged againse SEK. At year-end,
1.9 (4.8) monchs were hedged net against SEK.

Hedging of the anticipated forecast currency flow relating to the cost of
investments had a net market value of SEX —17m (13} at year-end. These
hedges mainly relate to the purchase of EUR against SEK, In 2006, the cost
of investments increased by SEK Sm {-24).

The table * Total outstanding derivatives™ on page 69, shows ro whar
extent the outstanding hedging position at year-end meet accounting
requirements for cash-flow hedges.

Financing of capital employad by currency
Capital employed in foreign currency as of 31 December 2006 amounted to
SEK 70,433m {72,898).

Distriburion by currency is shown in the table below.

At year-end, capital employed was financed in the amount of SEK
28,325m {30,360) in foreign currency, which is equivalent to a total match-
ing ratic of 40% (42). Martching is achieved through both existing external
net debt per currency and centrally managed forward contracts.

Fir ing of capital employed by currency
2008 2005
Capital Capital

employed Netdebt Financ- empiloyed Netdebt Financ-
Currency SEKm SEKm ing, % SEKm SEKm ing, %
FUR 32.029 12,337 39 31,502 11,513 37
GBP 10.722 4,389 41 11,587 5473 a7
ust 10,475 4,883 43 11,985 8,630 55
MXN 3.469 1,417 41 3,940 1,749 44
ALD 2,500 983 39 2868 1,302 45
DKK 2,024 1,024 51 2,004 1,054 53
NZD 1.577 818 39 1,767 A57 26
CcoP 1,07 399 29 1,088 361 33
MYR 865 73 8 906 101 11
CNY 804 43 5 698 38 5
SKK 746 310 42 692 475 69
CAD 612 130 21 668 135 20
PLN sa7 406 €8 304 118 38
RUB 540 s 70 406 144 35
Other 2.456 837 34 2,480 813 33
Total Currency 79,433 28,325 40 72,896 30,360 42
SEK 24,929 8,074 24,040 9,466
TOTAL 95,362 36,399 96,936 39,826

SCA 20086 + 57
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Translation expesure, hedging of net investments outside Sweden

In order to achieve the desired hedging level for foreign capiral employed,
SCA has hedged the net assets in a number of selected legal entities. In total,
hedging positions affected equity in 2008 by SEK =352m {567). The nega-
tive result is largely due ro hedges of negative net assets in EUR. The total
market value of outstanding hedging rransactions ac year-end was SEK
=201m {-145). In total at year-cnd, SCA hedged negative net assets outside
Sweden amounting to SEK 5,694m, net, with forward contracrs. The toral
foreign nct investment at year-end amounted to SEK 36,482m.

Hedging of net investments outside Sweden

SCA's funding sources and maturity profile as of 31 December 2606

SEKmM 2007
Commercial paper &

2008 2009 200 20M 2012 2013- Total

short-tarm bank loang 11,810 - - - - - - 11,810
Finance lsases 138 138 1,075 34 28 27 345 1,786
Bond loans 6,513 - - 2000 6318 - 3,768 18,599
Other loans 3285 1177 187 409 199 391 756 6,374
TOTAL 21,717 1,315 1,262 2,443 6,545 418 4,869 38,560
Credit facilities

covering shor-tarm

borrowing -18,377 4,523 - 543 103113 - - -
ADJUSTED

MATURITY PROFILE 6,340 5,838 1,262 2,986 16,856 418 4,869 38,569

2006 2005

Hedged net Total hedged Hedged net Total hedged
Currency investment SEKm volume! SEKm investmant SEKm volume SEKm
EUR -7.654 7.654 -16.322 16,322
DKK -1,339 1,339 -1.394 1,304
AUD 926 926 -880 880
COoP 169 -169 104 -104
Uso 469 -468 1.470 -1,470
MXN 658 -65¢ -104 104
NZO 845 -845 703 =703
GBP 1,646 -1.646 2,468 -2,468
Cther 437 —437 152 -152
TOTAL -5,694 5,694 -13,803 13,803

T+ =investment — = loan

Enargy price hedges

In 2006, SCA purchased approximately 6 TWh (6) of electricity at a total
cost of around SEK 3,500m (2,300), and approximately 13 TWh (13) of
natural gas for around SEK 2,600m {2,250). Some of SCA’s delivery con-
tracts have fixed prices up to one year. In cnergy markets with liquid spot
trading and well-developed derivative trading, SCA also uses financial
instruments for price hedging. In 2005, SCA signed a long-term delivery
agreement with fixed prices for the Swedish operarions. This contract
reduces SCA's need to use financial instruments for price hedging. At pres-
ent, SCA uses financial inscruments in the Swedish and Danish electricity
markees as well as in the German natural gas marker.

At year-end, SCA had 0.7 TWh (0.2) of energy derivarives ourstanding,
with a market value of SEK —17m {24). The “Total outstanding derivatives™
table on page 69 shows ourstanding hedging positions that meet the
accounting requirements for cash-flow hedges at vear-end.

Refinancing risk and fiquidity

On 31 December 2006, the interest-bearing gross debt amounted to SEK
38,389m (38,828). After additions for net pension provisions, accrued
interest expense and deductions for long-term and current financial reciev-
ables, cash and cash equivalents, the net debr was SEK 36,399m (39,826}

SCAY financing is secured in part through medium-term credit facilitics
syndicated amang first-class banks. Wich these as protection against refi-
nancing risk, SCA uses shorr-term borrowing under market programmes to
the exrent this provides a lower total financing cost.

The weighted average maturity of interest-bearing gross debt at vear-end
was 3.7 vears (3.8). This includes SEK 15,377m {16,018) of committed
credit facilities with maturity terms in excess of one vear, which partly
correspond to the Group’s loans and amortizations that are due in 2007.

In addition ro these credic facilities, there were unutilized credit facilivies
totalling SEK 9,918m (10,123) at year-end with an average remaining
maturity of 0.9 years (1.3). On the same date, centrally available liquidicy
amounted to SEK 245m (374). SCA's total liquidity reserve therefore
amounted to SEK 10,163m (10,497), equivalent to 10% (11) of SCA’s sales
in 2006, The table below shows che maturity profile of the gross debt by
loan source and credit facilitics that are used to cover short-term borrow-
ing, The adjusted maturity term profile shows the Group’s total refinancing
risk.
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Bank credii faciiities

To limit the refinancing risk and maintain a liquidity reserve, SCA has two
syndicated bank facilities; EUR 750m (SEX 6,784m) with a final maturity
in 2008, and EUR 1,200m {SEK 10,855m)}, of which EUR 60m {SEK 543m)
has a final maturity in 2010 and EUR 1,140m (SEK 10,312m) has a final
maturity in 2011, The latter facility contains an option, with bank
approval, tu extend the final marturiry by one year. SCA also has confirmed
hilateral bank credit facilities totalling SEK 7,657m (7,767). These facilities
are primarily for one vear with an extension option,

Market programmes
For issuing bonds in the European capical market, SCA has a Furo Medium
Term Note {EMTN) programme with a framework amount of EUR
2,000m (SEK 18,091 m). As of 31 December a nominal SEK 15,464m
{9,396) was outstanding with a remaining maturity of 2.9 vears {3.1}.
SCAs short-term borrowing programme comprises a Swedish commer-
ciad paper programme with a framework amount of SEK 15,000m and a
Belgian commercial paper programme with a framework amount of EUR
400m (SEK 3,618m). As of 31 December, the outstanding amounts under
these programmes were SEK 10,579m {10,903) and SEK 1,231m (1,605)
respectively.

Market programmes
Book vaiue
Nominal, 31 Dec. 2006
Issued=maturing Nominal Currency SEKm SEKm
EUR MTN framework EUR 2,000m
2002-2007 700 EUR 6,332 6,513
2006-2010 1,500 SEK 1,500 1,500
2005-2010 500 SEK 500 500
2005-2015 300 SEK 300 319
2005-2015 500 SEK 500 532
2006-2011 700 EUR 5,332 6,318
Total 15,464 15,682




Interest rate rigk

According to SCA' financial policy, the average interest rate adjustment
period must be between 3 and 15 menths in each funding currency. SCA
seeks to achieve a good distribution of its interest due dares in order to
avoid large volumes of renewals ar the same time.

In order to achieve the desired currency balance and interest rate adjust-
ment peried, SCA uses financial derivatives. The average interest rate
adjustment period for the interest-bearing gross debt, including derivatives,
was 5.3 months {6.0) at year-end.

The average interest rate for the rotal outstanding ner debe, including
derivatives, amounted to 4.96% {4.13) at year-end. A general increase in
interest rates of one percentage point, not taking into account changes in
interest curves aad currencies, would lower the Group's net interest by
around SEK 364m (398} on & 12-month basis. This assumption is based on
the present level of net debt. The increased cost would be delaved due to the
interest rate adjustment periods within the possible interval of 3o 15
monchs per currency.

Credit risk

Financial credit risk

Credit exposure in derivative instruments is determined as market value
plus an additional amount based on eredit risk factors, which reflect the
risk of increased exposure as a result of market fluctuation.

SCA endeavours to use standardized agreements which, in countries
where this is possible, allow statutory net calculation of receivables and lia-
hilities.

Even if continuous payment set-offs on outstanding receivables and lia-
bilities in derivative instruments do not take place, the right of set-off in the
event of a counterparty’s bankruptcy means that SCA measures this credit
risk as a net amount.

As of 31 December 2006, the credit risk associated with financial cash
instruments amounicd 1o SEK 7,733m (8,923), of which SEK 7,451m
(8,567) was attributable to leasing transactions. Credit exposure associated
with derivative instruments was SEK 3,18 1m {2,990},

Customer credit risk
Accounts receivable are reported in the amounts expected to be received
based on individual assessments of accounts receivable.

Customers within the Personal Care and Tissue business areas are mainly
large retail companies and distributors, The ten largest customers
accounted for less than 19% {20} of cutstanding accounts receivable as of
31 December 2006. Packaging has a large number of customers and the ten
largest accounted for less than 7% {9) of the business arca’s outstanding
accounts receivable at year-end. Forest Products’ customers are mainly
newspaper and magazine publishers. At year-end 2006, the ten largest cus-
tomers represented less than 18% (17) of the business area’ accounts
receivable.

Derivatives
Biclow is a table showing all the derivatives that affected the Group's bal-
ance sheet and income statement as of 31 December 2006.

Total cutstanding derivatives

2006 2005 2004
Nomi- Lia- Nomi- Ua- Nomi- Lia-
nal Asset bility nal Asset bility nal Asset bility
Currency
dervativesTl 24,625 238 162 22,151 112 323 45080 814 41c
Interast-rate
derivatives 23655 264 432 19623 470 482 19746 185 [
Commodity
derivatives 157 3 20 302 49 25 832 o] 46

Equity derivatives 104 12 - 107 11 11 109 0 0
Total 48,841 507 614 42,483 642 841 65477 999 462

" Nominal SEK 66,381m (70,657 108,446) is cutstanding betors the right of set-off are taken inte
BCCOUNt.
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Outstanding derivatives with hedge accounting?

2006 2005
Hedging Hedging
reserve reserve
Nomi- Lia- aftar  Nomi- Lia- aftar
nal Asset bility tax nal Asset bility tax
Cash flow hedges
Transaction exposure
- Commercial transaction
exposure 458 15 1 10 1,926 24 3 15
- Investments 795 o] 17 -5 1,083 16 5 8
Energy H 0 11 -8 22 0 0 V]
Hedging of net invest-
ments in foreign units? 21,165 98 299 24741 42 187
Fair value hedging
—Interest-ratenisk financing 18,486 239 413 11,366 405 387
Total 40,895 352 741 -3 39,138 487 582 23

2 Qutstanding dervatvas wilh hadge accounting are included i1 the table
"Total outstanding dervativas™.
& Derivatives befare right of set-oH.

The table below shows all of the derivatives that have affected the balance
sheet, broken down as financial and operating derivatives, and current and
long-term assets and liabilities.

Operating and financial derivatives in the balance sheat

2006 2005

SEKm Asset Liability Asset  Liability
Operating derivatives

Current 60 48 16 69
Long-term 15 16 55 55
Total operating derivatives 75 64 171 124
Financial derivatives

Current 193 137 54 294
Long-tarm 230 413 417 423
Total financial derivatives 432 550 471 7
TOTAL 507 814 B42 841

Hedging reserve in equity

Most of the currcney derivatives related to hedging of commercial transac-
tion exposure witl mature during the first quarter of 2007, Before the end of
the second quarter, all derivatives in the hedging reserve at vear-end 2006
will be realized. With unchanged exchange rates, this will have a positive
impacrt on profit after tax of SEK 10m (15).

Currency derivatives for hedging the cost of investments will marure on
various dates up until August 2008, With unchanged exchange rates, the
cost of these investments will increase by SEK Sm (-8) after tax.

The derivatives intended to hedge the Groups energy costs mature for
the most part in the first half of 2007. A smaller portion will be realized
during the latter part of the current year. With unchanged prices, these
derivatives will negatively affect the Group's profir after tax by SEK 8m (0).
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NOTE 3 Key assessments and assumptions
Preparation of annual accounts and application of different accounting
standards are often based on management assessments or on assumptions
and estimates thar are regarded as reasonable under the prevailing circum-
stances. These assumptions and estimates are often based on historical
experience but, also on other factors, including expectations of fucure
events. With other assumptions and estimates, the resulc may be different
and the actual result will, by definition, seldom concur with the estimated
result.

The assumptions and estimates that SCA considers to have the greatest
impact on earnings as well as assets and liabilities are discussed below.

Valuation of biological assets
The Group’s biological assets that is, standing forest, are valued at the pres-
ent value of anticipated furure cash flows.,

Calculation of this cash flow is based on the felling plan from the most
recent forest survey that is available. Forest surveys are updated every tenth
year and the most recent one was adopted in 1997, The calculation is also
based on assumptions with regard to growth, selling prices, costs for felling

and forestry as well as costs for replanting, which is a prerequisite for felling.

These assumptions are mainly based on experience and are only changed
when a change in price and cost levels is assessed as being long term. The
cash flow covers a production cycle which SCA estimates to amount to an
average of 100 years, The discount factor used is the cost of capital before
tax (WACC, weighted average cost of capital) that is normally used in
valuations of similar assers.

The consolidated value of biological assets at 31 December 2006
amounted to SEK 18,082m. A change in WACC of .25 percentage points
affects the value of the assers by approximarcly SEK 350m.

Goodwill

Every vear the Group examines whether there is any impairment relacing to
goodwill. Goodwill is divided among cash-generating units and these con-
cur with the Group’s primary segments except in relation to packaging,
which is divided into Europe and the rest of the world.

The recoverable amount for the cash-penerating units is decided by cal-
culating value in use. This calculation is based on the Group’s existing stra-
tegic plans, These plans are based on market-based assumptions and
include anricipared future cash flows for the existing operations during the
next five-year period. Cash flows beyond the five-year period are taken into
account by an operating surplus multiple being applied to sustained cash
flow, This multiple concurs with current market multiples for similar opera-
tiors.

The discount factor used in the present value calculation of the anrici-
pated future cash flows is the current weighted average cost of capital
{WACC) established within the Group for the markets in which the cash-
generating units conduct operations. Impairment testing for the vear did
not indicate any impairment. Goodwill for the Group at 31 December 2006
amounted to SEK 16,997m.

Pensions

Costs such as the value of pension obligations for defined benefit pension
plans are based on actuarial calculations that are based on assumptions on
discount rate, anticipated return on plan assets, future salary increases,
inflation and demographic conditions.

The discount rate assumption is based on high-quality fixed income
investments with marturities corresponding to the Group's existing pension
obligarions. The funded assets include equities and bonds. The expected
return on these is calculated on the basis of the assumprion chat the return
on bonds equals the interest on a 10-year government bond and that the
return on equities amounts to the same rate but with an addition for risk
premium.

The Group's defined benchit obligations at 31 December 2006 amounted
to SEK 20,270m, A change in the discount rate of 0.25 percentage poinis
would affect the total value of these obligations by approximately SEK
800m.
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Taxes

Deferred tax is calculated on temporary differences berween the carrying
amounts and the tax values of assets and labilities. There are primarily two
areas where assumptions and assessments affect recognised deferred 1ax.
One is assumptions and assessments used to determine the carrying
amounts of the different assets and liahilities. The other is assumptions and
assessments related to furure taxable profits, where a furure utilization of
deferred tax assets depends on this, At year-end SEK 718m was recognized
as deferred tax assets based on such assumptions and assessments. Signifi-
cant assessments and assumptions are also made regarding recognition of
provisions and contingent liabilities relaning 1o tax risks.

NOTE 4 Acquisitions and disposals
Acquisitions
The following acquisitions were made during the year:

Total
Acquired helding
Purchase per- after
Date of price!! Goodwill, centage acquisi-
Company Operations acquisition SEKm SEKm % tion, %
Manufacturas Papeleras
Canarias S.L
(MAPACASA) Tissue Nov-06 ar 19 100 100
Cool Logistics 2 Packaging Nov-06 81 92 75 100
Jamtlamell Skog AB
and Jémtlamell
Produktion AB Farest praducts July-08 58 11 11

! The reported purchase price represents the acquisition prica including net debts assumead on the
acquisition data.
A Acquisition balances for companies are not finalized.

The reported purchase price represents the acquisition price including net
debts assumed on the acquisition date. In all cases, the acquired share per-
tains to both capital and votes with the exception of Jimtlamell which is in
part a net asset acquisition. The companies are consolidated as subsidiaries
according to the purchase method. In addition to the companies mentioned
above, smaller acquisitions of SEK 148m were carried out; for more infor-
mation, please see the table below. There are no plans to divest all or parts
of the acquired companies, with the exception of one small acquisition
inctuded in the North American packaging operation.

Goodwill pertains 1o acquisition of markets, where an individual value
of another asset could not be identificd. Most of these operations have been
integrated with other operations in a manner that makes the effect on sales
and carnings difficult to identify. In toral, acquisitions for the year did not
have a material impact on the Group.

Total acquisition balances for acquisitions for the year at the investment rate
SEKm

Fixed assets 21
Operating assels 58
Cash and ¢ash equivalents 85
Provisions. -9
Net debt excl. cash and cash equivalents -
Operating liabilities -29
Minority 43
Market value of net assets 309
Goodwil 150
Acquisition price 459
Unpaid purchasa price relating 1o acquisition 2006 75
Settlement of liability for purchase price for previous year's acquisition 24
Purchase price paid 408
Less cash and cash equivalents in acquired companies -85
Acquisition of operations for the year 323
Disposals

During the year SCA Transport UK in the UK and Suzheu Shenghong
Cylinder Paper in Asia were divested.




NOTE 5 Segment reporting

Primary segments — business segments

Notes = Group

Pulp, timber

Personal Publication and solid wood Other Total
SEKm care Tissue Packaging paper products operations Eliminations Group
2006
Revenues
External sales 21,010 31,152 32,878 8,929 6,718 752 101,439
Internal sales 262 184 475 1 2,003 438 -3,364 0
Total revenues 21,272 31,336 33,353 8,930 8,721 1,191 -3,364 101,439
Resuit
Segrnent result 2,799 1,490 2,072 818 1,657 -331 0 8,505
Efficigncy programme -
Operating profit 2,799 1,450 2,072 818 1,657 331 +] 8,505
Financial income 179
Financial expenses -1,851
Tax expense for the year -1,366
Nat profit for the year 5,467
Other disclosures
Assets 12,959 42,056 35223 8543 26,659 1,468 -790 126,148
Share of equity in associates 7 40 356 15 21 439
Unallocated assets 6,957
Total assets 12,966 42,096 35,579 8,558 26,680 1,498 -790 133,544
Liakilities 4,111 6,944 7,190 1,134 1.606 961 -790 21,156
Unallocated liabilities 53425
Sharsholders” equity 58,663
Total shareholders' equity and lizbilities 4111 6,944 7,190 1,134 1,606 961 =790 133,544
Investments -968 -2,586 -2910 -300 —648 20 -7.433
Depreciation -966 -2,144 -1,676 -850 —488 -27 -5,151
Write-downs -1 - 23 - - - -34
Wnite-downs, unaliccated -
Expenses, in addition 1o depreciation,
not matched by payments 3 -103 =107 -5 -218 -114 =542

Pulp, timber

Personal Publication and solid wood Other Total
SEKm care Tissue Packaging paper products aperations. Eliminations Group
2005
Revenues
External sales 18,350 30,502 31,977 7914 B,175 377 0 96,385
Internal sales 1 109 382 84 1,762 691 -3.029 0
Total revenues 18,351 30,701 32,359 7,998 7,937 1,068 -3,029 96,385
Result
Segment resutt 2474 1,577 1.775 662 1,224 —419 o] 7,283
Efficiency programme -5,365
Operating profit 2,474 1,577 1,775 662 1,224 -419 0 1,928
Financial income 156
Financial expenses —1.651
Tax expense for the year 21
Net profit for the year 454
Other disclosures
Assets 14,280 44,408 36,598 9,223 25,941 1,960 -1.005 131,402
Share of equity in associates 7 30 382 14 21 0 g 454
Ungliocated assets 3,384
Total assets 14,287 44,435 36,980 9,237 25,562 1,960 -1,008 135,220
Liabilities 4,148 7,550 7.827 1157 1,457 2,058 -1,005 23,190
Unallocated liabilities 54,820
Shareholders’ equity 57,110
Total shareholders’ equity and liabilities 4,148 7.550 7,827 1,157 1,457 2,056 -1,005 135,220
Investments -1.215 -3,156 -2,086 -342 ~1,415 -19 -7.833
Depreciation -958 2,143 -1,783 878 —485 45 -6.299
Write-downs -2 -7 =11 - - - =20
Write-downs, unallocated 2,352
Expenses, in additicn to depreciatian,
not matched by payments -2 62 -49 =1 -287 -33 474
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Pulp, timber

Personal Publication and solid wood Other Total
SEKm care Tissue Packaging paper products operations Eliminations Group
2004
Revenues
External sales 17,760 27,498 31,108 7.525 5.583 493 e} 89,967
Internal sales 3 98 393 84 1.762 594 -2,934 0
Total revenues 17,763 27,556 31,501 7,609 7,345 1,087 -2,934 59,967
Result
Segment result 2429 2,026 2,604 470 1,307 =397 0 8,438
Efficiency programme 770
Operating profit 2,429 2,026 2,604 470 1,307 -397 0 7,669
Financial Income 453
Financial expenses -1,537
Tax expense for the year —1,383
Net profit for the year 5,192
Other disclosures
Assets 11,581 40,967 35,428 9,481 24,734 2703 -1,263 123,631
Share of equity in associates 5] 27 332 10 12 0 0 387
Ungliocated assets 2,133
Total assets 11,587 40,994 35,760 9,491 24,748 2,703 -1,263 126,151
Liabilities 3.805 7.041 5,686 1,100 1,260 1,777 -1,263 19,406
Unallocated liabilities 51,627
Sharehclders’ equity 55,118
Total shareholders' equity and liabilities 3,805 7,041 5,886 1,100 1,260 1,777 -1,263 126,151
Investiments 3,461 -9,154 2,706 —407 —746 —47 -16,521
Depreciation 858 -1,951 -1.812 -858 -460 -33 -5,072
Write-downs - - -9 - - - -9
Write-downs, unallocated -171
Expenses, in addition to depreciation,
not matched by payments -4 -13 82 6 —247 46 —284
Efficiency programmes aging comprises corrugared board as well as protective and specialty pack-

2006 2005 2004 aging,. This business segment also includes containerboard which is mainly
Write- Writa- Wiite-  Jelivered internally and contributes to the Group’s raw material integra-
SEKm Expenses downs Expenses downs Expenses downs . . . . . .
tion. Publication papers include newsprint and magazine paper. The pulp,

Personal care 199 130 4 48 . . . .
Tissua 1 057 a8 435 o8 timber and solid-wood producrts business segment also contribure to the
Packaging 1638 1811 131 55 Group’s raw material integration since the Group’s pulp and timber are
Publication papers 9 _ _ _  mainly delivered internally. [n addition, the Group’s pulp is mainly pro-
Pulp, Timber and duced from timber from the Group’s own forests which also to a large
solid-wood products " 3 - - extent supply the sawmills with timber.
Other 99 - 29 -
Total - = 3013 2352 599 1M Revenues and expenses
Total - 5,365 770

The purpose of the 2005 efficiency programme was to optimize the Group's
production strucrure, combined with investments in technology for
increased productivity and quality. The programme lead to the closure of
approximately 20 plants where staff cuthacks and write-downs of fixed
assets and other assets took place. An efficiency programme was also car-
ried out in 2004,

Business Segments

The Group 1s organized in five main product groups: personal care, tissue,
packaging, publication papers, and pulp, imber and solid-wood preducts.
These product groups are the primary segments. Tissue includes toilet
paper, kitchen paper and paper handkerchiefs sold to the retail trade, as
well as, toilet paper, hand drying products, napkins and products for clean-
ing for industrial and office applications. These products are sold to corpo-
rate customers in the industrial sector, offices, hotels, restaurants and cacer-
ing, healtheare and other institutions, Personal care preducts comprise
haby diapers, feminine hygiene products and incontinence products. Pack-
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Wirhin the Group there is an organization for paper recovery. Revenues and
expenses from these operations are allocated among the business segments
in proportion to their use of recovered paper. All the other income and
expenses are directly ateributable to the business segment as well as income
from participations in associated companies.

Assets and fiabilities

The assets included in each business segment comprise all operating assets
used in the business segment, primarily accounts receivable, inventories and
fixed assets after deduction for provisions. Most of the assets are directly
attributable to each business segment. In addition, some assets that are
common to two or more business segments are allocated among the busi-
ness segments, The liabilities attributable to the busingss segments comprise
all operating liabilities, mainly accounts payable and acerued expenses.

Intra-Group deliveries

Revenues, expenses and results for the different business segments are
affected by intra-Group deliveries. Internal prices are market-based.
Intra-Group deliveries are eliminated on consolidation.




Secondary segments - geographical segments

Notes * Group

The Group's operations are divided into three geographical segments: Europe, North America and the rest of the world.

Sales Assets Investments
SEKm 2006 2005 2004 2006 2005 2004 2006 2005 2004
Europe 74,732 70,535 69,730 111,368 121.604 124,805 -5,823 -6,795 -9,621
North America 13,273 12,589 11,283 14,632 17,320 14,104 837 -524 -1,128
Rest of the world 13,434 13,261 8954 12,927 13,881 11,087 =774 514 -5,772
Eliminations - - - -5.383 —17,585 —23,795 - - -
Total 101,439 96,385 89,967 133,544 135,220 126,151 -7,434 ~7.933 -16,521

Sales figures are based on the country in which the customer is located, Assers and investments are reported where the assets are located.

Geographical segments

The Group's operations are mainly conducted in two areas. In Europe, which is the Group’s home market, the Group manufactures and sells personal care
products, tissue, packaging, publication papers and solid-wooed products. In North America, the Group manufactures and sells AFH tissue, incontinence
products and packaging, mainly protective packaging. In January 2007 an agreement was signed regarding the divestment of the North American packag-

ing operation.

NOTE 6 Otherincome

Revenue derived from activities outside the normal operaticens is reported
in Other income. This includes recurrent income such as royalties and
rental revenue, as well as income of 2 more remporary nature such as gains
from the sale of fixed assets and government grants, In 2006 income from
rayalties amounted to SEX 151 m, rental revenue was SEK 42m and gains
from sale of fixed assets SEK165m.

NOTE 7 Personnel costs and average number of employees

Personnel costs

SEKm 2006 2005 2004
Salaries and remuneration, SEKm 14,668 15,695 14,346
of which Boards of Directors, Presidents
and Executive Vice Presidents 258 299 199

of which variable salary 19 32 1

Pension costs! 1,014 1.162 933
of which defined benefit pension plans 363 493 a2z
of which defined contribution pension plans 651 669 611

Cither social security costs 3,057 3225 2,767

Other parsonnal costs 1,022 1,830 1,372

Total 19,761 21,9129 19,418

11 Of the Group's pension costs SEK 37m (42; 48} pertains to Boards, Presidents and Executive Vice
Presidents. Formmer Presidents and their sunavars are also included. The Group's outstanding pension
obligations to them amount to SEK 256m (315; 314},

20Ot total personnel costs in 2005, SEK 1,980m is attributable to costs for efficiency programmes. This
amount includas salaries with SEK 1,235m, pension costs SEK 73m, other social security costs SEK
179m and other personnel costs SEK 483m.

Average number of employees

2006 2005 2004

Average number of employees 51,022 51,816 42,819
of whor, women 25% 25% 26%
Number of countries 54 53 54

Women comprised 19% (16) of the total number of Board members and
SENIOC eXecutives.
Breakdown of employees by age groups

21-30
23%

3140
28%

41-50
28%

51-60
168%

Approximately 2% (2) of the employees are under the age of 20, and
approximately 2% (2) are over the age 60.

During 2006, SCA invested approximately SEK 165m (170; 180) or
SEK 3,200 (3,400; 3,600} per employee in skills enhancement activities.

The added value per emplayee in 2006 amounted to SEK 514,000
{491,000, 489,000).

The proportion of university graduates amounts to about 13% (125 12).

In 2006, 7,397 (5,154) persons left SCA while 6,327 (4,860) joined the
company. These figures include both voluntary retirement and the effects of
rationalization and redundancies. In addition, a significant porrion relates
to summer jobs for students and seasonal work.

The total absence due to illness in the Swedish companies amounted 1o
5% (5), whereof women 6% (6) and men 4% (5). 58% {59} of absence due

to illness is long term.

NOTE 8 Depreciation and write-downs of tangible and
intangible assets

SEKm 2006 2005 2004
Buildings 774 1,017 784
Land 76 225 79
Machinery and equipment 5,106 7,164 5113
Construction in progress 8 51 -
Sub-total 5,964 8,457 5,976
Goodwil - - -
Patent, trademarks and similar rights 174 159 144
Capitalized development costs 47 55 32
Sub-total 221 214 176
TOTAL 6,185 8,671 8,152

The total amount for property, plant and equipment includes write-downs
of buildings with SEK 10m {277; 8), land SEKm - {147; -} and machinery
and equipment including construction in progress with SEKm 21 (1,934;
172). The 20035 amount includes wrire-downs in cannecrion with the effi-
ciency programme, see also note 3.

The total amount for property, plant, and equipment includes reversal of
impairment losses on buildings with SEKm 1 (- -} as well as machinery
and equipment with SEKm - (1; -).

The total amount for intangible fixed assets includes write-downs for
patents, trademarks and similar of SEK 4m (1; ), and SEKm - {13; -) relar-
ing to capitalized development costs.

Depreciation is based on the costs and estimated economic lives of the
assets provided in the accounting principles section on page 62.
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NOTE 9 Other operating expenses
Other operating cxpenses include R&D costs amounting to SEK 562m
(345; 574} in the Group.

Consolidated operating profit includes a net result from exchange differ-
ences of SEK 12m (27; -47). Hedging positions had an impact on operaring
profic of SEK 146m (-237; 13).

Government grants received reduced other operating expenses with SEK
68m (38;28).

Energy and transport expenses amounted to SEK 7,389m and SEK
7,528m, respectively.

Other operating expenses also include marketing, sales, rent for prem-
ises, other consultant fees, administrative expenses, and other similar
expenses.

Operational leasing
Future payment commitments in the Group for non-cancellable operating
leases are broken down as follows:

SEKm 2006 2005 2004
Within 1 year 902 926 844
Between 2-5 years. 1,958 2.074 2,039
Later than 5 years 1477 1,627 1,624
Total 4,337 4,627 4,507

The costs for the year for operating leases for assets amounted to SEK
920m (921, 947). Leased assets comprise a large number of assets such as
cnergy plants, warehouses, offices, other buildings, machinery and equip-
ment, IT equipment, office equipment and transport vehicles. The assess-
ment is that in reality contracts for a number of assets can be terminated in
advance.

Financial feasing
Future payment commitments for the Group’s finance leases are as follows:

2006 2005 2004
Present Present Present
SEKm Nominal value Nominal value Nominal value
Within 1 year 182 158 218 202 205 180
Between 2-5 years 601 478 645 544 840 524
Later than 5 years 462 307 613 453 £69 489
Total 1,245 943 1,476 1,199 1,514 1,203

Total payments for finance leases during the year amounted to SEK 182m
{232; 148}. During the year SEK 55m (35; 500 was reported as an interest
expense and SEK 107m (127; 98) as amartization of debt. Depreciation of
finance lease assets during the year amounted to SEK 116m (130; 92). The
book value of finance lease assets ac year-end amounted to SEK 317m (379;
299) relating to buildings/land and SEK 1,270m (1,534; 1,576) relating to
machinery.

For infermation on significant leases, see Note 30 Contingent liabilitics.
In addition 1o what is presented there, there is a lease relating to a paper
machine in Laakirchen that matures at year-end 2015,

Auditing expenses
Auditing expenses can be specified as follows:

SEKm 2006 2005 2004
BhringsPricewaterhouseCoopers

Auditing assignments 62 84 58
Other assignments 29 25 43
Other auditors

Auditing assignments 3 4 4
Other assignments 1 3 2
Total a5 96 107

Other assignments are mainly auditing-related consultations in conjunction
with acquisitions, and rax advice.

74 « SCA 20086

NOTE 10 Financial income and expenses
SEKm 2006 2005 2004

Results from shares and participations
in ather companies

Dividends 28 26 42
Capital gaina 46 17 178
Fair value adjustments - 3 -

Interest income and similar profit/loss items

Interest income, cash instruments 81 106 225
Cther financialincome 23 4 8
Total Financial income 179 156 453
Interest expense and similar profit/loss items

Interest expense, cash instruments -1,756 -1.677 -1.509
Interest expense, derivatives -53 56 -
Fair value hedges, net o} 1 -
Cther financial expenses -2 -31 -28
Total Financial expenses -1,851 -1,651 -1,537
Total Financial income and expenses -1,672 -1,495 -1,084

Other financial income include net exchange differences SEK 23m (4; 8).
Dividend mainly relates to the holding in AB Industrivirden.
The 2006 capital gains include a gain from che sale of shares.




NOTE 11 Intangible assets

Notes » Group

Trademarks, licenses, patants Capitalized development
Goodwill and similar rights costs
SEKm 2006 2005 2004 2008 2005 2004 2006 2005 2004
Accumulated cost 16,997 19,822 17,594 4,243 3,498 3,120 416 416 283
Accumulated depreciation - - - -1,687 -1,432 -1,172 -182 -160 -1
Accumulated writa-downs - - - 2 - - -3 -14 -
Planned residual value 16,997 19,823 17,594 2,558 2,067 1,948 231 252 192
At 1 January 19,823 17,564 14,586 2,067 1,948 843 252 192 54
Investments - - 3 20 92 17 33 72 82
Sales and disposals o] - - -6 -5 -1 0 - -
Company acquisitions 150 162 3673 1 17 1,196 0 - 17
Company divestments Q - - - - o] - -
Reclassrfications! -1.588 - -5 607 -25 -5 -3 38 76
Depreciation for the year - - - -170 -158 -140 47 -42 -32
Wite-downs for the year - - 0 —4 -1 - 0 -13 -
Exchange differences -1.388 2.067 -663 -138 200 -52 -9 i -5
Closing planned residual value 16,997 19,823 17,594 2558 2,087 1,048 234 252 192

U Goodwill for a total of SEK 1,588m includad in the North American packaging operation was reclassdied during 2006 into assets held for sale. Software investments for a tolal vaiue of SEK 584m were reclassiied

from tangible assets in 2006,

Impairment testing
Goodwill is rested for impairment every year. Goodwill is distributed
among cash-generating units as follows:

Goodwill, cash-generating units

Average
SEKmM WACC 2006, % 2006 2005 2004
Personal Care &8 2,432 2.753 2.103
Tissue 1] 7.092 7.608 5.867
Packaging, Europe 6.1 6,363 6,468 8,071
Packaging, rest of the world 71 232 2071 1.697
Publication papers 62 242 246 228
Pulp, timber and solid-wood products 8.2 31 3 30
Other operations 605 846 508
Total 16,997 19,823 17,594

The recoverable amount for each cash-generaring unit is determined based
on a caleulation of value in use, These caleulations are based on the strate-
gic plans adopted by Group management for the next § years. Assumptions
in strategic plans are based on current markerprices and coses with an addi-
tion for real price reductions and cost inflation as well as assumed produc-
tivity development. Volume assumptions follow the Group’s target of an
average annual growth of 3% to 4%, depending on business segment and
geographic market. Effecrs of expansion investments in order to achicve
the said growth are excluded when goodwill is tested for impairment.
Anticipated future cash flows according to these plans form the basis of the
caleulation. Cash flows for the period beyond § years is calculated by an
operating surplus multiple being applied to estimaced suseained cash flow.
In a present value calculation of anticipated future cash flows the current
weighted cost of capital (WACC) decided for each area within the Group is
used. Discounted cash flows are compared with the book value of capiral
employed per cash-generating usnir. Testing for impairment ts carried out in
the fourth quarter and testing for 2006 showed rhat there was no impair-
ment need.

In addicion to goodwill, there are trademarks in the Group that are
judged to have an indefinite useful life. The useful life is judged as indefinite
when it relates to well established trademarks within their markers that the
Group intends to keep and further develop. All trademarks were identified
and valued in 2004 and relate to acquisitions in Mexico, Australia and
Malaysia. The cost of the trademarks was established at the rime of acquisi-
tion according to the so-called relief from rovaley method and at yearend
amounted to SEK 979m (1,057). The need for impairment is tested every
year. Testing is carried out during the fourth quarter and is done for each
trademark or group of trademarks. An evaluation is done of the rovalry
rate established at the time of acquisition as well as assessed future sales
development over 10 years. A multiple is used for time beyond 10 years,
this is discounted with the current weighted cost of capital (WACC) for
each market. Testing for 2006 did not show any need for impairment.

Emission allowances

The market price at | January 2006 and 2005, respectively, was used in
valuation of emission allowances. The Group has a total allocation of cmis-
sion allowances that slightly exceed consumption and therefore some of the
surplus is sold 1o an outside buyer. Seulement regarding 2006 cmissions
will take place in March 2007.

SEKm 2006 2005
Accumulated cosl 265 112
Planned residual value 265 112
At 1 January 112 -
Emission allowances received 299 113
Sales =31 -3
Reclassifications -3 _
Settlement with the governmeant -105 -
Exchange differences -7 2
Closing planned residual value 265 112
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NOTE 12 Tangible assets

Construction
Buildings Land Machinery and equi it in progress
SEKm 2006 2005 2004 2006 2005 2004 2006 2005 2004 2006 2005 2004
Accurmulated cost 78600 20,833 19,186 6,149 6378 6,081 77,957 80,624 73,850 4,233 4213 2,840
Accumulated depreciation ~7.483 -7.413 5,626 -942 -882 -822 -41.420 41,741 -36,889 - - -
Accumulated write-downs -129 -215 -34 -129 -144 50 -1,227  -1,478 -313 =21 -8 -
Planned residual value 11,888 13,206 12,526 5,078 5,352 5,209 35310 37,405 36,648 4,212 4,165 2,840
At 1 January 13,206 12,528 11,748 5,352 5,200 4,985 37405 36,649 34,348 4,165 2,840 3,234
Investments 378 508 647 a7 147 149 2,801 3437 3,413 3,518 3,246 2,783
Sales and disposals -22 -134 =157 =53 -153 -129 -115 -117 —44 -2 =23 -40
Company acquisitions 16 40 854 18 72 256 78 349 2.3 3 3 73
Company divestments -5 - - -12 - - -1 - - - - -
Reclassifications ! =180 320 466 -52 5] 100 2.042 1,583 241 -3302 2082 -3.14
Depreciation for the year -765 -740 -787 -76 -77 -79 -5083 5278 -4942 — - -
Wnite-downs for the year =10 =277 -8 - -147 - -13  -1.883 =172 -8 -5i -
Reversed write-down 1 Q - - G - - 1 - - o] -
Exchange differences -620 962 -235 -196 2905 73 -1,794 2,664 =707 -163 242 -89
Closing planned residual value 11,988 13,205 12,526 5,078 5,352 5,209 35310 37405 36,648 4,212 4,165 2,840

1 During 2006 fixed assets for a total 6f SEK BEBM wera reclassified as hekd for sale, of which SEK 751mis attributabie to assets in the North American packaging operation. lnvestments in software for a total value
of SEK 534m were reclassified during 2006 as intangible fixad assets.

During the year SEK 35m (17; 3) pertaining to interest during the construc- Tax assessment values
tion period was capitalized in machinery, SEK ~m {4; 5) was capitalized in Tax assessment values relate to assets tn Sweden.
buildings and SEK —m {-; 2} in land, at an interest rate of 3% {3; 4). The

total includes cost for machinery of SEK 587m (573; 539), buildings 9m SE_K'_" 2006 2005 2004
(9; 5) and land SEK 2m (2; 2) in capitalized interest. Buildings 2363 2417 2,392
Government grants reduced investments for the year in buildings by SEK Land 162 146 143
Total 2,525 2,563 2,535

-m {; 5), machinery and equipment by SEK 22m (13; 56) and construction
in progress by SEK 3m (= 3). In total, government grants reduced accumu- ) X
lated costs for buildings by SEK 9m {5; 5), land by 1m {1; 1}, machinery and Consolidated book value of buildings with tax assessment values in accor-
equipment by SEK 270m (268; 241) and construction in progress by SEK dance with the above was SEK 1,604m (1,704; 1,791). Consolidated book
value of land and land improvements with tax assessment values in accor-

3m (=-).
dance with the above was SEK 724m (696; 687).
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NOTE 13 Biological assets

SCA's forest asscts are divided up and reported as biological assets, i.c.
standing forest and land assets. Standing forest is recognized at fair value in
accordance with IAS 41, Agriculture.

The estimated fair value of SCA' standing forest at 31 December 2006
was SEK 18,082m {17,716). The rotal value of SCA’s forest assets was SEK
18,986m {18,616). The difference, SEK 204m (200) comprises forest land
reported among the fixed assers, Land.

Since a marker price or other comparable value is not available for assets
of SCA's size, the biological assets are valued at the present value of expected
future cash flows, before tax, from the assets. In calculation of cash flow, the
following key assumptions were made. Cash flows comprise a production
cycle which SCA assesses as amounting to an average of 100 years; the most
recent available forest survey is also used (adopted every tenth vear). Since
statutory replanting is a condition for felling, the cost of this is also included.
Price and cost levels only change if such changes are judged to be long-term.
The cash flow before tax is discounted by a factor that is regarded as a nor-
mal level of weighted average cost of capital (WACC) for forestry operations
and anmounts t0 6.25%.

SCA’s forest holdings comprise approximately 2.6 million hectares of for-
¢s1 land primarily in northern Sweden, approximately 2.0 million hecrares
of which is productive forest land. The forest portfolio amounts to 200 mil-
lion cubic meters of forest (m3fo) and is divided into pine 43%, spruce 40%,
deciduous 12% and contorta §%. Growth amounts to approximately 3.9
m3fo per hectare and year. Felling in 2006 amounted to approximarely 4.6
million cubic meters (sub). Approximately 50% of the holdings comprise
forest less than 40 years old while 67% of timber volume in the forests is
more than 80 years old.

Standing forest, SEKm 2006 2005 2004
Qpening balanca 17.716 17.383 17,320
Purchases 76 23 17
Sales -14 -7 -6
Changa in fair value 1,196 1,079 1,011
Change due to felling -892 =793 =759
Other changes - 31 -
Closing balange 18,082 17,716 17,383

Changes in fair value and changes due 1o felling are reported net, SEK
304m (286 252}, in the income statement under Change in net value of
hiological assets.

NOTE 14 Holdings in associated companies

SEKm 2006 2005

QOpening carrying amouint 454 387 412
Investments 4 24 4
Increase through acquisition of subsidiaties - - 7
Divestments 0 - -
Net increase in associated companies for the year 9 15 14
Reclassifications to joint venture

companies or subsidiaries -18 - -3
Other raclassihications - -1 -7
Exchange ditferences -16 30 -4
Cloging Carrying amount 439 454 337

1 Netincraasa tor the year includas tha Group's share of associated companies’ prolit after 1ax and any
minority interests as wel as adjustment for dividends received during the vear,

Major changes in the Group’s holding of shares in associated companies

were following:

¢ Reclassifications to joint venture or subsidiary relate in part to Belovo
which is an associated company from 2006 and to Cool Logistics which
became a wholly owned subsidiary in 2006 .

¢ Investments in 2005 relate ro Cool Logistics.

s Reclassification 2004 mainly relates 1o SCA Weverheuser Packaging
Holding Co Asia Ltd which is a wholly-owned subsidiary from 2004.

For specification see note 52.

Notes = Group

The Group’s total receivables from associated companies at 31 Decem-
ber 2006 amounts to SEK 10m {8; 13), of which SEK 6m {8; 9) is interest-
bearing. The Group's total liability to associated companies at 31 December
2006 amounts to SEK 2Zm (3; 10) of which SEK Om (0; ) is interest-
bearing,

NOTE 15 Shares and participations

SEKm 2006 2005 2004
Cpening carrying amount 19 309 245
Investments 0 24 4
Increase through acquisition of subsidiaries - 0 56
Divestments ] -1 -1
Change in value for the year 0 ~22 -
Reclassifications 1o joint venture

companies or subsidiaries -10 -159 -9
Other reclassifications -20 —42 9
Exchange differences -1 i0 2
Closing carrying amount 79 119 309

Shares and participations pertain to holdings in other companies that are
not classified as subsidiaries, joint-venture companies or associated compa-
nies and which are also not classified as financial assets available-for-sale
when the holding is of an operating nature. Book value concurs with fair
value.

The Group’s holdings in large subsidiaries, joint-venture companies and
assuciated compantes are specified in note 52,

NOTE 16 Long-term financial assets

SEKm 2006 2005
Available-for-sale financial assets 1,222 1,018
Derivatives!) 239 47
Loan recesvables associated companies 6 ]
L oan recevables other B84 124
At 31 December 1,551 1,565
Available-for-sale financial 1

At 1 January 1,018 641
Reclassification, pension assats - 176
Investments 203 10
Divestments -171 -
ARemeasurernent for the year taken to equity, net 172 191
At 31 December 1,222 1,018
' Seenote 2.

Total long-term financial assets at 31 December 2004 amounted to SEK
708m. This amount includes SEK 444m that were classified in 2006 and
2005 as Available-for-sale assets. Valuation of these assets, which in their
entirety related to shares in AB Industrivirden, was then carried at cost. The
market value amounted to SEK 64 Im in 2004. In addition to shares in
Industrivirden AB.a surplus attributable to some pension obligations has
been classified as available-for-sale assets, These obligations are not
included in the normal pension calculations as can be seen in Note 25.

Available-tfor-sale financial assets, fair value

SEKm 2006 2005
Shares — AB Industrivirden 1,121 834
Pension assets outside IAS 19 calculation 93 184
Other 8 -
Totat 1,222 1,018

The holding in AB Industrivdrden amounss to 4,122,642 (3,840,549)
shares, The increase in the number of shares comprises pension compensa-
tiont received from Swedish pension foundations. No impairment provisions
were made refating to available-for-sale financial assets in 2006 or 2005.
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NOTE 17 Taxes

Tax expense

SEKm 2006 2005 2004
Current tax expense 1,997 1,279 2,113
Deferred tax expense -531 -1,300 -720
Tax expense 1,366 =21 1,393

Tax expense amounted to 20.0% {—4.8; 21.2) of the Group's profit before
tax. The difference berween reported rax cxpense and expected tax expense
is explained below. The expected tax expense is calcutated according to the
current Group structure and current profit levels in cach country,

2006 2005 2004

SEKm SEKm Y% SEKm Y% SEKm %o
Tax expense 1,366 20.0 -21 4.8 1393 212
Expectad tax expense 2,102 30.8 141 326 2.164 329
Difference =736 -108 -162 -37.4 =711 117
The ditference is explained by:
Permanent effects”

Eftects attributable to internal

banking cperations —198 -7.3 —-133 -100.0 -344 52

Effects of other subsidiary

financing -96 -1.4 =117 =27.0 =179 =27

Negative goodwill recognized

inincome - - - - -9 =01

Other permanent effects 108 1.6 131 302 133 20
Taxes attributable to pricr periods? -118 -1.7 30 7.0 24 0.4
Change in unrecognized
deferred tax assets® -105 -1.6 259 59.9 =179 =27
Changed tax rates =27 -0.4 -3z -5 -168 -26

-736 -10.8 -162 -37.4 <77t =117

T Permanent affects are attributable to parnanent differences between accounting and fiscal result.

A |n 2006 the positive outcorme of a tax dispute as well as changed provisions for tax risks had an effect
onlax expense of SEK -82m,

3 in 2006 SEK 91m is attributable lo revaluation of loss carmy forwards in Germany. SEK 228m of the
2005 effect is altributable to full 1ax effect not being achieved in respect of efliciency programmes.
In 2004 SEX -188m is attributable to revaluation of koss carry forwards in Germany.

Current tax expense

SEKm 2006 2005 2004
Income tax for the period 1,372 1243 2,103
Adjustments for prior periods 625 36 10
Current tax expense 1,997 1,279 2113

Current tax fiability
The change during the period of current tax liability is explained below.

SEKm 2006 2005 2004
Opening balance ] a7 356
Current tax expense 1.997 1279 2113
Paid tax -1.770 -1.629 -2,088
Other changes s 41 —£3
Exchange ditferences -1 -12 9
Closing balance 237 6 327

Deferred tax liability
The change in deferred tax liability during the period is explained below,

Deterred

Opening tax Dther Exchange Closing
SEKm bal P h differences  belance
Intargible assets -17 130 -12 -15 86
Land and buildngs 6.736 -29 -i4 -60 6.633
Machinary and equipment 6.588 -59 1 320 6,180
Financial assets 19 -52 110 5 82
Current assets 212 -56 -85 -13 58
Provisions for pensions -973 191 563 22 -207
Cther provisions g4 -406 187 13 -115
Liabilties -1.019 22 550 38 -408

Tax credits and
iax loss carry forwards -2.235 =254 51 254 -2,184
Cther 127 -85 47 - 89
9,532 -831 1,388 -76 10,213

Orher changes include deferred tax booked directly in equity according 1o
1AS 19 S5EK 704m, [AS 39 SEK =1 Em, cffects of acquisitions and divest-
ments SEK 4m and provisions for tax risks credited to tax expense with
SEK 605m. Other changes also include a reclassification of fixed assers to
assets held for sale of SEK 100m. Closing deferred tax liability comprises
deferred tax assets SEK 718m (992; 605) and deferred tax liabilities SEK
10,931m {10,524; 11,382).

Other

SCA reports no deferred tax relating to remporary differences attriburable
to investments in subsidiaries and joint ventures. Any future effects (tax
deducted ar source and other deferred tax on profit taking within the
Group) is reported when SCA can no longer control reversal of such differ-
ences or when for other reasons it is no longer probable that reversal can
take place within the foresceable future.

Loss carry forwards

Unurilized loss carry forwards for which no deferred tax assets are recog-
nized amounted to SEK 959m (1,268; 1,198) at 31 December 2006. Of
these, SEK 516m have an indefinice life. The remainder expire as follows.

Year SEKm
2007 78
2008 81
2009 51
2010 24
2011 and later 200
Total 443

NOTE 18 Inventories

SEKm 2006 2005 2004
Other changes include tax relating to income statement items recognized Raw materials and consumables 3,004 2,840 2,641
directly in equity SEK Om {7; =50, and the effects of acquisitions and Sparg parls and supplies 1,498 1,539 1411
divestments of SEK 3m (37; -3). Closing current tax liability comprises tax Products in progress 789 776 611
asscts of SEK 563m (5235; 564) and tax liabilities of SEK 800m (531; 891). Finished products 4,902 4.929 4214
Felling rights 505 409 39
Doferred tax expense Advance payments 1o suppliers 59 57 51
SEKm 2008 2005 2004 Total 10,847 10,550 9,319
Changes in temporary differences 252 -1.259 -259
Adjustrments for prior periods 743 -G -36
Other changes -140 -35 —425
Deferred tax expense =631 -1,300 -720

Other changes include the effects of changed tax rates which reduced the
deferred rax expense by SEK -27m (-32; -168) and revaluation of deferred
tax assets which reduced deferred tax expense by SEK -113m (-3: -258}.
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NOTE 19 Accounts receivable, trade NQTE 22 Assets and liabilities held for sale

SEKm 2006 2005 2004 SEKm 2006 2005

Accounts receivable, gross 15,688 15,263 12,024 Goodwill 1,588 -

Provisions to reserves for doubtful debts -389 -235 -209 Other intangible assets 3 -

Total 15,289 15,028 11,725 Buidings 308 43
Ltand 65 8
Machinery and aquipment M7 11

There is no concentration of credit risks relating to accounts receivable

since the Group has a large number of customers spread throughout the C:i:f::;i:s;:::;;: 43 :
world. Deferred tax assets 134 n
In 2004 sold receivables reduced reported accounts receivable by SEK Assets held for sale 2,559 &8
1,884m in connections with securitization in some European companies.
Provisions for pensions 14 -
Deferred tax liabilities M -
NOTE 20 Other current receivables Liabilities held for sale 55 -
SEKm 2006 2005 2004
Bills racaivable 620 811 581 Fixed assets with a total value of SEK 2,541m {116} were reclassified and
Receivables from associated companies 5 1 3 reported during 2006, to the extent they were not sold during the financial
Accrued financial income i 9 214 year, as held for sale. SEK 2,428m of this amount refers ro asscts in the
Derivatives, operating 60 116 - North American packaging business for which SCA in signed a sale agree-
Prepeid expenses and accrued income &y 798 1018 mentin January 2007, The purchase price is equal to the Group's carrying
Other current recevables 1,765 1.718 2182 mount and therefore the assets were not revalued in the 2006 closing of
Total 3,208 3,253 4,073 . . . . .
accounts. Other assets were valued during reclassification at fair value with
a deduction for sclling costs, leading to a write-down of the assets. The
i . i write-down totaled SEK 30m (33). The remaining assets are expected to be
NOTE 21 Current financial assets, cash and cash equivalents sold during 2007.
SEKm 2006 2005 Liabilities held for sale refer to the North American packaging business.
Available-for-sale financial assets 104 24
Derivatives 193 54
Lean receivables associated companies 0 2
Loan receivables other 112 167
Total current financial assets 409 237
Cash and cash equivalents 1,599 1,684
Total current financial assets, cash and ¢cash equivalents 2,008 1,921
' Seenote 2.

NOTE 23 Shareholders’ equity

Other Assets SCAs

Share capital Revaluation Hedging available  Translation Ratained owners' Minarity Total
2004, SEKm capital provided reserveld reserve? s for sale™ reservesy earnings equity interests equity
OGpening equity! 2,350 6,820 40,575 49,754 49,754
Changed accounting principlest 87 a7 87
Adiustment to IFRS rules? 2,879 2,879 751 3,630
Opening shareholders' equity according to IFRS 2,350 6,829 43,5641 52,720 751 53,4M
Actuarial gains and losses relating to
pansions, incl. payroll tax =334 -334 334
Available-for-sale financial assets:
- Result from valuation to fair value

recognized in eGuity
Cash flow hedges:
- Result from remeasurement of derivatives
recognized in equity

- Transferred to income statement for the period
- Transferred to cost of hedged investments
Exchangs difference on foraign operations -1,191 -1.13 10 -1.i3
Result from hedging of nat investment
in fareign operations 192 192 192
Tax on itens recagnized directly in / transferred
from equity 90 90 90
Total transactions recognized directly in equity -999 -244 -1,243 10 -1,233
MNet profit for the pericd recognized in the incoma statement 5,164 5,164 28 5,192
Tetal recognized revenue and costs for the period —999 4,920 3,921 38 3,959
Effect of changes in acquisition balances within window period, net after tax 107 107 107
Change in Group compaosition
Revaluation of owned portion at successive acquisitions, net after tax 36 36 36
Conversion of warrants, cptions 1 1 1
Sale of own shares 15 15 15
Diwvidend, 10.50 SEK per share @ -2,450 -2,450 -21 -2,471
Closing equity 31 December 2004 2,350 6,830 143 -899 46,026 54,350 768 85,118
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NOTE 23 Equity cont'd

Other Assets SCAs
Share capital Revaluation Hedgi available  Translation Retained owners’ Minority Total
2005, SEKm capital provided reserve’ regerve’ s for saled reservesd earnings equity interests equity
Opening equity 2,350 5,830 143 -999 46,026 54,350 768 55,118
Adjustment to IFRS rules® 11 197 -91 95 95
Opening shareholders’ equity according to IFRS 2,350 6,830 143 =11 197 -959 45,835 54,445 768 55,213

Actuarial gains and losses relating to
pensions, incl, payroll tax -238 -238 -238

Available-for-sale financial assets:
— Result frem valuation to fair value

recognized in equity 191 191 i3
Cash flow hedges:
- Result from remeasurement of derivatives

recognized in equity 64 64 B4
- Transferred ta income staterment for the

period between 3 3 3
- Transferred 10 cost of hedged investments -24 24 -24
Exchiange difference on foreign operations 3,303 3,303 52 3,355
Result from hedging of net investment in
foreign operations. 567 567 567
Tax on ftems recognized directly in / trangferred
from equity — -2 49 38 38
Total transactions recognized directly in equity 34 189 3.870 -189 3,904 52 3,856
Net profit for the period recognized in the income statement 430 430 24 454
Total recognized revenue and costs for the period 34 189 3,870 241 4,334 76 4,410
Change in group compasition -50 =50
Sale of own shares 15 15 15
Dividend, 10.50 SEK per sharg® 2,451 -2,451 =27 -2,478
Closing equity 31 December 2005 2,350 6,830 143 23 386 2,87 43,740 56,343 767 57,110

Other Assets SCAs
Share capital Revaluation Hedging i Tr on Retained ? Minority Total

2006, SEKm capital provided  reservel¥  reservelS tfor sale3l reserves? earnings equity interests equity
Opening equity 2,350 6,830 143 23 386 2,87 43,740 56,343 767 57,110

Actuarial gains and losses relating to
pensions, incl. payroll tax 2,351 2,351 2,351

Available-for-sale financial assets:
— Result from valuation 1o fair value

recognized in equity 210 210 210
— Transferred to profit or loss at sale -38 =38 —38
Cash flow hadges:
- Result from remeasuremant of derivatives

recognized in equity 58 58 58
- Transfered to income statement for the period -99 -99 -99
- Transferred to cost of hedged investments 5 5 5
Exchange difference on foraign operations -2,423 -2,423 ~-38 -2,461
Result from hedging of net investment in
foreign operations -352 -362 -352
Tax on items recognized directty in / transfarred
from equity 10 1 -716 -705 -705
Total transactions recognized directly in equity —26 173 -2,775 1,635 -993 -38 -1,031
Net profit for the period recognized in the income statement 5,437 5,437 30 5,467
Total recognized revenue and costs for the period —-26 173 -2,778 7,072 4,444 -8 4,436
Change in group composition 41 —41
Revaluation of owned portion at successive acquisitions, net after tax 4 4 4
Sale of own shares 79 79 79
Dividend, 11.00 SEK per sharg & 2,571 -2.571 54 2,625
Closing equity 31 December 2006 2,350 6,820 147 -3 559 a6 48,320 58,299 664 58,063

1 2004 According to Swedish accounting principles. Changed accounting principles refer 1o accounting of payroll tax on pensicns.
2 For more information see SCAs 2005 Annual Report.
3 Revaluation reserve, Assets availabla-for-sale and Translation reserve are included in the Reserves line in the balance sheet.
41 Revaluation reserve includes effect on equity of successive acquisitions.
% See also Nota 2 for information of when rasult is expected ta ba realized
@ Dividend SEK 11.00{10.50; 10.50} per share pertains to Parent Company shareholders. The Board of Directors has decided
10 propose to the Annual General Mesting a dividend of SEK 12.00 per share for financial year 2006.

For further information, see Parent company's note 44.
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NOTE 24 Financial liabilities Other long-term loans
At 31 December 2006 gross debr, including accrued interest, amounted o :m""":y""“'e"?‘h"’d interest » 1 yoar <5 vears s
SEK 38,56%m. The interest bearing gross debt was SEK 38,389 m. Distribu- o By currency Y ! Eftactive ZoyRaE Effonivm
tion of the gross debt is shown in the following tables. For details of interest Currency Nominal, SEKm rate, % Nominal, SEKm rote, %
risk, see Note 2 on page 69. CAD 12 456
cLp 6 576
Book value Fair value CNY 2 634
SEKm 2006 2005 2004 2008 2005 2004 pp 1,840 3.93 987 3.45
Short-term financial liabilities GBP 19 560 89 815
Amortization within one year 292 263 282 202 263 282 MYR 28 263
Bond issues 6,513 156 G 6513 156 0 NOK 1 3.95
Dernvatives 2! 137 294 217 137 294 217 PHP G 7.04
Lean with maturities of less SEK 79 3.87
than cne year 14,585 19477 15277 14,695 19,477 15,277 TND 19 6.79
Total short-term TRY 6 10.31
financial liabilities ! 21,537 20,190 15,776 21,537 20,190 15,776 usD 935 4.05 300 6.11
Long-term financial liabilities Total 2,933 1,420
Bond issues 12,086 13,205 89518 11,888 13,218 9,866 MARKET VALUE 2,989 1,409
Dervatives 2 413 423 -5 413 423 -
g:tirnlﬁgﬁn;ega:?;:;s 2933 3856 8205 2980 3767 aong  Interest rates are the i'merest rates for the !oans and do not reﬂecr the .
Other long-term lpans with Group’s interest net since the Group uses interest-rate derivatives 1o achieve
maturities > 5 ysars 1,420 1,154 1,347 1409 10452 1,654 short interest duratton.
Total long-term
financial liabilities 16,852 18,638 19,155 16,799 18,890 19,523
Total financial liabilities 38,389 38,828 34,931 38,336 39,080 35,299
" Fair valua of shart-term loans is estimated 1o be the same as the book valua, Interest on
short-term loans is estimatad 1o equal market rates when they have a short intarest term.
2 Sesnote 2.
I
Bond issues
Book value
31 Dec. 2006 Fair value
Issued-Maturity Loan description Currency Nominal Interest, % Effective intarest, % SEKmM Maturity SEKm
2002-2007 5.375% Notes due 2007 EUR 700 538 5.50 6,513 25.June 2007 6,533
2003-2015 4.50% Notes Due 2015 usD 450 4.50 4.62 2017 15 July 2015 2.904
2005-2010 3.60% Notes Due 2010 SEK 1.500 3.60 3.62 1,500 18 Now. 2010 1,458
2005-2010 Floating Rate Note Due 2010 SEK 500 3 Months Stibor + 0.34 3 Months Stibor + 0.34 500 18 Nov. 2010 475
20052015 Indax Linked Interest Note SEK 300 3.5 Indax (CF) - Linked 1.83 319 { Dec. 2015 3i8
2005-2015 Index Linked Interest Note SEK 500 3.5 Index (CPY) - Linked 1.87 532 1 Dec. 2015 479
2006-2011 3.875% Notas due 2011 EUR 700 3.88 3.890 5318 7 March 2011 6,354
TOTAL SEKm 18,599 18,501

Interest-bearing gross debt by currency
Taking into account derivarives for hedging of foreign assets, SCA's gross
debt has the following currency distribution:

Currancy

SEXm 2006 2005 2004
EUR 12,526 10,637 6,435
SEK 10,123 11,026 9,935
usD 4,888 6,566 7.037
GBP 3.728 3,400 4,934
MXN 1,453 1.803 1,423
AUD 1,037 1,335 1,049
DKK 1,028 1,055 1.789
NZD 646 505 602
PLN 437 159 144
RUB 412 185 13
coe 402 369 99
SKK 312 482 304
CHF 170 273 305
Other 1,126 1,033 745
TOTAL 38,389 38,828 34,931
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NOTE 25 Provisions for pensions

SCA has both defined contriburion and defined benefit pension plans. The
most substantial defined benefit plans are based on period of service and the
remuneration received by employees on or close to retirement. The total
pension costs for the defined benefir plans are shown below.

SEKm 2008 2005 2004
Current service cost,excluding

contributions by plan participants 516 547 461
Fast service cost -12 35 32
Interast expense an 870 850
Expected raturn on plan assels -951 -§22 765
Pension costs before effects of

curtailments and settlements 564 630 578
Curtailments and settlements -12 73 -12
Net pension costs after effects

of curtailments and settemeants 552 T03 566

Of the pension costs for defined benefir plans, SEK 189m (210m; 244) is
recognized as a financial expense which is calculated based on the net value
of each plan at the beginning of the year.

Expected return on plan assets is determined on the basis of the assump-
tion that the return on bonds will be the same as the interest on a 10-year
government bond and that return on equities will reach the same interest
with the addition of a risk premium. The interest decided for cach country
is weighted on the basis of how large a proportion comprises equities and
bonds respectively. At yearend 65% (63; 64) of the toral fair value of the
plan asscts was invested in equities. The remaining 35% (37; 36) comprised
fixed-income investments. The actual return on the plan assets in 2006 was
SEK 2,239m (2,751; 1,601).

Pension plans with balance sheet surpluses are reported as an asset in the
balance sheet, Surplus in funded pension plans. Other pension plans, which
in balance sheet terms are not fully funded or unfunded, are reported as
provisions for pensions, The value of all pension plans is distributed among
surplus in funded pension plans and provisions for pensions respectively as
shown below.

Provision for pensions, net, SEKm 2008 2005 2004
Provisions for pensions 2,793 4,810 4,388
Surplus in lunded pension plans -1,419 -470 -418
Provision for pensions, net value 1,374 4,340 3,970

The summaries below specify the net value of the defined benehit pension
abligations.

SEKm 2006 2005 2004
Defined benefit cbligations 20,270 20,936 16,924
Fair value of plan assets -18,810 -16,513 -12.949
Net value 1,460 4,423 3,975
Unrecognized past sevvice costs 86 -83 -5
Provision for pensions, net value 1,374 4,340 3,970

Acruarial gains and losses for the year, reported in Consolidated statement
of recognized income and expense, are positive and amount to SEK 2,254m
{neg. 255; neg. 319). The accumulated gains and losses recognized in this
manner thus amount to SEK 1,680m {neg. 574; neg. 319).
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In addition to the effect of changes in acruarial assumptions, such as
change of discount rate etc., actuarial gains and losses arose as a result of
deviation from initital assumptions based on experience. Experience based
deviations include unexpectedly high or bow figures for employee turnover,
early reticement, mortalicy or salary increases as well as deviation from
expected rate of return on plan assets. The percentage effect of such adjust-
ments is negative and amounts to 1% (0; 0) for the defined benefit obliga-
tions and 7%, {12; 6) for the plan assets. This means that the return on the
plan assets was better than expected in 2006, 2005 and 2004. In addition to
what is recognized in the net value as plan assets for existing obligations,
there are assets in two Swedish foundations amounting to SEK 1,017m
{708; 620) which can be used for possible future undertakings for early
retirement for certain categories of employees.

SCA has obligations for disability and family pensions for salaried
employees in Sweden, secured through insurance with the insurance com-
pany Alecta. These benefits are reported as a defined contribution plan since
SCA did nor have access to sufficient information to report this obligation
as a defined benefit plan. Premiums during the vear for disability and family
pension insurance with Alecta amounted to SEK 40m (41, 33).

The following table shows the net value distributed taking funded, pardy
tunded and wholly unfunded pension plans into account. The financing
level varies depending on the plan.

SEKm 2006 2005 2004
Funded plans

Defined benefit chiigaticns 18,381 18,952 15,204
Fair value of plan assets -18810 -16,513 -12.849
Net value funded plans 426 2,439 2,355
Urrecognized past service costs -73 -75 -4
Provision for pensions, funded plans -502 2,364 2,351
Unfunded plans

Defined benefit abigations 1,889 1,984 1,820
Unrecognized past service costs -13 -5 -1
Provision for pensions, unfunded plans 1,876 1,976 1,619
Provision for pensions, net 1,374 4,340 3,970

Funded plans include partially funded plans, which were previously recog-
nized separuatety.

As in the previous year, no financial instruments issued by the company
are included in the fair value of plan assets at 31 December 2006.

SCA’s budgeted contribution for the defined benefit obligations amount
to SEK 280m for 2007,




The following table explains the development of the net pension liability.
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2006 2005 2004
Defined benefit Plan Defined benefit Plan Dafined benefit Plan
SEKmM obligations assels abligations assets obligations assats
Opening balance 20,936 -16.513 16,924 -12,949 15,193 —10,765
Current service cost 698 622 530
Interest expense g1 870 850
Expected return on plan assets -951 -822 =765
Past service cost -12 35 32
Acguisitions 45 -24 27
Curtailments, settliements and transfers 34 72 60
Caontributions by plan participants 82 -75 -75 -65 -89
Contributions by the employer -1,184 -823 1,308
Benefits paid -968 968 -816 818 -758 759
Actuarial gains and losses -961 -1,288 2117 -1,787 874 -562
Exchange differences -368 240 1,142 —849 188 239
Closing balance 20,270 -18,810 20,936 -16,513 16,924 ~12,949
Principal actuarial assumptions, %
2006 2005 2004
Discount rate 4.8 4.4 81
Expected return on plan assets 8.5 5.8 g8.2
Future salary increases 4.0 3.6 3.8
Future cost of Iving increases 25 24 2.4
The actuarial assumptions comprise a weighted average of assumptions
applied in calculating the defined benefit obligation on the balance sheet
dare and the pension cost for the following year.
NOTE 26 Other provisions
Acquisitions and Efficiency Current Tax Legal
SEKm divestments programmes oaperations risks  Environment disputes Other Total
Opening balance 41 231 54 1,151 168 33 18 3782
Frovisions during the year 0 3 12 4 278 11 23 283
Utilization during the year -24 -1.310 47 —662 -110 -18 59 -2.228
Reclassifications 0 50 29 -47 0 0 2 34
Cissclved during the year -12 o] -7 27 -1 -4 =37 -88
Exchange differences -1 -74 -4 -16 -9 -2 -8 -114
Closing balance 4 980 a7 403 324 28 -107 1,669
Provisicns comprise:
Short-term component 1,153
Long-term compenent 516

Other provisions amount to SEK 1,669m (3,782; 1,836).

Of the efficiency programmes’ provisions, SEK 1,310m was paid in 2006
and SEK 776m is expected to be paid in 2007 and the remaining SEK 206m
in 2008. The efficiency programme is proceeding according to plan, but
because deficits and surpluses arose in individual cases, transfers were made
with a net effect of SEK 3m. All transfers relate to the original efficiency
programme from 2005, Due to these transfers, certain payments will con-

tinue in 2008 and will not be completed during 2007, as was previously
announced.

Druring the year new provisions were made totaling SEK 283m. Provi-
sions for the environment mainly cansist of the debt for carbon dioxide
emission in 2006 of SEK 259m. “ Other” includes provisions for payroll tax
receivable relating to acruarial gains and losses recognized directly in equity
of SEK -113m,

8CA 2006 = 83




Notes ¢ Group

NOTE 27 Other long-term liabilities

SEKm 2006 2005 2004
Dervatives, operating 16 55 -
Other long-term liabilities 141 153 8¢
TOTAL 157 208 90

Of other long-term liabilities, SEK 34m (63: 68) falls due for payment later
than within § years.

NOTE 28 Other current liabilities

SEKm 2006 2005 2004
Liabilities to associated companies 2 3 10
Derivatives, operating 48 89 -
Accrued expenses and prepaid incoms 5354 5,520 S35
Other aperating liabilities 2,051 2,288 1,940
Total other current liabilitias 7,455 7,860 7,365
Accrued expenses and prepaid income

Accrued social security costs an 391 407
Accrued vacation pay liability 790 810 785
Other liabilities 10 personnel 840 889 795
Accrued financial axpenses 197 153 392
Bonus and discounts to customers 1,190 1,299 1,134
Qther items 1,966 1,978 1,902
Total 5,354 5,520 5,415
NOTE 29 Joint ventures

Joint ventures—ompanies that SCA owns together with other parties and in
which rhe parties by agreement exercise joint control are consolidated
according to the proportional method. Most of the joint ventures operate
within the hygiene area, mainly in South America. One joint ventture com-
pany produces newsprint and has its operations in the UK. Companies in
Australia, Mexico and China which were consolidated in 2004 according
to the proportional method, were consolidated as subsidiaries in 2005 fol-
lowing acquisition of additional shares in the companies. Please sce note
52,

Income statement and balance sheet items and average number of
emplovyees in joint ventures included in the SCA Group, pertain to SCA'
share:

INCOME STATEMENT 2006 2005 2004
Nat salas 4,281 3.828 5211
Operating expenses -3.917 -3.6682 -4,997
Operating profit 344 166 214
Financial items -46 46 -138
Profit after financial items 208 120 76
Taxes -54 -13 -59
Net profit for the year 244 107 17
Profit attributable to:

Parent company sharehoiders 244 107 17

Minority interasts

BALANCE SHEET
Fixed assets 2,685 2,938 2,302
Current assets 1.451 1,484 1,079
Total assets 4,138 4,422 3,381
Shareholder's equity 2,480 2,426 1,909
Minonty interests 0 0 0
Long-temn liabilities 425 7z 657
Current liabilities 1251 1275 815
Total shareholders’ equity and liabilities 4,138 4,422 338
2006 2005 2004
Averaga number of empioyees 2551 2244 3119
of whom women 24% 28% 23%
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Number of employees by country

2006 2005 2004
of whom of whom of whom
women, % women, % women, %
Australia - - - - 36 12
Chilg 200 10 176 9 182 8
Colombia 1,193 28 1.037 37 1,031 27
Ecuador 325 33 3 23 286 25
Mexico - - - - 8g2 18
UK 166 15 187 14 191 13
Tunisia 270 9 216 12 167 13
Turkey 13 5 114 5] - -
Cther countrigs 248 44 213 46 334 35
Total 2,551 24 2,294 28 3,119 23
Salaries and remuneration
SEKm 2006 2005 2004
Boards of directors, Presidents and
Exacutive Vice Presidants 15 9 30
of which variable salary i 4 o]
Qther employees 284 308 379
Total salaries and remuneration 299 7y 409
Social security costs 118 82 10
of which pension costs ') 88 15 14

" (f pension costs, SEK tm{1; - relates to boards, presidents and Executive Vice Presidents. Fammer
presidents and their survivors are also includes. Outstanding pension oblkgations 1o them amount to
SEK1imi11: 4.

NOTE 30 Contingent liabilities

SEKm 2006 2005 2004
Discounted bills 0 s} 5
Guarantees for

- employeas 6 8 g
- associated companies a7 39 62
- customers and others 36 38 38
Tax disputas 223 455 356
Other contingent liabilities 96 117 93
TOTAL 398 685 561

Contingent liabilities relating to tax disputes mainly involve a claim from
the Spanish tax authorities for additional taxes amounting to EUR 19.5m,
including interest, The claim is related to restructuring measures that the
sellers of a Spanish company carried out prior to SCA’s acquisition of the
company in [997. SCA has provided a surety for payment of the raxes but
is challenging the claim and assesses that the claim will not be upheld in
court. Consequently, no provision has been made in the closing accounts.

A so-called control agreement was established during 1997 between
SCA, through its German holding company SCA Group Holding {Deutsch-
land) GmbH, and PWA {name changed to SCA Hygiene Products AG) effec-
tive | January 1998. The agreement is valid until further notice with a
mutual termination peried of six months and entails a liabilicy for the
German holding company to carry any losses that arise in SCA Hygiene
Products AG and guarantees a certain minimum annual dividend (EUR
8.77) during the term of the agreement. SCA has provided a surety for the
German holding company’s commitments pursuant to the agreement. The
remaining minority shareholders’ (3.4% of the shares in the company)
exercise rights priced according to the control agreement ar EUR 144 are
still in effect pending a final legal decision in the underlying valuation dis-
pute. The valuation issue was ruled on in the first instance, which in Octo-
ber 2004 decided to set the value at EUR 188.67 per share and the annual
dividend to EUR 17.32 per share {reduced by applicable corporate tax).
The minority shareholders and SCA have appealed the ruling, as a result of
which there is as yet no legally binding decision, The valuation dispute will
affect the outstanding minority sharcholders’ exercise price if they decide to
exercise their right, the guaranteed dividend level, and the price of the
shares that SCA has redeemed during the term of the control agreement. A
final coure decision may be forthcoming in 2007,

SCA entered into lease-out/lease-in transactions during 1996 with
American banks as counter parties pertaining to the rwo LW plants in
Ortviken, Sweden. The terms of the contracts were originally 32 and 36




years. However, SCA has the opportunity to cancel the transactions in 2014
and 2015, respeetively, withourt incurring any financial consequences, At
the time the transactions were effected, the net present value of the leasing
amount which SCA has undertaken to pay amounted co abour SEK 4 hil-
lion or USD 61 1m, This amount, in accordance with the agreements, is
partly deposited in accounts in banks with at least AA rating, and partly in
US securities with an AAA rating. SCA carries the credit risk against the
depositary banks, but this is considered, as a result of the structure of the
agreements, to be insignificant. Should the rating of a depositary bank
decline in the future, SCA has the possibility to transfer the depositto
another bank with a better rating. Moreover, SCA is liable to take such
action if the depositary bank’s rating falls below A. The counter parties
have accepted that the deposited funds are applied for the leasing undertak-
ings. The advance payments and deposits were netted during 1996 in the
balance sheet. Should SCA as the result of excraordinary events (of a force
majeure nature) elect not to fulfil, or cannot fulfil the leasing contracts, SCA
is liable to compensare the counter parties for inancial losses which may be
incurred as a result. Compensation varies during the lifetime and can
amount to a maximum of about 20% of the present value of the leasing
amount. The agreements were composed and examined by legal experts in
Sweden and the U.S. and are considered to follow the standard practice for
lease-ourflease-in transactions.

During 2000, SCA entered into a leasing transaction with American
banks as counter parties perraining to the Ostrand pulp mill in Time4,
Sweden. The term of the transaction was originally 30 years. However, SCA
has the opportunity to cancel the transactions in 2017 without incurring
any financial consequences. At the time the transactions were effected, the
current value of the leasing amount which 5CA has undertaken to pay
amounted to abour SEK 4 billion or USI> 442m. Of this amount, in accor-
dance with the agreement, an amount corresponding to SEK 3.6 billion is
partly deposited in accounts in banks, partly in US sccurities, both with AA
ratings. SCA carries the credit risk against the depositary banks, but chis is
considered, as a resuls of the structure of the agreements, to be insignificant,
Should the rating of a depositary bank decline in the future, SCA has the
possibility to transfer the deposit to another bank with a better rating, The
counter parties have accepted that the deposited funds are applied for the
leasing undertakings. The advance payments and deposits were netted dur-
ing 2000 in the balance sheet. Should SCA as the result of extraordinary
events {of a force majeure nature} elect not to fulfil, or cannot fulfil the leas-
ing contracts, SCA is liable to compensate the counter parties for economic
losses that may be incurred as a result. Compensation varies during che life-
time and can amount to a maximum of about 15% of the present value of
the leasing amount, The agreements, as in the 1996 transactions, were com-
posed and examined by legal experts in Sweden and the US and are consid-
ered to follow the standard practice for this type of transaction.

The three ships which are included in SCA’s distribution system are
owned and financed by three bank-controlled companies. The vessels are
operated by Rederi AB Transatlantic under three so-called bare-boat char-
vers and are placed at the disposal of SCA Transforest by Rederi AB Trans-
atlantic under three rime charters. In the event that Rederi AB Transatlantic
does not fulfil its obligations to the owners, SCA Transforest is committed
to assume the bare-boat charters on behalf of Redert AB Transatlantic or
acquire the vessels.

In 2005, SCA signed an eight-year fixed-price agreement with a Swedish
elecericity supplier for electricity deliveries to the company’s Swedish
plants. The agreement covers approximartely 45 % of estimated consump-
tion at these plants.

In raising certain credits, at the request of the lender, companies in the
Group provided letters of comfort and other, similar supporr letters. To the
exrent that similar documents are not reported as contingent liabilities, the
assessment was made rhart said documents cannot serve as a basis for pay-
ment obligations. In addition, a negative clausce was included in certain loan
agreements, with the consequence that the borrower cannot, without the
approval of the lender, pledge collateral for other commitments during the
credit period.

In the sale of companies and operations SCA has provided the customary
seller guarantees.

Notes * Group

NOTE 31 Pledged assets

Pledged assets.
retating 1o financial __ Totahk
SEKm liabilities Other 2006 2005 2004
Raal estate mortgages 486 53 539 556 706
Chattal mortgages 5 25 30 83 150
Other 0 130 130 41 36
TOTAL 491 208 699 660 892

Liahilities for which some of these assets were pledged as cellateral
amounted to SEK 1m (45; 360} at 31 December 2006.

NOTE 32 Remuneration to senior executives

A fee is paid to the Board Chairman and other members elected by a
General Meeting in accordance with the decision of the General Meeting.
A separarte fee is paid for work carried out in Board committees. Distribu-
tion of fees in 2006 is presented in Note 34.

Principles

Remuneration to the CEO and other senior exceutives comprises a fixed
salary (basic salary), any variable remunerarion, ather henefits and pension.
Other senior executives include executive vice president, business group
presidenrs and heads of corporate staff units; see page102-103 for the com-
position of the Group. Total compensation must be at markert rates and
competitive in the labour market in which the executive works.

The fixed salary and variable remuneration shall be in proportion to the
executive’s responsibility and authority. For the CEQ, as well as other senior
exccutives, the variable remuneration is maximized and relared 1o the base
salary. The variable remuneration shall be based on the outcome in relation
to set targes and, as far as possible, be linked to the value development for
SCA shares that accrues to the shareholders. With regard to the company’s
programme for variable cemuneration, see below under Variable remunera-
tion.

In the event of termination of employment a notice period should nor-
maliy apply of two years, if notice is initiated by the company, and one year,
if notice is iniriated by the executive. Severance pay should not arise.

Pension benefits are either defined benefit or defined contribution, ora
combination, and give the execurtive the right o receive a pension from the
age of 60 ar the earliest. Earned pension benefits are contingent on employ-
ment being sustained for a long period, currently 20 years. Upon termination
of employment prior to retirement age, the executive will receive a paid-up
policy for pension from age 60. Variable remuneration does not provide
pension entitlement.

Questions relating to remuneration to company management are handled
by a Remuneration Committee, and with regards to the CEQ, decided by the
Board.
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NOTE 32 cont.
Remuneration and other benefits during the year

Base satary/ Variable re- Other Pension
SEK Boardfges muneration benefits costs Total
Board chairman 1,265,000 - - 432,570 1,697,570
CEOQ 8,254,400 - 348,044 4,100,873 10,703,317
Other senior
axecutives 34,191,445 5,635,163 3,000,581 15,852,862 58,580.051
Total 41,710,845 6,535,163 3,348,625 20,386,305 70,980,928

Comments to the table

¢ In applying the company’s earlier contract wich the Chairman of the
Board, who was previously President and CEO of SCA, from the dare he
left employment in 2002 and until he reaches age 635, he will essentially
remain ar the remunerarion level thag is comparable ro his previous
employment benefirs (excluding variable remuneration). In addition to
contractual pension, he will accordingly receive an annual supplemen-
tary amount, which for 2006 amounted to SEK 1,963,080. As shown in
the table above he also received fees for serving as SCA's Board Chair-
man and on the Remuneration Committee and as a member of the Audit
Committee totalling SEK 1,265,000. A salary increase of 3.5% was
decided for the CEQ in 2006 and 4.0% for 2007.

* Variable remuneration covers fiscal 2006 bur is paid during 2007.
For informarion abour how the variable remunerartion is calenlated, see
below under Variable remunerartion.

¢ Ocher benefits pertain to housing and company car.

* Most of the Group’s senior exccutives have defined benefit pension plans.

Pension costs pertain to the costs that affected earnings for the year,
excluding special payroll tax. For additional information about pen-
sions, see below under Pensions and severance pay.

Variable remuneration

SCA’ variable remuneration programmes involve executives at the Group
and business group level. The programmes for 2006 include a cash-flow
and a share-relared component, which for 2006 can give a maximum remu-
neration amounting to 60% (90% for North American managers) of the
annual base salary and which for 2007 can provide a maximum remunera-
tion of 75% (90% for North American managers) of the base salary.

The cash flow-related component is based on an earning period of cne
year. The outcome, which for 2006 may amount to a maximum of 35%
{60% for North American managers) of the base salary and for 2007 to a
maximum of $0% (60% for North American managers), is dependent on
whether or not the set targets are achieved. The 2007 targets for the CEO,
the executive vice president and the heads of corporate staff units will be
measured with respect to profit before tax, while the target for the business
group presidents will centinue to be based on cash flow. Any result is paid
in cash after the close of each earning year. The target for the CEQ, the

executive vice president and business group presidents is set annually by the

Board of Directors' Remuneration Committee. The targets for other exccu-
tives are determined by the CEO.

Similarly, the share-related component is based on an earning period of
one year. The result depends on how the value (measured as total share-
holders’ return) of SCA’s series B shares progresses over a three-year period
in relation to the value trend among SCA's competitors in Sweden and
abroad. The result requires that the real return for SCA Class B shares

exceeds the average real return among a comparative group. The maximum

annual return is 25% (30% for North American managers) of the base sal-
ary during the particular earnings period. Any result is paid in cash.

The CEOQ, the executive vice president and keads of central staffs will not

receive any variable remuneration fur 2006.
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For other senior executives, the programme resulted in an average remu-
neration corresponding to 23% of the base salary, which will be paid dur-
ing 2007,

Financial instruments, etc.
Employee stock options
2001/2008 2002/2009

Previous year's programmes Number Number
Board Chairman (lormerly CEQ) 40,000 40,000
CEQ 20,000 35.000
Cther senior executives 46,000 103.000
Total 106,000 178,000

Comments to the table

* At 31 December 20006, senior exccutives held stock options from the
200172008 and 2002/2009 programmes. For more detailed terms and
conditions for these programmics, see below. Other programmes from
prevtous years have now rerminated.

* During 2001 and 2002, about 200 sentor executives received stock
options at no cost at a value (theoretically calculated) which on che date
did not exceed about 20% of the executive's base salary. The total num-
ber of stock options for both vears allocated to these executives
amounted to about 1,800,000, The maturity of the options is seven years
and 1/3 of them may be exercised after one vear, 1/3 after two vears and
the remaining 173 after three years. When exercising the options, the
employee must make payments corresponding to the average latest paid
price for Class B shares in SCA during a certain period prior the alloca-
tion date. For options allocated in 2001, the exercise price was set at the
average share price during a ten-day period in May 2001, SEK 220.00.
For the options allocated in 2002, the excrcise price was set ar the aver-
age share price during a ten-day period in May 2002, SEK 347.50. The
options have so many enttlement restrictions that they are considered 10
lack market value. With the share price at year-end, SEK 357,50, the
value of all outstanding options amounted to SEK 49.6m, of which SEK
40.6m for options allocated in 2001 and SEK 9.0m for options allocated
in 2002. The expenses for social seeurity costs at exercise of the stock
options have been hedged with regard to increases in the SCA share
price. The risk of a downrurn in the share price is not hedged. Hedging is
conducted in share swaps at a nominal SEK 104m. The marker value at
year-end was approximately SEK [2m. The market value of the hedging
transaction will be established and recognized in income as incurred.

¢ During 2006, senjor executives exercised 33,000 options from the
200172008 or 2002/2009 programmes.

Pensions and severance pay
The pension agreement for the CEQ, who has a defined-benefir plan, is for-
mulated so that retirement pension (including national pension benefits) is
paid from the age of 63 at 70% of salary ar rerirement {excluding variable
remuneration). However, he is entitled to retire at 60, with 70% of salary at
reticement (excluding variable remunerarion) between the ages of 60 and
65 and subsequently with 50% of salary ar retirement {excluding variable
remuneration). In both cases, full pension is contingent upun employment
being sustained in the Group during at least 20 years from the date the
CEQ reached 40 years of age. Upon rermination of employment prior to
age 63, a paid-up policy is received for pension payments from age 65 or
60. This is contingent upon employment being sustained in the Group dur-
ing at least 3 years from the date the CEO reached 40 years of age. In addi-
tion, beneficiaries” pension amounts to about 50% of retirement pension.
The agreement with the CEO stipulates a peried of notice of termination
of two vears if such notice is given by the company. The CEQ has a corre-
sponding right with a period of termination of one vear. If notice is given by




the company, the CEQ is not ebligated to serve during the period of notifi-
cation. The agreement does not contain any stipulations with regard to
severance pay.

In the case of most of the other senior executives in the Group thereis a
defined benefit pension plan, which grants the executive the right ar age 65
1o receive a pension (including general pension benefits) at up to 70% of the
salary (excluding variable salary). However, they are entitled to retire at 60
with 70% of the salary at retirement (excluding variakle remuneration},
between 60 and 65 and subsequently with 50'% of the salary at retirement
{excluding variable remumnerarion). Normally, full pension requires the
exceutive having been employed in the Group for 20 years. Upon termina-
tion of emptoyment prior to reaching retirement age, a paid-up policy is
received for pension payments from age 65 or 60, under the condition thar
the executive, after reaching the age of 40, has been employed in the Group
for at least three years. In addition, beneficiaries” pension amounts to about
50% of retirement pension.

The applicable pension plan for the CEQ and most of the other senior
executives has been closed for new entries. Accordingly, during 2004 a new
pension plan was established. The new plan is a combination defined bene-
fit and defined contribution pension plan that provides the executives the
right at age 60 to receive a retirement pension{including national pension
benefits) of up ro 45% of the average salary {excluding variable remunera-
tion) for three years prior to reticement age. For full pension, the individual
must have been employed for at least 20 years calculated from 40 years of
age. Upon termination of employment prior to reaching retirement age, a
paid-up policy is received for pension payments from age 60, under the
condition that the executive, after reaching the age of 40, has been
employed in the Group for at least three years. [n addition, beneficiaries’
pension amounts to abouc 50% of retirement pension. In addition to the
defined benefit pension, a pension is paid based on premiums paid by the
company. The premiurns paid for each year of service amount co 10% of
the executive’s base salary and are invested in a fund or insurance chosen
by the execurive.

Between the company and other senior executives a period of notice of
termination of two years normally applics if such notice is given by the
company. The executive has a corresponding right with a period of notice
of termination of one year. The executive is normally expected to be avail-
able to the company during the notice period. The agreements have no
stipulations with regard to severance pay.

Preparation and decision processes

During the year, the Remuneration Commirtee submitted to the Board rec-
ommendations regarding the principles for remuneration of senior execu-
tives. The recommendation contained the proportions between fixed and
variahle remuneration and the size of any salary increases. In addition, the
Remuneration Committee proposed criteria for assessing variable remuner-
ation and pension terms,

The Board discussed the Remuneration Committee proposal and decided
based on the committec’s recommendations.

The remuneration to senior exccutives for fiscal 2006 was based on the
Remuneration Committee’s recommendation, and with regards to CEQ
decided by the Board. The affected executives did not participate in remu-
neration matters pertaiming to themsclves.

When it was deemed appropriate, the work of the Remuneration Com-
mittee was carried out with the support of external expertise. For informa-
tion amount the composition of the Remuneration Committee, see page 95-
96.

Notes e Parent Company

NOTE 33 Other external expenses
2006 other external costs include costs for efficiency programme of SEK
Om (18).

Fees and remuneration to auditors are included with:

SEKm 2006 2005
Ohrlings PricewaterhouseCoopers

Augiting assignments 2]

Other assignments 2 11
TOTAL 11 20
Leasing

Future payment commitments for non-cancellable operaring leases are as
follows:

SEKm 2008 2005
Within 1 year 43 20
Between 2-5 years 120 49
Later than 5 years 106 -
Total 269 69

Cost for the year for leasing of assets amounted to SEK 26m {24). Leasing
assets comprise means of transportation, premises and technical equipment.
In reality, such contracts can be terminarted early.

NOTE 34 Personnel costs and employees

Toral personnel costs for 20035 include costs of SEK 93m retated to saff
cutbacks in connection with engoing efficiency programmes within the
Group. This amount also includes costs for employees whao were previously
not employed in the Parent Company.

Salaries and remuneration

SEXm 2006 2005
Boards !, President and Executive Vice Presidents 14 17

of which variable salary 0 0
Other employees 72 73
TOTAL SALARIES AND REMUNERATION 86 90

Of salary total for 2005, SEK Bm related to efficiency programmes,

W Board lees decided by the general mesling are included with SEK 3.4m {2.8) distribuled with SEK
1,140,000 to the Board Chairman and SEK 380,000 each to the other general meeting elected Board
membears. In addition, remunération is paid for committes work of SEK 50,000 to each Board mem-
ber in the Remuneration Committee and for directors in the Audit Committee. remuneration of SEK
100,000 is paid to chaimman of the Audit Committee and SEK 75,000 to each of the other members.

Social security costs

SEKm 2006 2005
Total social security costs 72 118
of which pension costs 2 42 a7

In social security costs for 2005, SEK 30m pertained to costs for efficiency programmes of which SEK

27m comprised pansion costs. Provisions for pensions include SEK 26m (25) atiributable to costs for

efficiency programmes.

2 (A the Parent Company's pansion costs, SEK 24m {31} pertain to the Board, President and Exacuthve
Vice Presidents. Former Presidents and Executive Vice Presidents and their survivors are also
included. The company's cutstanding pension obligations to them amount to SEK 226m (215).
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NOTE 34 cont.

Pension costs

SEKm 2008 2005
Self-administered pension plans
Costs excl. interest axpense 21 55
Interest expense {reported in personnel costs) " 8
Pension payments PRI 2 1
Cornpensation pension tunds -12 -1
Cost of self-administered pension plans 22 83
Retirement through insurance
Insurance premiums 13 17
Other -1 -9
34 71
Policyholder tax 0 0
Special payroll 1ax on pension costs 7 15
Cost of credit insurance elc 1 1
Pension costs for the year 42 87

Premiums during the year for disability and family pension insurance with
Alecta amounted to SEK 4m (4), (See alsa Note 23 Pension Provisions,
Page 82).

Average number of employees
2008 2005
Sweden 89 89
of whom wormen 50% 53%

Of the total number of Board members 9% (10) are women and 18% (13)
of senior execurives are women,

Total absence due to illness amounts to 3% (4) (women 4% (5); men 2%
(2). Of absence due ro illness, 68% (66) is long-term.

NOTE 35 Depreciation of tangible and intangible assets

SEKm 2008 2005
Buildings 5 5
Land improvements 35 36
Machinery and equipment 0 1
Sub-total 40 42
Cepitalized development costs B 7
TOTAL 48 49
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NOTE 36 Financial items

SEKm 2006 2005
Income from participations in group companies
Dividends from subsidizries 1,669 1,565

Income from participations in other companies
Capital gains 10 9
Reversed writg-down - 3

Other interest income and similar profit/loss items

Interest income, external 1 2
Interest income, subsidiares 201 187
Other financial income, exterral 24 1

Interest expenses and similar profitioss items

Interest expenses, axternal -1 -
Interest expensas, subsidianes -1,166 -914
TOTAL 738 827

NOTE 37 Appropriations and untaxed reserves
Of the parent company’s untaxed reserves SEK 124m (121) pertains to
accumulated depreciation in excess of plan.

NOTE 38 Taxes

Tax on profit for the year

SEKm 2006 2005
Cumrent tax income {-} -404 -234
Deferred tax expense {+}, tax income (-} i5 -129
TOTAL REPORTED TAX -389 -363

Reconciliation percentage tax:

% 2006 2005
Tax experise -98.8 -107.8
Expected 1ax expense 28.0 28.0
DIFFERENCE -126.8 -135.6
Difference is due to:

Taxes related to prior percds 7.6 -4.6
Nen-taxable dividends from subsidiaries -118.6 -129.7
Other non-taxable/non deductible items 0.6 -1.3
TOTAL -126.8 -135.6

The Parent Company participates in the Group’s tax pooling arrangement
and pays the majority of the Group’s total Swedish taxes, Reported current
tax revenues represent the portion of the Group's total Swedish taxes attrib-
utable to the Parent Company. Other Group companies that participate in
the arrangement have currenc tax expenses totaling SEK 380m {222). The
Parent Company’s claim on subsidiaries for taxes on their account is
reported as current receivables from subsidiaries.

Current tax income

SEKm

Income tax for the period
Adjustrnents for pnor periods
CURRENT TAX INCOME




Current tax liability {+), tax assets (=]

Change during the period of current tax liability is explained below:

NOTE 41 Shares and participations

Notes » Parent Company

Subsidlaries Other companles
SEKm 2008 2005 SEKm 2006 2005 2006 2005
Cpening balance -7 251 Opening cost 53,874 45,758 70 73
Current 1ax income -404 =234 Investments - 8,106 - -
Tax payments 23 -246 Increase through acquisition of subsidiaries 2,783 - - -
Tax expense other Group companies 380 222 Divestments - - - -3
CLOSING TAX ASSET -8 -7 Closing accumulated cost 56,657 53,874 70 70
) Opening revaluations 140 140 - -
Deferred tax expense {+), tax income (-} Closing accumulated revaluations 140 140 0 0
SEKm 2006 2005
Changes in tormporary differences 21 -128 Opering wnte-cljoyvns ) -140 140 —45 18
Adjustments for prior periods -5 -3 Reversal of earlier impairment
DEFERRED TAX EXPENSE {4}, TAX INGOME (-} 15 jzg  osseslortneyear = - 0 3
s Closing accumulated write-downs -140 -140 45 —45
CLOSING PLANNED RESIDUAL VALUE 56,657 53,874 25 25
Deferred tax liability
Change in deferred tax liability during the period is explained below: Increase through acquisition of subsidiaries for the vear comprises a pur-
Opening Deferrad Closing  chage from another Group company, Other companies include sharehold-
SEKm balance tax axpense balance L N . L . .
— ing in the French listed company Otor SA, which is recognised at fair value,
Land and buildings 1,465 2 1,467 SEK 14m
Provisions for pensions -8z -4 -86 !
Loss carry forwards -1z 13 -8 Parant Company's holdings of shares and participations
Other A4 4 0 in subsidiarigs, 31 Docembar 2006
TOTAL 1,227 15 1,242 Equity  Book
No. ol percent- value
Company name Reg. no. Dormicile shares age,%  SEKm
- Swedish subsidiaries:
NOTE 39 Intangible assets Fastighets- och Bostads-
Capitalized development costs aktiebolaget FOBOF 556047-8520 Stockholm 1,000 100 Q
SEKm 2008 2005 SCA Férsakrings-
Opening cost 24 34 aktiebolag . 516401-8540 Stockhoim 140,000 100 14
" SCA Kraftlastigheter AB 556449-7237 Stockholm 1.000 100
Closing accumulated cost ¥ kL
SCA Recovered
Opening amortization -17 -0 Papers Holding AB B56537-5739 Stockholm 1,000 100 0
Amortization for the year -5 -7 SCA Research AB 556146-6300 Stockholm 1,000 100 0
Closing accumulated amortization -23 -17 SCA Hedging AB E66665-8553 Stockhoim 1,000 100 o]
CLOSING PLANNED RESIDUAL VALUE 1 17 Foreign subsidiaries:
SCA Group Holding BY 33181970 Amsterdam 246,347 100Y 53,860
SCA Packaging
. Coordinati ter NV BTWBE 768 Di 1,079,999 100 985
NOTE 40 Tangible assets cination Center 864.768.955  Diagem
Machinery and SCA Packaging 5
Buildings Land equipment Marketing NV BTWBE0421.120.154 Diegem 731,279 100 1,798
2008 2005 2006 2006 2005 Total book value
SEKDT 2005 subsidiaries 56,657
Opaning cost 146 147 1.337 1.276 18 18  During the yaar the Company moved ownership of SCA Verwaltungs GmbH down to 5CA Group
Investments 4 - 129 69 - - Holding BY, whosae carrying amount was increased by an equivalent amount.
Sales and disposals - -1 -14 -8 -1 -
Closing accumulated cost 150 146 1452 1337 15 16
Opening amortization -58 -54 461 425 -15 -15 NOTE 42 Current receivables from and liabilities to subsidiaries
Sales and disposals - 1 6 - 1 1 SEKm 2006 2005
Amortization for the year -5 —5 -35 —36 [¢] -1 Current assets
Closing accumulated Interest-bear .
- ng recevables 52 e
depreciation 63 58 -490 —461 -14 —15 i
P Cther receivables 1235 1,467
Opening revaluations - - 5079 5,079 - - Total current assets 1,287 1,558
Clesing accumulated .
rovaluations - - 5079 5079 - - Current liabilities
CLOSING PLANNED Interest bearing liahilities 41,562 37,385
RESIDUAL VALUE 87 88 6041 5955 1 1 Cther liabilities 3.669 3,311
Total current liabilities 45,231 40,856
TJax assessment value 35 14 8,823 9,738
Land includes forest land with SEK 5,662m (3,591). .
’ £3,591) NOTE 43 Other current receivables
2006 2005
Prepaid expenses and deferred income 10 9
Other receivables 169 1068
TOTAL 178 115
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NOTE 44 Shareholders’ equity

Change in equity is shown in the financial report relating to Equity pre-
sented un page 59, The share capital and number of shares have increased
since 1993 with new issues and conversions as set out below:

Paid-in

Increase in  amount

Year Event No. of shares  share capital SEKm
1993 Number of shares 1 January 1893 172,303,809

1993 Conversion of debentures and

new subscription through warrants 1 4,030,286 40.3 119.1

New issue 1:10, issue price SEK 80 17.633.412 1763 1,410.7

1994 Conversion of debentures 16,285 02 -

1995 Conversion of debentures 3,416,113 342 -

1999  New issue 1:6, issue price SEK140 32,899,98% 3280 45790

2000 Conversion of debentures 101,631 1.0 15.0

2001 New issue, private placement 1,800,000 180 18.0

2002 New subscription through warrants I8 513 ] 0.1

2003 Conversion of debentures 1,127,792 1.3 288.4

New subscription through warrants I1B 1,697,683 170 434.5

2004  Conversion of debentures 9.155 Q1 1.1
2006 Number of shares, 31 December 20086 235,036,698

SCA's share capital, 31 Dacember 2006

Nominal

Number of votes Number of shares amount SEKm

A sharas 10 37,635,068 376

B shares 1 197,401,629 1,974

SUMMA 235,038,658 2,350

No change in number of shares will occur in the eveat of utilization of
outstanding stock options since these are rotally covered by the Parenc
Company’s treasury shares.

The quota value of the Parent Company’s shares amounts to SEK 10.
Treasury shares at the beginning of the year amounted to 1,602,283
shares and at year end 1o 1,253,138 shares. Shares are held as part of the
employee stock option programme described in Note 32. During the vear
349,145 sharcs were redeemed by employees included in the programme.

NOTE 45 Provisions for pensions
Parent Company has both defined contribution and defined benefit pension
plans. Below is a description of the Parent Company’s defined benefit plans.

PRI penstons

Pension liabilities pertaining to PRI penstons have been secured through a
common Swedish SCA pension fund. The market value of the Parent Com-
pany's portion of the foundation’s assets at 31 December 2006 amounted
to SEK 72m (69). During the year compensation of SEK 12m (1) was
received. The capital value of the pension obligations at 31 December 2006
amounted to SEK 57m (51}. Pension payments of SEK 2m (1} were made
during 2006. Since the assets exceed the pension obligations, no liability is
recognized in the balance sheer.

Other pension obligations

The Group’s note 32, Remuneration to senior executives, describes the
other defined benefit pension plans that the Parent Company offers, The
table below shows the change between the years.

Capital value of pension obligations relating to self-administered pension plans

SEKm 2006 2005
Opening balance 306 242
Compensation received for takeover of pension obligation - 18
Cost excluding interest expense 21 55
Imerest expense (reported in personnel costs) 11 8
Paymeant of pensions -17 -17
Closing balance 321 306

External actuaries have carried out capital value calculations pursuant 10 the provisions of the Swedish
Act on Satequarding of Pension Obligations. The discount rate i 3.5% for both years,
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NOTE 46 Other provisions

Total provisions for efficiency programemes amount to SEK 23m (51),
including SEK 12m (24) long-term and SEK 1 1m (27) short-teem. The
short-term provisions are reported under Other current liabilities, Long-
rerm provisions of SEK 8m are expected to be paid in 2008 and SEK 4m in
2009.

NOTE 47 Interest-bearing liabilities

SEKm 2006 2006
Bond Loans - ]
Yotal current interest bearing liabilities - -]
Other long-term loans with maturity > byears - 44
Total long-term interest bearing liabilities - 44
TOTAL EXTERNAL BORROWING - 50

During the year the Parent Company chose to premarurely redeem an STP
lIoan from AMFK with a redemption discount of SEK 18m, which is
reported in other financial income.

NOTE 48 Other current liabilities

SEKm 2006 2005
Accrued expenses and prepaid income 55 63
Current provision 11 27
Other operating liabilties 4 4
Total other current liabilities 70 o4
SEKm 2006 2005

Accrued expenses and prepaid income

Accrued social security costs 8 8
Accrued vacation pay liability 8 9
Other liabilities personnel 4 -
Accrued financial expenses - ]
Other itemns 35 47
TOTAL 55 83
NOTE 49 Contingent liabilities

SEKm 2006 2005
Guarantees for

- employees i 2
- subsidiaries 37.036 35,854
Other contingent liabilities ] 8
TOTAL 37,045 35,884

In addition to this, the Parent Company has signed subsidiary guarantees
for 18 Dutch companies within the SCA Packaging business group. The
Parent Company guarantees all the company’s obligations as for own debr.

The Parent Company is also a guarantor as for own debt for all the sub-
sidiary SCA Graphic Sundsvall AR obligarions according to contracts
regarding physical deliveries of electric power in 2005-2013.

NOTE 50 Pledged assets

Gther

interest-
Qwedto bearing Total Total
SEKm credit institutions linbilities Qther 2006 2005
Real estale mortgages 481 481 481
Chatiel mortgages 20 20 20
Other 130 130 35
TOTAL 481 20 130 631 536

NOTE 51 Adoption of the annual accounts

The annual accounts will be adopted by SCA’s Annual General Meeting and
will be presented for decision at the Annual General Meeting on 29 March
2007,




NOTE 52 List of major subsidiaries, associated companies

Group holdings of shares and participation in major companies 31 December 2006.

The selection of subsidiaries and joint venture companies includes firms with sales grearer chan SEK 500m in 2006.

Notes » Group

Number of Capital Book value,

Company name Corporate identity number Damicile shares %o SEKm
Subsidiaries

SCA Hygiene Products GmibH, Mannheim HRB3248 Mannheirm 100

SCA Hygiene Praducts GmbH, Wieshaden HRB5301 Wiesbaden 100

SCA Hygiene Products AG 0203817882-8 Regensdorf el

SCA Hygiene Products GmbH, Vienna FN495372 Vienna 100

SCA Hygiene Praducts SA-NV, Belgium Verviers 038415 Stembert 100

SCA Hygiene Products S.A., France 475681948 Linselles 100

5CA Hygiene Products (Fluff) Ltd 577116 Dunstable 100

SCA Hygiene Praducts Nederland B.V. 30136724 Zeist 100

Uni-Charm Méinlycke B.V. 330631 Hoogezand 40

SCA Hygiene Praducts S.rl. 3318780966 Busto Arsizio 100

SCA Hygiene Preducts S.A., Spain A28451383 Madrid 100

SCA Hygiene Paper Espafia SL B61534731 Valls 100

SCA Hygiene Products Slovakia s.r.o. 36590841 Gemerska Horka 100

SCA Hygiene Praducts AB 556007-2356 Hérryda 100

SCA Hygiene Products A/S, Denmark 30877 Allersd 100

SCA Hygiene Products A/S, Norway 915620019 Ténsberg 100

SCA Hygiene Products Kft 13-09-063186 Budapest 100

QY SCA Hygiene Products AB FIO1650275 Helsinki 100

SCA Tissue North America LLC 58-2494137 Delaware 100

Tuscarcra Inc 25-1118372 Pennsytvania 100

Allgyd Co.nc 36-3723056 Delaware 100

000 SCA Hygiene Products Russia 4704031845 Svatogorsk 100

SCA Hygiene Australasia Limited 1470756 Auckland 100

SCA Hygiene Australasia Pty Ltd 62004191324 South Yarra 100

Sancella Pty Lid 55005442375 Springvale 100

SCA Consumidor México, SA de GV SCME31101 385 Mexica City 100

Sancela, SAde CV SAN-790424-8Ki Mexico City 100

Papeles Higiénicos del Centro SA de CV PHGC 970421020 Mexica Gity 100

SCA Graphic Sundsvall AB 556093-6733 Sundsvall 100

SCA Timber AB 556047-8512 Sundsvall 00

SCA Timber (LK) Ltd 2541468 Scunthorpe 100

SCA Skog AB 555048-2852 Sundsvall 100

SCA Transforest AB 566431-6965 Sundsvall 100

SCA Graphic Laakirchen AG FN171841H Laakircher 100

SCA Emballage France SAS 8352398720 Narterre 100

SCA Packaging Niccllet SAS B766500011 Nedilly sur Seine 100

SCA Packaging Belgium Ny RPR0436-442-095 Gent 100

SCA Packaging Switzerland AG 400.3.006.269-5 Oftringen 100

SCA Packaging Lid 192238 Aylesfard 100

SCA Packaging Benelux BV 8046917 Eerbesk 100

SCA Packaging Stittung & Co KG HRA 3009 Marnheim 100

SCA Packaging Gontainercoard Deutschland GmbH HRB7360 Aschaffenburg 100

SCA Packaging Denmark Holding AS A/S220103 Grend 100

SCA Packaging Cbbola AB 556147-1003 Umed 100

SCA Packaging Munksund AB 556237 -4859 Pited 100

SCA Packaging Sweden AB 556036-8507 Varnamo 100

SCA Packaging Fulda GmbH HRBY02 Fulda 100

SCA Packaging Ceska republica 5.R.0 44222882 Jlove u Decina 100

SCA Packaging Italia SpA MIB562/1999 Milan 100

SCA Recycling Deutschland GmbH HRB 12280 Traunstein 100

SCA Recycling UK Itd 214967 Aylesford 100
Joint Ventures

Aylesford Newsprint Holdings Ltd 2816412 Aylestord 50

Productes Famiia S.A., Colombia Sharecertif. 1260 Meadelin 50
Associated companies

Staper Ltd 1130403 Aylestord 100,000 50 6

Lanterp Carton SA A-81907701 Madrid 100 25 277

Cartografica Galeotti SPA 1333330464 Lucca 16,666 33 11

Herrera Holding Inc AZ0100676 Makati City 18,266 40 3

Papyrus FN124517p Vienna 1 32 15

GAE Smith 1075198 Leicaster 44,300 50 75

Sundsvalshamr AB B856015-8072 Sundsvall 27,000 45 19

Tianjin China Packaging Group SCA Packaging Products Coltd 014887 Tianfin 99 25 15

STAG-Frischholz GmbH FN113626y Steyrermnhl 1 33 4

Belovo Paper Mill AD BGB22104867 Bulgana 1,633,508 28 9

Other associated companies 5
Book value, associated companies 439
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Proposed distribution of earnings

Annual accounts 2006

Ristribution of earnings, Parent Company

Distributable equity in the Parent Company:

retained earnings 11,146,390,876
ot profit for the year 783,031,979
Total 11,920,422,855

The Board of Directors and the President proposes:

to be distriputed to sharehaolders, a dividend of SEK12.00 per share 2,805,402,720"
to be carried forward 9.124,020,135
Total 11,929,422,855

Stockholm, 27 February 2007

The Board of Directors and the President confirm that, to the best of our knowledge,
the annual accounts have been prepared in accordance with generally accepted accounting standards
for listed companies, the information provided is consistent with the actual circumstances,
and northing of significant impertance has been omitted that would affect the impression
of the company created by the annual report.

.

Sverker Marcit=1.6f
Chairman of the Board

S [y U s

Rolf Bérjesson Soren Gyll Tom Hedelius
_— .
/\ T e
Leif Jehansson Lars Jonsson Lars-Erik Lundin
/ B

Anders Nyrén fjan Svensson Barbara Milian Thoralfsson

//f/////

Jan Astrom

President and CEO

Qur audit report was submitted on 27 February 2007

Robert Barnden
Authorized Public Accounrant

1) Based on the number of outstanding shares as of 31 December 2006. The amount of the dividend may change it any treasury share trans-
actions are executed before the record date, 3 April 2007,
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Audit report

To the annual meeting of shareholders in Svenska Cellulosa Aktiebolaget SCA (publ)

Corporate identity number 556012-6293

We have audited the annual accounts, the consclidated
accounts, the accounting records and the administration of the
board of directors and the president of Svenska Cellulosa
Aktiebolaget SCA (publ) for the year 2006. The company’s
annual accounts are included in the printed version of this doc-
ument on pages 43-92. The board of directors and the presi-
dent are responsible for the accounts and the administration of
the company, as well as for ensuring that the annual accounts
and consolidated accounts are prepared in accordance with the
Annual Accounts Act. Qur responsibility is to express an opin-
ion on the annual accounts, the consolidated accounts and the
administration based on our audit.

The audit was performed in accordance with generally
accepted auditing standards in Sweden. Those standards
require that we plan and perform the audit to obtain a high
level of but not absolure assurance that the annual accounts
and the consolidated accounts are free of material misstate-
ment. An audit includes examining, on a test basis, evidence
supporting the amounts and the disclosures in the accounts.
An audit also includes assessing the accounting principles used
and their application by the board of directors and the presi-
dent and significant estimares made by the board of directors
and the president when preparing the annual accounts and
consolidated accounts, as well as evaluating the overall presen-
tation of information in the annual accounts and the consoli-
dated accounts. As a basis for our opinion concerning dis-
charge from liability, we examined significant decisions,
actions taken and the company’s circumstances in order to be
able to determine the liability, if any, to the company of any
board member or the president. We also examined whether

any board member or the president has, in any other way,
acted in contravention of the Companies Act, the Annual
Accounts Act or the Articles of Association,

We believe that our audit provides a reasonable basis for
our opinion set out below,

The annual accounts and the consolidated accounts have
been prepared in accordance with the Annual Accounts Act
and give a true and fair view of the company’s and the Group’s
results of operations and financial position in accordance with
generally accepted accounting principles in Sweden. The Board
of Directors’ report is consistent with the other parts of the
annual accounts and consolidated accounts.

We recommend to the annual meeting of shareholders chat
the income statement and balance sheets of the parent com-
pany and the group be adopted, thar the profit of the parent
company be dealt with in accordance with the proposal in the
Board of Directors’ report and that the members of the board
of directors and the president be discharged from liability for
the financial year.

Stockholm, 27 February 2007

PricewaterhouseCoopers AB

Robert Barnden
Authorized Public Accountant
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Corporate Governance Report
for Svenska Cellulosa Aktiebolaget SCA (publ)

SCA applies the Swedish Code of
Corporate Governance. Information
about the Code is available on the web-
site of the Swedish Corporate Gover-
nance Board, www.bolagsstyrningskoll-
egiet.se. Here foreign investors will find
a description of the Swedish corporate
governance model in “Special Features
of Swedish Corporate Governance.”

This Corporate Governance Report
is not a part of the formal annual report
and has not been reviewed by the com-
pany’s auditors,

Articles Of Association

The articles of association are adopted
by the general meeting of shareholders
and contain a number of basic manda-
tory details about the company. The full
articles of association are available on
SCA’s website, www.sca.com.

SCA's articles of association stipulate,
among other things, that the Board of
Directors shall consist of three to twelve
members, that Class A shares shall carry
ten votes and that Class B shares shall
carry one vote.

General Meetings

SCA’s highest decision-making body 1s
the general meeting of shareholders,
which all shareholders are entitled to
attend. Each shareholder also has the
right to have a matter considered at the
general meeting.

The company’s Board of Directors is
elected at the Annual General Meeting
{AGM). Other mandatory tasks of the
AGM include adopting the company’s
balance sheet and income statement, and
deciding on disposition of the earnings
from the company’s operations and on
discharging the Board members and the
President from liability. The AGM also
appoints the company’s auditors.

Annual General Meeting 2006
The Annual General Meeting of share-
holders in SCA was held on Thursday,
6 April 2006 in Stockholm.

Full details of the 2006 AGM can be
found on SCA’s website www.sca.com.

Annual General Meeting 2007

The next Annuat General Meeting of
shareholders in SCA will be held on 29
March 2007 in Stockholm (see page 113).

Corporate governance at SCA is organized as set out below.

[

Nomination Committee

GenerailMeeting|

Remuneration Committee

[BoardloflDirectors]

[ExecutivelVicelPresident]

[BusinesslGrouplBoards¥
(8)
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Nomination Committee

The Nomination Committee represents
the company’s shareholders. The Com-
mittee is assigned the task of providing
the best possible information on which
the AGM can base its decisions and of
submitting propaosals for decisions on
the election of Board members and
appointment of auditors, and on their
remuneration.

The 2006 AGM decided that the
Nomination Committee should, ahead
of the 2007 AGM, consist of representa-
tives from the five main shareholders in
terms of voting rights and the Chairman
of the Board, who is also the convener.

The Nomination Committee ahead of

the 2007 AGM

The Nomination Committee ahead of

the 2007 AGM has the following mem-

bers:

e Carl-Olof By, AB Industrivirden,
Chairman of the Nomination Com-
mittee

¢ Curt Kallstrémer, Handelsbanken’s
pension foundations and other
appointments

* Bjérn Lind, SEB Funds

External Audit

Audit Committee
| , Internal Audit

Corporate Staffs




e Carl Rosén, Second Swedish

National Pension Fund
¢ Caroline af Ugglas, Skandia Liv
¢ Sverker Martin-Lof, Chairman of

SCA
All of the sharcholders have been invited
to submit proposals to the Nomination
Committee,

The Nomination Committee has sub-
mitted its proposals for the 2007 Annual
General Meeting. The proposals are
available on the company’s website,
www.sca.com, with an account of how
the Nomination Committee conducted
its work,

Board Of Directors

The Beard of Directors has overall re-
sponsibility for the company’s organiza-
tion and for managing the company’s
affairs.

Board members
The Board of Directors consists of eight
members elected at the Annual General
Meering with no deputies, and three
members with three deputies appointed
by the employees. The President is a
member of the Board.

Detailed information about individ-

ual Board members and deputies is pro-
vided on page 100-101.

- A majority (Rolf Bérjesson, Séren
Gyll, Leif Johansson, Anders Nyrén and
Barbara Milian Thoralfsson} of the
AGM-elected members are independent
of the company and sentor management.
Of these Board members, four (Rolf
Barjesson, Soren Gyll, Leif Johansson
and Barbara Milian Thoralfsson) can
also be considered independent of the
company’s major shareholders. Only
one Board member (Jan Astr(’jm) 1sa
member of senior management. All of
the Board members understand the re-
quirements a listed company must meet.

The matter of independence has been
assessed based on the Swedish Code of
Corporate Governance.

The work of the Board
There is no specific allocation of duties
within the Board other than the specific
duties of the Chairman and the tasks in-
cumbent on the Board’s committees.
The Board works according to an an-
nual schedule and rules of procedure es-
tablished by cthe Board refating to the al-
location of duties among the Board
members, its committees and the Presi-
dent, These rules of procedure stipulate
the specific content and presentation of
the information that management pro-
vides to the Board and also state that the
Board is to conduct an annual review of
s procedures.

‘ Board of Directors
|
|

Attendance Attendance
Audit Remuneration
Attendance  Independent!  Committee Committee Fees 2
Raif Bériesson /9 . 2/2 430,000
| Soren Gyll 9/ 5/6 455,000
Tom Hedetius /9 2/2 430,000
Ledf Johansson &7 380.000
' Sverker Martin-Lé!, Chatrman 8/ &/6 2/2 (chairman) 1,265,000
Anders Nyrén 9/9 o 6/6 {chairman) 480,000
| Barbara M. Thoralfsson 7 : 380,000
Jan Astrém. Prasident 9/9 0
Total 3,820,000 $EK

W As defined in the Swedish Code of Corporate Governance.
@ This amount redates Lo fees 10 Board members.

Corporate Governance

The Board has formed an Audit
Committee and a Remuneration Com-
mittee from within its ranks. SCA’s
General Counsel is the Secretary to the
Board. In 2006 the Board held nine
meetings,

Audit Committee

The tasks of the Audit Committee,
which is not authorized to make deci-
sions, include making preparations for
the Board’s quality assurance of the
company’s financial reporting. The
Commirtee’s work involves internal con-
trol and compliance issues, checking re-
ported figures, estimates, assessments
and orher material that may affect the
quality of the financial reports. The
Commirtee has assigned the company’s
auditors the specific task of examining
how successfully the overall, as well as
the more detailed rules for control are
followed within the company. The Com-
mittee meets the company’s auditors on
a regular basis, sets up guidelines for au-
dits and other services, evaluates the au-
ditors and assists the Nominatton Com-
mittee in the selection of auditors and in
matters relating to remuneration.

The Audit Commirtee, which con-
sists of Anders Nyrén, Chairman, Séren
Gyll and Sverker Martin-Lof, held six
meetings in 2006.

O = Mamber can be regarded as independent of the
company and ils management.

=Member can be regarded as independent of the:
company and its management and of the company's
major shareholders.

Members appointed by representative/trade unions, see
page 100-101.
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Corporate Governance

Remuneration Committee
The Remuneration Committee handles
salaries, pension benefits, incentive pro-
grammes and other terms of employ-
ment for the President and other senior
executives, The Committee is not autho-
rized to make decisions. Senior execu-
tives in this contexr include the Execu-
tive Vice President, business group presi-
dents, individuals within the parent
company who report to the President,
and other executives that the Committee
decides to include. The terms of employ-
ment for the President and other senior
executives are determined by the Board.
The Remuneration Committee,
which consists of Sverker Martin-Lof
{Chairman), Tom Hedelius and Rolf
Bérjesson, held two meetings in 2006.
In addition, a number of issues were
dealt with per capsulam.

Chairman of the Board
According to the Board’s rules of proce-
dure, the Chairman of the Board, in ad-
dition to presiding over the Board’s ac-
tivities, must communicate with the
President in order to monitor the
Group's operations and development on
a continuous basis. In addition, the
Chairman represents the company in
ownership matters and ensures that the
Board's work is evaluated annually and
that the Board continuously updates and
increases its in-deprh knowledge of the
Group’s operations.

The 2006 Annual General Meeting
decided to appoint Sverker Martin-Lof
as Chairman of the Board.

Evaluation of the work of the Board
The work of the Board, like that of the
President, is evaluared annually using a
systematic and structured process, one
purpose of which is to obtain a sound
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basis for the Board’s own development
work.

The Nomination Comrmittee is in-
formed of the results of this evaluation.

Remuneration of the Board

The total fees for AGM-elected Board
members were set by the AGM at SEK
3,820,000, The Chairman of the Board
received an annual fee of SEK 1,140,000
and the other Board members who are
not employees each received SEK
380,000. Members of the Remuneration
Committee received an additional SEK
50,000 and members of the Audit Com-
mittee, an additional SEK 75,000, and
the Chairman of the Audit Commirttee
received an additional fee of SEK
100,000.

Operational Management
The President
The President, who is also the CEQ, is
responsible for ongoing management of
the company in accordance with the
Board’s guidelines and instructions.
The President is supported by an Ex-
ecutive Vice President, who is also the
CFO, a group management team and
corporate staffs (see page 102-103),
The Board's rules of procedure and
instructions for the President outline,
among other things, the allocation of
duties between the Board and the
President.

Business Group management
Each of the SCA Group’s six business
groups is headed by a business group
board and a business group president.
The business groups have a large
measure of independence. The manage-
ment of each business group has its own
corporate staff organization and opera-
tional responsibility for their area,

_A

The rules of procedure for the busi-
ness group boards ensure that all mat-
ters of importance within each business
group are handled by the business
group’s board, of which the Group CEO
is normally the chairman. The various
rules of procedure thac exist within the
Group are coordinated such that a num-
ber of issues of significant importance
must be referred to the parent compa-
ny’s Board of Directors.

Remuneration to Management
Principles for rernuneration to
senior executives
The 2006 Annual General Meeting ad-
opted the following principles for remu-
neration to senior executives.
“Remuneration to the CEQ and
other senior executives comprises a fixed
salary, variable remuneration, other ben-
efits and pensions. Other senior execu-
tives include the Executive Vice Presi-

dent, business group presidents and the
Senior Vice Presidents in charge of the
corporate staffs. Total remuneration
must be in line with market rates and
competitive in the field in which the ex-
ecutive works. Fixed salary and variable
remuneration shall be in proportion to
the executive’s responsibilities and au-
thority. For the CEQ as well as other se-
nior executives, the variable remuncra-
tion is maximized and related to the
fixed salary. The variable remuneration
shall be based on results in relation to
set targets and, as far as possible, be
linked to the growth in value of SCA
shares thar accrues to the shareholders.
In the event of termination of employ-
ment, a notice period of two years
should normally apply if notice is initi-
ated by the company, and one year if no-
tice is initiated by the executive, There
should be no severance pay entitlement.




Pension benefits are either based on de-
fined benefit or defined contribution
plans, or a combination of both, and
give the executive the right to receive a
pension from the age of 60 at the earli-
est. Earned pension benefits are contin-
gent on employment being sustained for
a long period, currently 20 years. Upon
termination of employment prior to the
retirement age, the execurive will receive
a paid-up policy for pension from age
60. Variable remuneration is not pen-
sionable. Questions relating to remuner-
ation to senior management are handled
by the Remuneration Committee, and in
the case of the CEQ, are determined by
the Board of Direcrors.”

Under the Swedish Companies Act,
the shareholders must now establish
principles for remuneration and other
employment terms for senior executives
ar each Annual General Meeting. The
Board’s proposals in this regard for the
2007 AGM are available at the compa-
ny’s website: www.sca.com.

Salaries and other remuneration for the
President and other senior executives
For information about salaries and other
remuneration and benefits for the Presi-
dent and other senior executives, see
Note 32.

Qutstanding stock and share-price
related incentive programmes

In 2001 and 2002 some 200 senior exec-
utives received stock options at no cost
to a value {theoretically calculated) thar,
on the date of allocation, did not exceed

Remuneration to auditors (PWC)

about 20 % of each executive’s base sal-
ary, The total number of stock options
for both years allocated to these execu-
tives amounted to around 1,800,000,
For additional information, see Note 32.

Audit

Auditors

The 2004 Annual General Meeting ap-
pointed the accounting firm Pricewater-
houseCoopers AB as the company’s au-
ditors. In conjunction with this appoint-
ment, the firm appointed Robert Barn-
den, Authorized Public Accounrant, to
be senior auditor, Barnden has been a se-
nior auditor since 2000.

Barnden is also audiror for Nobia AB
and Seco Tools AB, and deputy auditor
for Telefonakticbolaget LM Ericsson
and Acando AB.

Barnden has no shares in SCA.

Audit work

The Internarional Financial Reporting
Standards (IFRS) are applied in the prep-
aration of the Group’s financial reports.

The Group’s nine-month report was
reviewed by the company’s auditors,
This review was conducted according to
recommendations issued by FAR (the in-
stitute for the accounting profession in
Sweden).

Audits of the annual accounts, con-
solidated accounts and the accounting
records, as well as the administration of
the company by the Board and the Presi-
dent are conducted in accordance with
accepted audirting standards in Sweden.

Group Parent Company
SEKm 2006 2005 2004 2008 2005 2004
Remuneration for audit assignments 62 64 58 9 g 5
Remuneration for other consultations 28 25 43 2 i1 6

Corporate Governance

Remuneration to auditors
The company’s auditors have received
remuneration for audits and other re-
quired reviews as well as advice and
other assistance resulting from observa-
tions made during such audits. Auditors
have also received remuneration for sep-
arate advisory services. Most of the ad-
vice relates to audit-related consultation
on accounting and tax issues in connec-
tion with restructuring processes.

According to its instructions, the
Audit Committee must draw up guide-
lines stipulating which services, other
than audiring, the company may pur-
chase from its auditors.

Remuneration paid to auditors in
2006 is specified below.

Financial Reporting

Financial reporting to the Board

The Board’s rules of procedure and
schedule specify which reports and what
information of a financial nature should
be presented to the Board at each of the
regular meetings.

The Board's instructions for the
President require him to ensure that the ,
Board receives the necessary reports in
order to continuously assess the finan-
cial position of the company and the
Group. The instructions also specify
which types of reports the Board must
receive at every meeting.

External financial reporting

The quality of the external financial re-
porting is ensured through a variety of
measures and routines.
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The tasks assigned to the company’s
internal control unit include examining
accounting processes critical for finan-
cial reporting and communicating any
observations to the Audit Commirtee
and the Board.

In addition to the annual accounts,
the auditors examine the third quarter
closing accounts.

The President, supported by his cor-
porate staffs, is responsible for ensuring
that all other financial information pro-
vided, for example, in press releases with
a financial content and presentation
material for meetings with media repre-
senratives, owners and financial institu-
tions is correct and of good quality.

Communication with the

company's auditors

In accordance with its instructions, the
Audit Committee meets regularly with

the company’s auditors to obtain infor-
mation on the focus and scope of the
audir and to discuss the issue of coordi-
nation between the external audit and
internal control, as well as opinions on
the company’s financial risks.

In addition, the Board, in accordance
with its rules of procedure, meets the
auditors at no fewer than three regular
board meetings during the course of the
year.

At these meetings the auditors pres-
ent and receive opinions on the focus
and scope of the planned audit and de-
liver verbal audit and review reports.

Furthermore, at the Board’s third
regular autumn meeting, the auditors
deliver an in-depth report on the audit
for the current year. The rules of proce-
dure specify a number of issues thar
must be covered. These include matters
of importance that have been a cause for

concern or discussion during the audit,
business routines and transactions
where differences of opinion may exist
regarding the choice of accounting pro-
cedures, as well as accounting for con-
sultancy work assigned to the audit irm
by SCA and for its overall dependence
on the company and its management.

On each occasion, Board members
have an opportunity to ask the auditors
questions and some detailed discussion
of the accounts takes place without rep-
resentatives from company management
being present.

A similar regulation of the compa-
ny’s contacts with the auditors is pro-
vided in the rules of procedure for the
boards of the business groups.

Board of Directors’ Report on Internal Control regarding financial reporting

Under the Swedish Companies Act, the
Board of Directors is responsible for in-
ternal control.

Control environment

For the purpose of creating and main-
taining an efficient control environment,
the Board has drawn up a number of
basic documents of significance for the
company’s financial reporting. These in-
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clude the rules of procedure for the
Board and instructions for the President,
accounting and reporting instructions, a
financial policy and a code of conduct.
The basic control documents are applied
within all of the business groups and are
reviewed on a regular basis. An efficient
control environment also requires a sac-
isfactory organizational structure that is
reviewed on an ongoing basis.

The day-to-day work of maintaining the
control environment as established by
the Board is primarily the responsibility
of the President, who reports on a regu-
lar basis to the Board on the basis of es-
tablished routines. Reports are also pro-
vided by the internal control function
and the Audir Committee.

Managers at ditferent levels within
the Group also have, within their respec-




tive areas, well-dehined powers and re-
sponsibilitics with respect to internal
conrrol. As part of the management sys-
tem, there are several well-defined pro-
cesses for planning and implementation
of decisions and to support decision-
making.

Risk assessment

SCA’s risk involved with financial re-
porting is thought to consist mainly of
the risk that a material error may be
made in the reporting of the company’s
financial position and results. The com-
pany’s accounting instructions and es-
tablished follow-up routines are de-
signed to lower this risk. SCA’s Board of
Directors and Audit Committee assess
the financial reporting on an ongoing
basis from a risk perspective.

Control activities

An important task for SCA’s corporate
staffs is to implement, develop and
maintain the Group’s control routines
and to implement internal control mea-
sures aimed at business critical issues.
SCA’s business groups, including man-
agement at various levels. Persons in
charge at various levels within SCA, are
responsible for carrying out the neces-
sary control measures with respect to fi-
nancial reporting.

The company’s extensive controller
organization plays an important role in
that it is responsible for ensuring that fi-
nancial reporting from each unit is cor-
rect, complere and delivered in a nmely

manner. Also, each business group has a
Vice president Finance director with the
same responsibilities for hisfher respec-
tive business group.

In recent years SCA has introduced a
standardized system of control measures
involving Ave processes that are signifi-
cant to the company’s financial report-
ing. The system covers the ordering
arder-to-cash process {including cus-
tomer payments), the purchasing pur-
chase-to-pay process (inctuding pay-
ments to suppliers}, the closing of the
books, the payroll process and manage-
ment of fixed assers. Control of these
processes is implemented through self-
cvaluarion followed up by an internal
audit, SCA has, in some cases, enlisted
external help to validate these control
neasures.

Information and communication

SCA has information and communica-
tion channels intended to ensure that in-
structions, manuals, etc, of significance
in the preparation of reliable inancial
reports are updated and communicated
to the relevant individuals within the
company. Regular reporting and exami-
nation of financial results is carried out
both within the management teams of
operating units and in the established
board structure.

Supervision and follow-up

The Board of Directors and the Audit
Committee reviews the annual accounts
and interimn reports before they are pub-

Corporate Governance

lished. The Commirtee discusses ac-
counting principles and risk of particu-
lar importance and issues concerning the
presentation of the reports. The compa-
ny’s external and internal audrors take
part in these discussions,

SCA’s management and corporate
staffs conduct a monthly follow-up of
results and analyze any deviation from
the budget and the previous year’s re-
sults. All monthly resules are discussed
with the management of each business
group.

SCA has established a corporate in-
ternal audit unit which reports regularly
to the Audir Committee on issues con-
cerning internal auditing and to the CFO
on other issues.

This report has not been reviewed by the
company’s auditors.
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Board of Directors and Auditors

Soren Gyll

Lars Jonsson Lars-Erik Lundin Orjan Svensson
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Elected by the Annual General Meeting

Sverker Martin-L&f {1943}

Tech. Lic., Honorary PhD

Chaiman since 2002, formerty President and CEO of SCA.
Chairman of the Board of SSAB and Skanska, Vice Chaiman
of Industrivirden, Ercsscn and the Confederation of Swedish
Enterprise. Mernber of the Board of Handelshanken.

Elected 1986

Ashares: 1,000

B shares: 25,841

Options: 80,000

Rolt Bérjesson (1942)

MSc Eng.

Chairman of the Board of Rexam Plc and Ahlsell AB. Member
of the Board of Avery Dennison.

Elected 2003.

B shares: 5,950

Independent of the company, corporate management and
SCA's major shareholders.

Soren Gyll (18400

Honorary PhD Engineering

Member of the Board of Medicover Holding. Member of the
Royal Swedish Academy of Engineering Sciences (VA
Elected 1997.

B shares: 1,619

Independent of tha company, corparate management and
SCA's major shareholders.

Tom Hedelius (1339)

Honorary PhD Econemics

Ghairman of the Board of Bergman & Beving, Industrivirden
and the Anders Sandrew Foundation. Vice Chairman of
Addtech, Lagercrantz Group and the Jan Wallander and Tom
Hedelius Foundation. Member of the Board of LE Lundberg-
féretagen and Volva.

Honorary Chairman of Handelsbanken.

Elected 1985.

B shares: 1,940

Leif Johangson (1951)

MSe Eng.

President and CEC of AB Volvo. Member of the Board of
Bristol-Myers Squibb Company, the Confederation of Swed-
ish Enterprise and Toknikfbretagen. Mamber of the Royal
Swedish Academy of Engineering Sciences (IVA).

Elected 2006

B shares: 480

Independent of the company, corporate management and
SCA's major shareholders.

Information at 31 December 2006. One option corresponds o one share

Anders Nyrén (1954)

MSe Econ., MBA

President and CEQ of Industrivérden. Vice Chairman of Han-
delsbanken and Sandvik. Member of the Board of SSAB,
Skanska and Ermnstrdémgruppen, Chairman of the Stock Mar-
ket Company Association and the Association for Generally
Accepted Principes in tha Securities Market.

Elacted 2001.

B shares: 400

Independent of the company and corporate management.

Barbara Milian Thoralisson [195%)

M.B.A, BA

Member of Board of Electrciux AB, Storebrand ASA, Tand-
berg ASA, Rieber & Son ASA, Fleming Invest AS, Stokke AS
and Norfolier AS.

Elected 2006.

B shares: 1,000

Independent of the company, corporate management and
SCA's major sharehoklers.

Jan Astrdm (1956)

MSc Eng.

President and CEQ of SCA. Ferrnerly Executive Vice Presi-
dent and Deputy CEO.

Elected 2002.

8 sharas: 5.659

Options: 55,000

Appointed by the employees

Lars Jonsson [1956)

Chairman Swedish Paper Workers Union dept. 167 at SCA
Graphic Sundsvall AB, Ostrand pulp plart, Timrd. Member of
the Swedish Trade Union Confeceration (LC).

Appointed 2005.

Sharas: 0

Lars-Erik Lundin {1948)

Maintenance Technician at SCA Packaging Obbola AB.
Member of the Federation of Salaried Employees in Industry
and Senvices {PTK).

Appointed 2005,

Shares: 0

Grjan Svensson (1963)

Senior Industrial Safety Representative at SCA Hygiene Prod-

ucts AB, Edet Bruk, Lilla Edet. Member ol the Swedish Trade
Union Canfederation (LO).

Appointed 2005,

Shares: 0

Corporate Governance

Deputies

Bart-lvar Pettersson (1955)

Waorks Manager at SCA Graphic Sundsvall AB, Ortviken
paper mill, Sundsvall. Member of the Federation of Salaried
Employees in Industry and Services (PTI).

Appointed 2005.

Shares: 0

Anders Engqvist (1958)

Machine Operator at SCA Packaging Sweden AB, Virnamo.
Mamber of the Swedish Trade Union Confederation (LO).
Appointed in 2005.

Shares: 0

Harriot Sjdberg (1946)

Chairman, SIF local union, SCA Hygiene Products AB, Géte-
borg. Membser of the Federation of Salaried Employees in
Industry and Services (PTK).

Appointed 2001.

B shares: 805

Secretary to the board

Anders Nyberg (1851)

Bachefor of Law

Senior Vice president, Secretariat, General Counsel
B shares: 10,132

Options: 18,000

Auditors

PricewaterhouseCoopers AB

Senior Auditor: Robert Barnden, Authorized Public
Accountant.

Shares: 0

Honorary chairman

Bo Rydin, MSc Econ., Hon PhD Econ., Hor PhD
Engineenng
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Corporate Senior Management Team

Jan Astrém (1956)
President and CEQ

MSc Eng.

SCA employes since 2000
B shares: 5.659

Options: 55,000

Lennart Persson {1947)
Executive Vice President and CFO
Business Econ.

SCA empioyea since 1987
Bshares: 13,755

Options: 27,000

Anders Nyberg {1951)

Senicr Vice President, Secretarial,
General Counsel

Bachelor of law

SCA employee since 1988

B shares: 10,132

Options: 18,000

Jan Astrom, John D. Williams and Mats Berencreutz

Bodil Eriksson (1963)

Senior Vice President, Corporate Communi-
cations.

Berghs School of Communications

SCA employee since 2005

Shares: 0

Options: 0

Karin Eliasson {(1961)

Senior Vice President, Hurnan Resources
85¢

SCA employee since 2003

Shares B: 100

Options: ¢

Gunnar Johansson {1958}
President, SCA Personal Care
MSc Econ., MBA

SCA employee since 1981
Shares: 0

Options: 24,000

information at 31 December 2006. Cne option coresponds Lo one share.
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Mats Berencreutz (1954)
President. SCA Tissue Europe
MSe Eng.

SCA empioyee since 1981

B shares: 114

Options: 7,500

John D, Williams (1854)
President, SCA Packaging Eurcpe
8A

SCA Employee since 2000
Shares. O

Options: 7 500

Kanneth Eriksson (1944)
President, SCA Forest Products
Mechanical Engineer

SCA empioyee since 1979

B shares: 5.791

Opticns: 40,000

Thomas Wulkan (1961}
President SCA Americas
Business Econ.

SCA employee since 2000
Shares: 0

Options: 12,000

Rijk Schipper {1952}
President. SCA Asia Pacific
MSc Fcon.

SCA employee since 1980
Shares: 0

Options; 13,000
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Sodil Eriksson and Anders Nyberg

Organization

Executive Vice President and CFO

Gunnar Johansson, Lennart Persson and Thomas Wulkan

BresidentfandCEC]

Secretariat

Finance — Corporate Communications
Treasury — Human Resources
Internal Audit Business Development
and M&A
Tax - Technology and Environment
Business Groups
1
SCA SCA SCA SCA SCA SCA
Personal Care Tissue Europe Packaging Europe Forest Products Americas Asia Pacific
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Business areas and operating units

North and South
Europe America Asia Pacific
Personal Care SCA Personal Care!
]
@
L Tissue SCA Tissue Europe SCA Americas SCA Asia Pacific
T
w
@
g
‘p Packaging SCA Packaging Europe
3
[+
Farest Products SCA Forest Products
D = Business Groups - the Group's cperating units.
1 The SCA Perscnal Care business group includes both Eurgps and Narth America.
4 . AVECAgEInOY
(Group] [Netlsaies] Operatinglprofit] Capitalfemployed Operatinglcashiflow] e oy eas
jtotal Q0 17439ISEK M [BI505ISEKM 96N 92{SEKM) 61304]1SEKm)] o 17020)
T @ @ CD @
Nel sales 21% Cperating profit 32% Capital employed 9% Operating cash fow 47% Average no. of employess 15%
21,272 SEKm 2,789 SEKm 8,471 SEKm 2,984 SEKm 7 560 smployees

Tissue @
Nat sales 31%
31,336 SEKm
Packaging

%

Net sales 33%
33.353 SEKm

Forest Products

&
(D

Net sales 17%
17,651 SEXm

Operating profit 17%
1.490 SEKm

D

Operating profit 23%
2,072 SEKm

Operating profit 28%
2,475 SEKm

()

Capilal employed 35%
33,448 SEKm

(5

Capital employed 29%
28,307 SEKm

Capital employed 27%
25,682 SEKm

(D

Average no. of employees 29%
14,568 srmployees

(D

Average no. of employees 48%

(D

Operating cash flow 17%
1,101 SEKm

(D

Operating cash flow 5%

324 SEKm 24 640 employees
Operating cash flow 40% Average no. of employees 8%
2.549 SEKm 4,148 smplayees
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Ten-year summary

SEKm 2008 2005 2004 2000 2002 2001 2000 1999 1998 1997
INCOME STATEMENT
Net salas 101,439 96,385 89,957 85,338 83,046 82380 67,157 84,896 61273 58,595
Operating profit ! 8,505 1,928 7,668 7.757 9,101 9,492 10,634 6,733 6,428 5,568
Personal Cara 2,799 2,474 2,429 2,403 2,588 2,080 - - - -
Tissua 1,490 1.577 2,026 2418 2,898 2393 - - - -
Hygiene Products - - - - - - 2,909 2,613 2,463 2611
Packaging 2,072 1,775 2,604 2,482 3,085 3,286 2,977 2,216 1,510 1,219
Farest Products 2475 1,886 1,777 1,559 1,986 2,976 2720 2,123 2,045 1,259
Fine paper and wholesala - - - - - - B44 491 528 438
Qther cperations 2 -331 -5,784 -1,167 25 -300 -233 2,013 -108 288 413
Goodwill amortization - - - -1,130 -1,137 -1,010 -729 -602 -407 -372
Financial income 179 156 453 544 409 380 531 322 280 280
Financiai expenses -1.851 -1,651% -1,537 -1,334 -1,432 -1,782 -1,738 -1,534 -1,53¢ -1,391
Profit after financial items 6,823 433 6,585 6,967 8,078 8,090 2,327 5,521 5,169 4,457
Taxes -1.360 21 -1,393 -1.861 -2.341 -2444 -2.133 -1.84% -1,880 -1,337
Winority interests - — - =31 -44 -59 — 46 -70 - 110 - 361
Net profit for the yeard 5,487 454 5,182 5,075 5,693 5,587 7,148 3,602 3,379 2,759
BALANCE SHEET
Fixed assets (exchuding financial recetvables) 95994 101,840 96,162 77.885 75,462 76,967 60.962 61,065 55147 50.351
Receivables and inventories 29,907 29,356 25.681 22,880 24,765 23,338 21.765 1831 18,790 16.726
Fixed assets available for sale 2,665 68 - - - - - - - -
Financial receivables 2,470 2,035 682 4,146 6,151 3,898 3.497 1,278 1,485 1,370
Short-term investments 409 237 128 749 306 106 502 2,830 1,132 676
Cash and bank balances 1,509 1,684 3,498 1,696 2,520 2,189 1,440 1,630 1.819 1,582
Total assets 133,544 135220 126151 107,356 109,204 106,788 88,166 85,214 78,373 70,705
Shareholders’ equity 58,299 56,343 54,350 49,754 47,983 45983 39,898 34,133 28,404 24,653
Minority interests 664 767 768 781 687 736 612 587 1,386 1,496
Provisions 14 240 17,035 16,962 13,620 14,773 14,870 13,242 8,632 10,806 10,452
Interest-baaring debt 38,601 39,036 35,021 25,429 27,498 27,746 18,694 28,881 25,806 22,847
Cperating and othar non-interest bearing liabilities 21,740 22,039 19,050 17.802 18,263 17.453 15.720 12,981 11,871 11,457
Total liabilities and shareholders’ equity 123,544 135,220 126,151 107,356 109,204 106,788 88,166 85,214 78,373 70,705
Capital employed 96,192 95,341 87.208 71,687 71,883 67,878 57,51 54,616 47,400 44,840
Nat debt, incl. pension liabilities -3638¢ -39826 -34,745 22,306 -23,809 -23.461 -15880 24073 -24756 22254
CASH FLOW STATEMENT
Operating cash flow 6,304 7471 B.837 10,102 12,421 14,206 9,005 8,707 8678 6.631
Cash flow frem current operations 2772 4,362 5,688 8,134 8.620 11,248 5,852 6,740 3875 4,850
Cash flow before dividend 1,538 1,768 -6.276 9N -855 4,254 10,609 -3,780 5 482
Current capital expenditures, net -5,672 —4.859 -4,270 -3,902 -3,523 -3,479 -2.245 -2,048 -2.058 -2.207
Strategic capital expenditures -935 -2.088 -2,398 -2.949 -2,823 -1,469 -1.121 -2,615 -2.248 -84a3
Acquisitions -323 -428 -9,340 -4,808 -5,483 13286 -2.349  -10.400 -2,793 -3.431
KEY RATIOSS
Equity/assats ratio, % 44 A2 44 a7 45 44 46 41 38 37
Interest coverage, muttiple 5. 1.3 71 938 89 68 8.7 56 51 50
Debt payment capacity incl. pension liabilities, % 29 27 35 54 47 51 49 33 32 33
Debt/equity ratio, incl. pension liabifities, muttiple 0.62 Q.70 063 Q.44 0.49 0.51 0.39 0.69 0.83 0.85
Return on capital employed, % 9 2 9 1 13 14 18 12 14 12
Return on equity, % 9 1 10 10 12 138 20 12 13 12
Ogperating margin, % 8 2 9 9 10 12 16 10 11 10
Net margin, % 5 o] 8 <] 6 7 " 6 6 5
Capital turnover rate, muttiple 1.05 1.1 1.03 1.19 1.23 1.21 1.17 1.19 1.29 1.31
Operating cash flow per share, SEK 1185 1867 24.35 34.98 37.42 48.38 28.49 31.23 18.36 230
Earnings per share, SEK 2326 1.84 2212 21.84 24,54 24,05 30.84 16.73 16.03 1311
Dividend per sharg, SEK 12.008 11.00 10.50 10.50 9.60 8.75 7.75 6.80 6.14 5.43

' Operating profit distibutad pro forma tor 1937-2000.

2 2005 and 2004 including rastructuring costs of SEK 5.365m and SEK 770m respectively. 2000 includes capital gain from the sala of Mode Paper of SEK 2.031m.
1998-1997 includes capital gain from sale of group companies of SEK 3m and SEK 29m respectivety

# Profitin Swedan charged wath 28% deferred tax 1997-2003.

# Calcutation of average capital emplkoyed and equity based on five measurements.

% Key ratios are defined on page 111,

% Board proposal.
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Comments to the ten-year summary

Income statement

Sales

From 1997 until the end of 2000 net
sales rose by approximately 5% per year
and then increased in 2001 by just over
20% as a result of the acquisitions of
Georgia-Pacific Tissue and Tuscarora

in North America. During the period
2002-2004,SCA continued to acquire
companies, which contribured to a fur-
ther increase in sales of 17% up to the
end of 20035, The effect of acquisitions,
which included the Carrer Holt Harveys
and Copamex’ tissue operations, was
limited due to the weakening of the
USD. In 2006 the Group launched more
new products than ever before and as a
result of the growth in volume, SCA’s net
sales exceeded SEK 100bn for the first
time. During the reporting period the
Group's sales increased by 6% annually

{CAGR).

Operating profit

During the 1997-2000 period, Hygiene
Products developed in a positive direc-
tion and the profit increased by around
10% per year, with the exception of
1998 when the profit declined. Packag-
ing also developed well during the
1997-2000 period and operating profit
increased by an average of 33% annu-
ally, which was mainly due o acquisi-
tions. The operating profit for Forest
Products increased during the same
period by an average of 19% annually.
In addition, the capital gain from the
sale of the fine paper operations is added
to the operating profit in 2000. The capi-
tal gain, combined with the strong oper-
ating profit from the other business

areas, meant that the Group was able
to report a record high operating profit.
Operating profit rose by 54% for
Hygiene Products in 2001, which is
partly attriburable to the acquisition

of Georgia-Pacific Tissue. Packaging
and Forest Products also continued to
develop well in 2001 and, as a result, a
record-high operating profit, adjusted
for non-recurring effects, could be re-
ported. The increase for Hygiene Prod-
ucts, Personal Care products and Tissue
continued in 2002. The increase, which
was 24% for Hygiene Products, can be
ateributed to volume growth and lower
raw material and production costs.

The improvement for Tissue amounted
to 21% and is explained by the acquisi-
tion of Cartolnvest as well as lower raw
material and production costs. The oper-
aring profit in 2002 for Packaging and
Forest Products fell as a result of lower
prices, Personal Care did not reach the
2002 profit level until 2006. This busi-
ness area has been under the pressure
of rising raw material costs and intense
competition. In the Tissue business area,
continued acquisitions did not compen-
sate for lower prices, higher raw mate-
rial and energy costs and the negative
effects of currency movements. This re-
sulted in a gradual decline of the operat-
ing profit after the record year of 2002.
Packaging’s operating profit declined
from the record year of 2001 for two
vears and improved slightly in 2004, be-
fore sustained price reductions caused
lower profit levels in 2005. In 2006
prices improved gradually. During the
first half, price increases were imple-
mented for containerboard, which led

SCA Data

to gradual increases in the price of cor-
rugated board, resulting in a slight im-
provement in profits. Forest Products
also saw a fall in profit for two years
following the record year of 2001, as

a result of lower prices and negative
effects of currency movements. Since
that time, profits have gradually im-
proved and the 2006 profit is the third
best in the reporting period. The im-
proved profit is mainly the result of
higher prices. To address the problem

of falling profits, an efficiency enhance-
ment programme was initiated in 2004,
followed by an additional programme
in 20035. These programmes are expected
to provide annual savings of SEK
2,750m with full effect in 2008. Up until
now the programmes have resulted in
savings of SEK 1,950m (1,200+750)

Cash flow statement

A total of SEK 73bn has been invested in
expansion during the reporting peried
of which SEK 54bn is attributable to
company acquisitions. Maintenance in-
vestments amounted to SEK 43bn and
have remained ar a steady level of around
4% in relation to sales. Cash flow in re-
lation to net sales has, however, increased
over the past four years, due ro faster
product upgrades and investments relat-
ing to the efficiency programmes.

Key ratios

During the reporting period, the Group’s
dividend rose from SEK 5.43 1o SEK 12
{Group Board’s proposal), an annual
increase of 9%,
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SCA Data

P ro d U Ct I O n Ca p aC Ity {Capacity is stated in thousands of tonnes unless otherwise indicated)

Tissue Packaging
. : Testliner/
Mill Country Capacity Praduction plant Country Corrugated board Kraftliner fluting
Box Hil Australia 57 Corrugated board Asia 365
Ortmann Austria 122 Austria 55
Stembert Belgium 70 Belgium 164
Santiago! Chilg 55 Gzech Repubiic 55
Madellin'} Colombiza 40 Denrnark 153
Bogota" Colombia 35 Estonia 27
Lassoll Ecuador 22 Finland 41
Le Thell France 62 France 205
Roanne France 32 Germany 470
Mainz-Kaostheim Germany 106 Greece 60
Mannheim Germany 263 Hungary 50
Collodi haly 3¢ Irefand™ 8
Luccal Haly 140 Haly 495
Pratovecchio Raly 21 Lithuania a7
Ecatepec Mexico 68 Netherands 150
Monterray Mexico 57 Norway 5
Uruapan Mexico 36 Poland 35
Friesland?! Netherlands ) Romania 10
Drammen Norway 20 Russia 51
Kawerau New Zealand 63 Slovakia® 2
Cavite Philipgpines 14 Spain 170
Svetogorsk Russia 43 Sweden 135
LaRba Spain 26 Switzerland 40
Mediona Spain 45 Turkey 85
Valls (Puigpelat) Spain 60 UK 360
Jinkoping Sweden 21 Containerboard
Lilla Eclet Swadon 100 Witzenhausen Germany 325
Chesterfield UK 31 Aschaffenburg Germany 330
Oakenholt UK 68 Lucca laly 365
Prudhoe UK 90 De Hoop Netherands 350
Skeimersdale UK 30 Munksund Sweden 340
Menasha us 21 Obbola Sweden 300 125
Barton us 100 New Hythe UK 250
South Glens Falls s % Total 3,248 640 1,745
Alsip us 55
Flagstaff Us 53
Total 2,344
Personal Care Forest Products
5C and Total Solid-wood
Lwe- Market CTMP  pulpand  products
Praduction plant Country Mill Country Newsprint paper pulp pulp paper 1,000 m?
Melbourne Australia Laakirchen Austria 510 510
Drummondville Canada Ortviken Sweden 3rs 475 850
Santiago! Chils Ostrand Sweden 430 80 510
Cavca'l Colombia Munksund Sweden 420
Rig Negro! Colombia Bollsta Sweden 410
Linselles France Tunadal Sweden 340
Selangor Malaysia Rundvik Sweden 230
Ecatepec Maxico Stugun Sweden 150
Gennep Netherlands Vilhelrmina Sweden 110
Hoogezand Netherands Holmsund Sweden 100
Henderson New Zealand Graningebruk Swedean ac
Cavite Philippines Aylestord™ UK 410 410
Olawa Polana Total 785 985 430 80 2,280 1,790
Gemerska Harka Slovakia
Johannesburg? South Africa
Falkenberg Sweden
Ksibet el Mediouni¥ Tunisia
Bowling Green s

"+ Gapacity data represents the plant's entire production while SCA's stake i5 less lhan 100%

2 Non-woven production
# Converting plants only
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Definitions and key ratios?

Capital definitions

Net operating assets The Group’s and the busi-
ness areas’ net operating assets are calculated as
an average of fixed assets according to the bal-
ance sheet and net working capital reduced by
long-term liabilirics.

Capital employad Net operating assets reduced
by tax liabitities {net).

Shareholders’ equity The sharcholders’ equity
reported in the consolidated balance sheet con-
sists af taxed sharcholders’ equity increased by
the equity portion of the Group’s untaxed re-
serves, (Deferred tax liability in untaxed reserves
has been calculated ar a 28% rate for Swedish
companies and at the applicable tax rate for
foreign companices in each country vurside
Sweden.)

Net debt The sum of consolidated interest-bear-
ing liabilities, including pension liabilities and
accrued interest fess liquid funds and interest-
bearing short-term and long-term receivables
and capital investment shares.

Firancial measurements

Equity/assets ratio Sharcholders equity plus mi-
noricy interest expressed as a percentage of total
assers.

Debtequity ratio Expressed as ner debr in rela-
tion to shareholders® equity, including minority
interests.

Interest coverage ratio Calculated according 1o
the net method where operating profit is divided
by financial items,

Cash earnings Calculated as earnings before tax,
with a reversal of depreciation of tangible and
intangible assets, share of profits of associated
companies, and non-recurring items, reduced by
tax payments.

Debt payment capacity Expressed as cash earn-
ings in relation to average net debt,

Operating surplus Expressed as operating profic
before depreciation/amortization of rangible and
intangible assets and share of profits of associ-
ated companies.

Operating cash flow The sum of operating cash
surplus and change in working capital, with de-
ductions for current capital expenditures in
property and plant and restructuring costs.

Cash flow from current operations Opcrating cash
flow less net financial items and tax payments
and taking into account other financial cash
flow.

Strategic investments Strategic investments in-
crease the company’s future cash flow through
acquisitions of companies, capital expenditures
to expand facilities, or new technologics thar
boost SCA’s competitiveness.

Current capital expenditure Investments to main-
tain competitiveness, such as maintenance, ratio-
nalization and replacement measures or invest-
ments of an environmental nacure,

SCA Data

Margins, etc.

Operating surplus margin Operating surplus as a
percentage of net sales for the year.

Operating margin Operating profit as a percent-
age of net sales for the year.

Net margin Net profit for the year as a percent-
age of net sales for the year.

Capital turnover Net sales for the vear divided by
average capital employed.

Rates of return

Return on capital employed Return on capital
emploved is calculated for the group as operat-
ing profit as a percentage of average capital em-
ployed. Goodwill is excluded for the business
areas.

Return on shareholders’ equity Return on share-
holders’ equity is calculated for the Group as net
profit for the year as a percentage of average
shareholders' equity.

Other measurements

Value added per employee Operating profic plus
salaries, wages and payroll expenses divided by
the average number of employees.

# Calculaions of key ratios arg based mainty on the recommendations issued by the Swedish Sociaty of Financial Analvsts. Averages are calcuiated based on five measureponts.
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he year at a glance

10 further improve the efficiency of SCA’s

ater consumption, an internal seminar was
held to provide information about improvement
measures, such as efficient management of pro-
cess water. The results of this initiative are already
beginning to show.

Efforts to reduce carbon dioxide emissions
rom fossil fuels in relation to production
levels have led to the widespread use of efficient
co-generation technology at the paper and pulp
mills.

Responsible use of wood: SCA’s forests are
ertified according to FSC, a strict international
standard. In 2006, SCA raised the standards for
its wood suppliers.

Observance of SCA’s Code of Conduct: In
2006 SCA introduced sweeping safety improve-
ments at its production plants in China, The
Group also evaluated the observance of human
rights at plants in six countries.

Indicators SCA Group
Production
paper and pulp {ktannas)
personal care products (ktonnes)
timber and solid wood (1,000 m¥)
Grid supply electricity (GWh)
Emission of carbon dioxide (kionnes)
Effluant water {Mm-Y)

Employesas

Women (%)
Salaries (SEKm)
Social costs (SEKm)
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SCA ataglance

SGA in the world

Net sales by business area
{excl. intra-Group deliveries)

Operating profit by business area
{adjusted for central iterns)

Forpst Products Personal Care Forest Products Personal Cara

16% 21% 28% 32%
/

Packaging \; Tissue Packaging \\/\

2% \\ 31% 23% .

SCA’s strategic strengths

Regional presance
with global capability

Efficiont production

Read more about SCA's strategic strengths in the
Annual Report.

The Group's largest markets

SEKm

UK
Germany
USA
France
Swoden
ltaly
Netherlands
Spain
Denmark
Australia
Maxico
Belgium

Although Europe is SCA's main market, sales are incre-
asing rapidly in the growth markets.

ol 3,000 6,000 9000 12,000

SCA is a global consumer goods and
paper company. We create value through
knowledge of consumers and customers
needs, regional presence and efficient
production. We develop, produce and
market personal care products, tissue,
packaging solutions, publication papers
and solid-wood products in more than
90 countries.

More than half of our sales volume
comprises consumer products where the
end-users are individuals and house-
holds. Every day our products reach
hundreds of millions of people around
the world. These products are mainly
sold under our own brands, such as
TENA, Tork, Edet, Zewa, Libero and
Libresse. Sales are increasing rapidly in
emerging markets,

Our packaging solutions are primar-
ily used in the transporration of food,
industrial products and consumer
durables, but are also in the form of
point-of-sale packaging for product pro-
motion to the end-consumer in the store.
In our Forest Products business area,
high-quality publication papers for news-
papers and magazines are among our
most important products,

SCA’s own timber supply is a vital
component in the Group’s raw material
flow and helps form a strong link be-
tween the different product segments.
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CEO’s message

As the CEQ of SCA, itis important for
me to have a broad perspective of our
operations in relation to business con-
ditions and our future. The modern
market economy is the engine that has
driven recent improvements in quality
of fife at a previously unheard of speed.
It is important to see this development
from a number of perspectives in order
to have a thorough understanding and
make sound business and sustainabil-
ity decisions.

Consumer pressure and the demands of
the market economy require that we pro-
duce and sell our products while taking
into account long-term sustainability.
This is why SCA’s sustainability programs
are integrated into our business model.
Our sustainability initiatves, imple-
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mented along business lines, are helping
us fulfill our long-term business goals.
SCA has had a sustainability policy
and a Code of Conduct in place for a
number of years. They provide the struc-
ture for our management systems for
sustainability, which are in line with
international best practise. Our systems
are continually updated in line with new
knowledge. Qur commitment to trans-
parency and to openly reporting on
methods emploved has meant that our
performance may easily be “reviewed” in
discussions and debates. Our manage-
ment structure has lead to progressive
improvements in our performance in
terms of environmental impact and arzen-
tion to ethical and social issues and lead
to elevated internal standards and more
intensive implementation measures.

SCA is contributing to better quality
of life in modern society by manufactur-
ing products that have become a natural
part of everyday life. For those of us liv-
ing in the industrialized part of the
world it is difficult 1o imagine a life with-
out toilet paper or feminine care prod-
ucts; hard to visualize a society without
newspapers or the packaging that
enables goods to be distribured safely
and effectively. Quite simply, SCAs
products meet the essential needs of a
modern society.

We have 51,000 employees and over
350 production facilities around the
world, which means that SCA has an
important responsibility to promote sus-
tainable development. We therefore set
high standards for our environmental
initiatives, our resource consumption




and in creating safe and healthy working
environments for our employees. We
have also been working for several years
in a structured way ro ensure that all of
our operations live up to the SCA Code
of Conduct,

In order to live up to our own expec-
rations and those of our stakeholders,
we need to work constantly and reso-
lutely in a number of areas.

Examples from SCA's day-do-day work
A poorly functioning electricity market
has driven up prices dramatically over
the past few years, which has had a
major impact on SCA’s profieability. As a
business, we have a responsibility to
both our shareholders and our employ-
ees to take action to create the best pos-
sible conditions in which our company
can operate. On the issue of electricity
costs, we are dealing with this responsi-
bility in two ways. Firstly, we are parrici-
pating in the energy policy debate and
arguing in favour of measures to pro-
mote reasonable and predictable elec-
tricity prices. We are also promoting rthe
case for energy production not based on
tossil fuels, but instead on long-term sus-
tainable alternatives. Secondly, we are
investing heavily in ways to generate our
own electricity and in energy efficiency
techniques to increase our level of self-
sufficiency. One example of this is the
new soda recovery boiler at the Ostrand
pulp mill that went into operation in
October 2006. This new installation
generates 500 GWh of green electricity
per year making the mill self-sufficient in
both electricity and heating, while signif-
icantly reducing emissions to air. We
have also joined other Swedish indus-
trial enterprises in investing in wind
power and we are helping to creare a
sustainable supply of energy by produc-
ing considerable amounts of biofucl, In
2006 we also began working together
with an external partner to build a new
power plant in Witzenhausen in Ger-
marnty. When this plant is operational in
2009 it will make our mill self-sufficient
in electricity, while providing a solution
for much of the region’s waste manage-
ment needs.

The health and safety of our employ-
ees is something we work with on a daily
basis, By constantly gathering and ana-
lyzing relevant data, we can always find
ways of refining our safety measures,
also within operations that have afready
achieved significant improvements. One
initiative from 2006 that | would like to
highlight are the improvements being
made at our facilities in China. Follow-
ing an initial review of our operations
there in 2005, a number of measures
have been implemented, and a follow-up
at the end of 2006 revealed thar stan-
dards had been raised, not only in terms
of environmental performance and
occupational safety, but also in the gen-
eral strucrure and efficiency of the facro-
rics. These improvements have not only
resulted in positive internal develop-
ments but the operations in China have
also been able to atteact new, more
demanding customers.

Driving forces and goals

There are a number of forces driving our

sustainability efforts. Political decisions

and national and international legisla-
tion are driving the development
towards a sustainable society. Opinion
makers are focusing in on key issues and
public procurement processes today are
often associated with environmenial
requirements. Increasingly, companies
are being required to report on their sus-
tainability programs. At SCA we are
constantly raising the standards for our
own sustainability efforts and those of
our suppliers. We are focusing on areas
in which we have the greatest potential
to pasitively impact developments and
we are currently working with four
long-term goals:

¢ During the period 2005 - 2010 water
consumption will be reduced by 15
% and the organic content of effluent
water by 30 %

* We will continue to reduce carbon
dioxide emissions from fossil fuels in
relation to production levels

*  We will continue to apply methods to
ensure that no materials made from
fresh fibre and used in production
come from controversial sources

*  We will continue working to inte-
grate our Code of Conduct require-
ments into existing supplier perfor-
mance management systems, conduct
assessments of Human Rights and
compliance with SCA’s Code of Con-
duct in selected high risk countries
and develop a corporate Group-wide
HIV/AIDS palicy and associated pro-
cedures/guidelines.

Qutlook

Market economies and globalisation are
bringing about rapid changes in the
world. More countries in the years
ahead will make great strides in their
development. For SCA, this trend pro-
vides significant opportunities for us to
expand our operations, and we are well
positioned to do just that. At the same
time, we will be required to focus more
on long-term sustainable development.
Continuing our long-term work with
sustainability issues is therefore cssen-
tial, not only for ethical reasons, but
from a strictly commercial perspective as
well.

Conscquently, our sustainability
work in 2007 will continue with the
same intensity as in the past wirth dual
goals: 1o contribute to a somewhat bet-
ter world while further improving SCA’s
long-term competitiveness.

7

Jan Astrém,

President and CEQ
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Continuous dialogue

SCA conducts an ongoing dialogue with
a host of different stakeholder groups -
stock market analysts, environmental
interest groups, international standards
organizations, and academia, to mention
but a few. This knowledge exchange pro-
cess is valuable for SCA and contributes
to SCA's success in its sustainable devel-
opment activities.

Another component of this dialogue
is SCA’s sustainability reporting, which
provides information about focus areas
and the results achieved over the past
year, while taking into consideration the
information requirements of the various
stakeholder groups. Our ambition is to
ensure that our reports are based, as far
as possible, on the Global Reporting Ini-
tiative {GRI) principles. However, our
key indicators, while similar, are not
identical to those recommended by GRI,
as ours have been specially developed to
help us manage these issues internally.

A strategy for sustainable
development

Essentially, the concept of sustainable
development is simple and self-evident.
We are all dependent on the environ-
ment we live in, a good water supply and
the air we breathe and are all affected by
climate change. All of us expect to have
access to functional and safe products in
our everyday lives, ar home and ar work.
We have the right to a safe work envi-
ronment and opportunities to develop as
individuals. And we all —individuals as
well as companies and organizations -
have the opportunity to help build a sus-
tainable future.

SCA’s products are used daily in
homes and workplaces worldwide. With
production sites on every continent and
large areas of forest to manage and care
for, SCA’s activities impact both the envi-
ronment and the lives of people in a vari-
ety of ways. It is thus necessary for us to
manage our business in accordance with
sustainable principles. Since 2002, SCA
has a Sustainability Policy, which takes
into account the environmental, eco-
nomic and social impacts of our busi-
ness. As part of the Sustainability Policy
—SCA is committed to open and trans-
parent reporting in these areas.

SCA long-term commitments
SCA exists for the purpose of creating
value for the company’s shareholders,
increasing the standard of living and
quality of life of its employees and other-
wise contributing to the economic, envi-
ronmental, and social wellbeing of cus-
tomers, suppliers, and the nations in
which the company transacts business.
SCA places strong emphasis on the
renewability and recyclability of the raw
materials it uses and strives to offer envi-
ronmentally sound products and ser-
vices, capable of continuosly meeting
customers’ and consumers’ needs with
respect to funcrionality, economy, safety
and environmental impact.

Sustainability policy

¢ SCA shall conduct its activities in
accordance with the highest stan-
dards of corporate best practice and
in full compliance with all applicable
regulatory requirements. SCA is
committed to the sustainable devel-
opment of its business, taking all cco-
nomic, environmental and social
issues into consideration.

A natural strategy

* SCA is committed to transparency
and open communication about its
environmental and social practices. It
seeks dialogue with its stakeholders
in order ro contribure to the develop-
ment of global best practise. SCA
demands the same commitment to
rransparency and open communica-
tion from its suppliers and subcon-
tractors.

¢ SCA assesses the environmental
impact of its products during the var-
ious stages of their lifespan, and
includes suppliers and subcontrac-
tors in this process.

¢ SCA promotes appropriate, recog-
nized environmental management
systems throughout its organization.
SCA continuously reviews and chal-
lenges its objectives and rargets, in
order to reduce its global impact on
the environment.

¢ SCA aims to provide a safe and non-
discriminatory working environment
for its employees. All units must, asa
minimum, strictly abide by national
laws and/or collective agreements.
SCA actively serives for the continu-
ous improvement of healrh and
safery in the workplace.

SCA’s sustainability policy provides the
framework for our group-level commit-
ment. To achieve local relevance and
participation, responsibility for the
establishment of detailed environmental
and social objecrives and practical
implementation rests with the individual
Business Groups.
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Strategy

Code of Conduct

SCA’s Code of Conduct is based on our
core values — respect, excellence and
responsibility — and constitutes the cor-
nerstone of our commitment to manag-
ing our business activities in accordance
with ethical principles and applicable
legislation and regulations. The Code,
while not exhaustive, provides guide-
lines for SCA and its employees regard-
ing health and safety issues, human
rights (including child and forced
labour), business practises, employee
relations, data privacy and procedures
for reporting code violarions.

G * SCA Sustninability Report 2006

SCA today operates in over 50 coun-
tries and this globalization exposes us to
cultural and social environments that in
many ways may differ from those with
which we are familiar. It also exposes us
to a number of ethical challenges around
issues such as labor rights, human rights
and bribery and corruption. This makes
it more important than ever to ensure
that business is conducted in accordance
with the principles and values outlined
in the Code of Conduct,

The SCA Code of Conduct comprises
the following areas:

Healch and Safety. Nattonal and
international legislation always con-
stitute the minimum requirements
for our activities. In most cases,
SCA’s own policy exceeds the
requirements of local legislation.
Employee Relations: SCA strives to
foster a non-discriminatory company
culture in which all employees are
treated fairly and without discrimi-
nation.




Business Practice: SCA seeks to com-
pete fairly when pricing its products
and services and rejects all forms of
corrupt business practice. Our face-
to-face and online Code of Conduct
training support this commitment
and we have an e-mail hotline for our
employees to raise any concerns
about violations.

Respect for Human Rights: SCA
works actively to ensure compliance
with our human rights policy in all of
the company’s businesses, through
for instance conducting evaluations
at SCA's factorics in countries that
are deemed to be particularly sensi-
tive.

Community Relations: SCA contrib-
utes both directly and indirectly to
the societies in which we operate.
Qur products are used by millions of
people on a daily basis and our orga-
nization employs over 51,000 pco-
ple. SCA strives to engage actively in
the communities where we operate.
Communication and Privacy of
Data: While taking into account the
bounds of commercial confidential-
ity, SCA seeks to ensure open com-
munication and respects the individ-
ual’s right to privacy of data.
Applicability: The Code of Conducr
applies to ali employeces, managers
and representatives of SCA and is
applicable in all countries in which
SCA operates.

Our Code of Conduct is crucial to our
business. To ensure that the Code is an
empowering factor in helping to
strengthen our company culture and
long-term sustainability goals, SCA con-
ducts a number of supporting activities,
training and monitoring programs in
our Business Groups.

Employees are encouraged to report
ethical concerns or suspected violations
of the Code of Conduct to their line
manager or human resources depart-
ment, In 2005 a formal procedure for
reporting suspected violations of the
Code of Conduct was developed and
introduced. The system includes an
e-mail service that allows employees to
report suspected violations from the
Code of Conduct directly to Group
Human Resources staff. During 2006,
12 suspected violations of the Code of
Conduct were reported. All were thor-
oughly investigated. One reported case
is currently under investigarion. In two
reported cases in our Asia Pacific opera-
tions, the investigation lead to the dis-
missal of 9 emplovees at one facility and
4 employees ar another. The remaining
9 reports lead to disciplinary action
against 3 employees and the dismissal of
a further 7 employeces.

The full text of the Code of Conduct

is available at www.sca.com,

Our commitments for the future

SCA’s environmental and social objec-
tives serve as guidelines from Group
management for the rest of the organiza-
tion. Although the Group’s overall
objectives are focused on a limited num-
ber of key areas, they still reflect the
common goal of Group management
and the business areas to promote sus-
tainable development.

Strategy

SCA is constantly increasing its
ambition level with respect to its sustain-
ability initiatives; developing new recy-
cling methods, formulating new guide-
lines and refining analysis tools and
reporting systems. To maintain a clear
focus on those areas where SCA has the
greatest opportunity to make a differ-
ence, the Group has formulated four
long-term goals:

1, 2005-2010: specific water consump-
tion will be cut by 15% and the spe-
cific organic content of effluent water
by 30%

2. SCA will continue its efforts to
reduce fossil fuel carbon dioxide
emissions in relation to production
levels

3. SCA will continuc to employ meth-
ods to ensure that no materials made
from fresh fibre and used in produc-
rion come from controversial sources

4, With regards to the SCA Code of
Conduct, we will:

a. Integrate the SCA Code of Conduct
requirements into Our existing sup-
plier performance management sys-
tems.

b. Conducr assessments of Human
Rights and compliance with SCA’s
Code of Conduct in selected coun-
rries.

c. Assess compliance with the Code of
Conduct and identify areas where
action is required.

d. Develop a corporate Group-wide
HIV/AIDS policy and associated pro-
cedures/guidelines.
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Strategy

Goal 1: Improved water consumption

Targats
From 2005 to 2010 specific water consumption wall

be eut by 15% and specific organic content by 30%.

This target applies to the SCA pulp and paper mills
for the 2005-2010 period (raferonce year 2005),

Outcome 2006

2005 2006 +=%
Speafic water
CONSUMPHon 00345 0.0320 4.7
Specific organic
content (BOD) 1.115 1.038 -7.1

Goal 2: Reduced emissions of carbon
dioxide

Targats

Raduced emissions from fossil fuels in relation (o
production levels. This target apptes to SCA D
andt paper mals {using the previous year as a refer-
enca year),

Cutcome 2006
2006 +=%
Emissions from lossi
{uels in relation 1o
production levels 0.370 0.355 —4.1
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Goal 1: Improved water consumption
SCA’s production processes require large
amounts of water. In the manufacrure of
paper, corrugated board and tissue,

water is the medium in which paper fibre
is transported at the beginning of the
praduction process.

Water supply is already a major
problem for many countries, and clean
water will become an increasingly valu-
able resource over the coming decades,
SCA is therefore working intensively to
optimize its water consumption and fur-
ther enhance the efficiency of our warter
purification plants at all production
sites,

Notonly do the treatment plants
help to purify the water, the sludge resi-
due yielded in the purification process is
used to produce green energy through
incineration and/or biogas production.
The wise use of existing resources is a
common theme in SCA’s environmental
programmes,

Goal 2: Reduced emissions of carbon
dioxide

SCA’s production processes require large
amounts of energy and energy costs con-
stitute 7% of total sales. In 2002 SCA
therefore initiated 2 Group-wide energy
saving programme called ESAVE 1o
reduce SCA’s energy consumption and
costs as well as the impact on the envi-
ronment. The programme comprises
numerous small-scale projects, the
aggregate effect of which is significant
improvements, Since 2002 ESAVE has
reduced SCAs fuel consumption by 500
GWh, cut carbon dioxides by 40,000
tonnes and reduced electricity consump-
tion by 400 GWh.

SCA also uses industrial residues o
generarte green elecrricity through local
co-generation. In Sweden SCA produced
550 GWh thar resulted in 550,000 green
certificates. The company is also a major
supplier of forest biofuels.




Goal 3: Responsible use of

wood raw material

SCA uses two types of wood fibre in pro-
duction: fresh fibre, primarily from
SCA’s own expansive forests in the north
of Sweden, but also from forests owned
by others in Sweden, Austria, Germany
and other countries nearby, and recycled
fibre from recycled paper, SCA’s aspira-
tion is to use recovered paper in produc-
tion to the greatest extent possible and
to advocate responsible forest manage-
ment in both our own land and that of
our suppliers.

SCA has for many years been a driv-
ing force in the development of produc-
rion methods based on the use of recy-
cled fibre and has developed new meth-
ods enabling the use of recycled fibre as
raw material. The company has also
established SCA Recycling to collect and
distribute recycled fibre. The fibre col-
lected 1s delivered to the Group’s Euro-
pean packaging and tissue mills and
meets about 60% of their toral require-
ments.

SCA’s fresh fibre comes both from the
Group’s own forests and those of its sup-
pliers. SCA has been working to pro-
mote responsible forestry for many years
and was certified by the Forest Steward-
ship Council (FSC}) in 1999, confirming
that the company’s forestry activities are
carried out according to stringent stan-
dards. SCA has also adopted a policy
which ensures thar none of the material
supplied to the company that is based on
fresh fibre come from controversial
sources. Thanks to the FSC certification
of the company’s forestry activities, SCA
is the world’s leading supplier of FSC-
certified products.

SCA buys large quantities of material
made from fresh fibre, primarily paper
pulp and packaging paper, kraftliner and
semi-chemical fluting. SCA requires its
suppliers to demonstrate how they
ensure compliance with the company’s
requirement that none of the raw mate-
rial for these products comes from con-
troversial sources. Timber from contro-
versial sources is defined as:
¢ illegally logged timber,

* timber from forests with a high con-
servation value,

* timber from areas where human
rights or the rights of the indigenous
population are violared.

Goal 4: SCA Code of Conduct Compili-
ance

As a result of our commitment to world-
class standards of business integrity, the
challenge for SCA businesses worldwide
is to ensure that the Code of Conduct is
reflected in all actions at the local level.
SCA is involved in ongoing efforts to
embed its Code of Conrduct into day-to-
day business operations, to evaluate
human rights compliance within its
operations and to develop mechanisms
to ensure Code of Conduct compliance
in its supply chain.

We recognise the seriousness of the
HIV/AIDS epidemic and its potentially
devastating impact on the workplace,
the livelihoods of our employees and
those who depend on them. In line with
our Cede of Conduct and our Health
and Safety Policy, we are committed to
provide our employees with non-dis-
criminatory and safe workplaces.

Strategy

Goal 3: Responsible use of
wood raw material

Targets

SCA will continue to employ methods to snsure that
no materials based on fresh fibres used in produc-
tion come from controversial Sources.

Qutcome 2006

Al busingss groups have acguired information from
their suppliers of fresh fibre based products on how
they operate in order {c meet SCAs requirements.
The overview doss not include temporary suppliers
of smaller volumes. Based on the evaluations that
have been carried out, the number of suppliers has
been teduced. On-site audits have been carried out
by most business groups. All SCA wood consuming
units are third party audited to ensure compliance.

Goal 4: With regards to the
SCA Code of Conduct, we will:

Targets 2007

a. Continue to Integrate SCA Code of Conduct
requirements into existing supplier performance
management systems.

Continue our assessments of hurman rights stan-
dards and compliance with SCA's Code of Con-
duct in a selection of seven to nine countries.

¢. Assess compliance with the Coda of Conduct
and identify areas where action is required.
Develop a corparate Group-wide HV/AIDS policy
and associaled procedures/guidelines,

=

a3

Outcomne 2006
a. Dunng 2006 the program has focussed on defin-
ing how ethical sourcing will be managed inter-
nally, establishing responsibilities, allocating
resources and initiation of an internal communi-
cation process to our procuremnent teams who
are responsible for implementation so as to
empawer and equip themn to own this issue.
b. In-depth human rights assessments underiaken
at 12 sample factories in & high-risk countries.
Two viclations of the SCA Code of Conduct were
identified.
During 2008, 12 suspected viclations of the Code
of Conduct were reported. All were thoroughly
investigated. One reported case is currently
urder investigation. In two reported cases in our
Asia Pacific operations, the investigation kead to
the dismissai of 8 employees at one tacility ang 4
employees at another. The remaining 8 repons
lead to disciplinary action against 3 employees
and the dismissal of a further 7 employees.

0
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Strategy

Driving forces, trends and

underlying principles

As the demands on global resources in-
crease, pressures mount on manufactur-
ers to continuously improve their busi-
nesses in line with sustainable principles
and production methods, Over the past
two decades, the concept of sustainabil-
ity has moved from the periphery of
business focus to the top of the agenda
for shareholders, customers and other
stakeholders.

Opinion-shapers — individuals as well
as organizations — are drawing attention
to the key issues and political decisions
and legislation at the national and inter-
national level are contributing to the
change. Sustainable development has
grown from a movement focussed pri-
marily on environmental concerns to a
widely recognised framework that
attempts to balance economic, social and
environmental concerns in decision-mak-
ing and action. Environmental require-
ments are now a de facto feature of pub-
lic procurements. Companies are under
increasing pressure to openly account for
their environmental impact and sustain-
ability activities, and such considerations
are starting to have an impact on the
financial valuation of companies.

SCA’s wide-ranging, long-term sus-
rainability work is thus driven by both
an enduring commitment to the promo-
tion of sustainable development and by
the commercial motive of increased
profirability as a result.

Qur sustainability activities are
aimed at
* continuously improving the way in

which we impact the environment

and society
* creating a positive and competitive
image of SCA
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* creating the conditions that enable us
to be an attractive emplover with the
ability to attrace, develop and retain
professional and highly skilled
employees

» reducing our operational expenses,
for instance by reducing energy and
water consuniption

Supply Chain - a unique ability
to make a difference
Two factors ensure that SCA has a
unique ablity to control and minimize
the environmentat impact of its products.
The first is that a significant proportion
of our production, from raw material to
finished product, is undertaken at our
own production facilities. For many of
our products SCA is thus able to control
the entire chain, from responsible forest
management and environmentally sound
production methods to the collection
and recycling of paper. Secondly, SCA is a
company of significant size, and this
enables us to require appropriate stan-
dards of environmental performance and
social responsibility from our suppliers,
SCA’s business is continuously chang-
ing and growing and we are expanding
into new commercial areas and new and
in some cases higher risk countries. Our
supply chain is becoming more complex
with hundreds of suppliers worldwide.
Through our supply chain assurance
project we seek to ensure that the condi-
tions in our supply chain comply with the
requirements of our Code of Conduct.
Work has been underway since 2005 to
integrate SCA’s Code of Conduct into all
our purchasing activities and existing,
systems for evaluating and auditing exist-
ing and potential suppliers across the
Group. Aswith all our CSR programs,
we believe that accountability for deliver-

ing on our goals should rest with line
management and the day-to-day respon-
stbilities in this area should lie within the
procurement teams. During 2006, our
internal program has been focussed on
defining internally how ethical sourcing
will be managed, establishing responsibil-
ities, and allocating resources. A vital
component during 2006 has been the
introduction of an internal communica-
tion process to our procurement teams.

Joint ventures

Since the late 1970s, SCA has estab-
lished joint ventures with a number of
companies located in non-European
markets. The main rationale behind
these partnerships is that they provide
an efficient way to establish SCA in new
markets,

In a typical joint venture, SCA is
responsible for product development
and technology, while our local partner
contributes expert knowledge about the
local market. A joint venture is generally
based on 50/50 ownership and consen-
sus decision-making at board level.
Choosing the right partner is a rigorous
process that focuses on areas such as
financial stability, long-term business
focus and a willingness to operate a
business in a manner that is consistent
with SCA’s values and business practices.

A minimum requirement for SCA’s
joint ventures is that they abide by appli-
cable laws and local regulations. In real-
ity they generally maintain considerably
higher standards than chis, and the
employment terms are almost always
better than those offered by other com-
panies in the region. Not only are SCA’s
joint ventures very attractive employers,
they are also able to meet the high
expectations of customers.
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Health and safety
The health and safety of SCA’s employees
is of utmost importance to the company
and an essential aspect of being an attrac-
tive employer, Qur initiatives to create
safe and healthy work environments are
based on narional legislation and interna-
tional standards, and on the company’s
own health and safety policy, which in
most cases exceeds the requirements
defined by national legislation. The pol-
icy emphasizes SCA’s legal responsibility;
the cost of poor health and safety and the
relationship berween good health and
safety and employee motivarion, produc-
tivity and collaboration, which are cru-
cial success factors for the company. The
policy also outlines SCA's responsibility
towards its employees, their families and
the socicties in which we operate.

In addition to the Group directives
and guidelines, there are also many ini-
tiatives at the regional and local levels.

Safety results

SCA continues its efforts to foster an
improved safety culture. 50 SCA opera-
tions experienced no accidents or injuries
in 2006. Our safety programmes are
focussed primarily on preventive mea-

Incident Rate (IR)
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sures such as analysing “near misses”
and expanding internal safety inspec-
tions.

SCA conrinuously measures, reports,
and publishes data on the following key
performance indicators (KPls) for ail

operations:
*  Number of Lost Time Accidents
{LTA)

¢ Number of Days Lost {DLA)

» Accident Severiry Rate {ASR)

* Incidence Rate (IR) per 100 employ-
ees

* Frequency Rate (FR) {accidents per
million worked hours)

Detailed Group-wide safety performance
data for 2004 - 2006 are presented in the
table below,

QOur continuous improvement initia-
tives are based on thorough risk analy-
ses and consist of ambitious preventive
measures. Incidents and accidents result-

ing in absence from work are thoroughly

analysed so that concrete steps can be
taken to eradicate the cause of such acci-
dents or incidents,

The number of Lost Time Accidents
{LTAs) declined across the SCA Group
during 2006, as did the Incident

Accident Severity Rate (ASR)
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Rare([R), Over the last five years IR has
fallen by 20%, which is a significant
improvement. SCA's ASR increased dur-
ing 2006, while che relative number of
accidents is showing a tendency to
decline. In 2006, FR ranged from five to
13 across our business groups, with an
average of ten for the Group as a whole.
Tragically, a contracted employee
lost his life at work in 2006. A fatal
accident occurred at the plant in Guang-
zhou, China, when a contracted
employee died after a wall collapsed. A
full investigation was carried out. The
investigation did not point to a need for
new systemns, but rather a need for
greater efforts to change attitudes.
Another key concern is ensuring that the
existing systems are adhered to and
understood by all employees and thar
new information is communicated
throughout the organization.

Satfety Summary

2004 2005 2008
Lost Time Accidents {LTA} 822 315 762

Days lost {DLA) 17,682 18,869 17,024
Accident Sgverity

Rate (ASR) 21 21 22
Incictent Rate per 100

employees {IR) 1.94 203 1.75
Frequency Rate (FR) 11.3 11.7 9.8
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SCA's Top Management Diversity Survey
Top 300 Managers 2006

Other 13%

Swodish 34%

Mexican 3%
French 5% ~
Italian 4%
Belgan2% -~

American 8%
——_._/

British 12%

Dutch 7%

In 101al 26 nationaliutes.

SCA's Gender Top 300 Managers 2006

Women Men
9% 9N%

SCA’s Top Management Diversity Survey
Top 1,000 Managers

Other 17% Swadish 24%

Maxican 4%
.
French 5%

Biritish 12/
Halian 5% ftish 12%

Danish 3% -
< German 11%
P G ikt nk
Amorican 12% Butch 7%

In total 38 nationalties.

SCA’s Gender Top 1,000 Managers 2006

Wornen Men
14% 85%
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Employees

During the year, the average number of
employees in the Group was 51,022
compared to 51,902 in 2005. In 2006,
approximately 25{25)% of SCA employ-
ees were female. There were significant
regional differences, with women repre-
senting about 22(22}%, 28{27)%, and
35(39)% of full-time employees in
Europe, the Americas and Asia Pacific,
respectively. The 2006 employee age
distribution statistics are presented in
the diagram on page 15. In 2006, the
youngest employeces were 15 years of age
and waorked as apprenrices, administra-
tive trainees or in summer jobs in Swe-
den, Germany and Austria. The percent-
age of SCA employees with academic
degrees or similar during 2006 was
13%. This percentage has been steadily
increasing over the past 5 years as
shown in the diagram on page 15.

Employee refations

A company of SCA’s size is constantly
adapting to respond to changes in the
external environment. These changes
cover a number of different areas: the
development of new products, changes
in markering, esrablishment and expan-
sion in new markets and changes in pro-
duction structures. In all cases the rela-
tionship between the company and its
employees is a crucial success factor.
SCA therefore has a very clear-cut
approach: the Group’s relations with its
employees must be based on the compa-
ny’s fundamental values, as outlined in
the Code of Conduct, and on local legis-
lation and collective agreements.

Diversity, development and dialogue
SCA’s objective is to ensure thar all
employees are treated fairly and with
respect and given possibilitics to develop

their abilities and ralents and thereby
contribute to the success of the com-
pany. To create a dynamic organization
with a broad range of expertise, SCA
also strives to develop the organization
to embrace greater diversity. There must
be no discrimination, harassment or
threats under any circumstances, and
employment and promotion must be
based on the qualifications of the
employee.

To obrain a picture of the current sit-
uation, SCA has been conducting an
annual diversity survey of the company’s
1,000 and 300 top managers since 2003.
In 2006, among, the top 1,000 managers,
38 nationalities were represented (34)
and the ratio of women o men was 14%
women, 86% men (12%, 88%). Among
the top 300 managers, 26 nationalities
were represented (25) and the ratio of
women to men was 2% women, 1%
men (10%, 90%).Every year SCA
invests significantly in various forms of
employee development. Each SCA Busi-
ness Group has training and develop-
menr programmes based on the group’s
specific requirements. In 2006, the total
cost of training and development pro-
gramies was SEK 163 (170)m. This fig-
ure refers only to external costs incurred
and does not include any internal costs.
The actual investment is therefore signif-
icantly higher.

SCA recognizes each employee’s right
to decide whether to join a trade union
organization or not. Through regular
meetings, SCA is able ro maintain an
ongoing dialogue with employee repre-
sentatives, Agenda items include the
Group's progress, profits and other key
issues. In 2006, more than 70% of
SCA’s 51,022 employees were covered
by collective bargaining agreements. In
April 2004, SCA signed a global frame-
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work agreement with [CEM (Interna-
tional Federation of Chemical, Energy,
Mine and General Workers’ Unions,
which represents more than 20 million
members worldwide), the Swedish Paper
Workers Union (which in this context
represents all Swedish trade unions) and
SCA’s European Works Council. The
agreement is based in part on SCA’s
Code of Conduct and is aimted at pro-
moting cooperation and social responsi-
bility throughout the Group. The frame-
work agreement is reviewed each year
by the parties involved. The 2006 review
concluded that no violations of the
agreement had occurred.

An open, transparent and construc-
tive dialogue with the employees and
their representatives is valuable, especial-
ly in connection with restructuring and
reorganization measures when both the
company’s and employees’ requirements
need to be addressed. SCA therefore
works actively to ensure that employees
are provided with the best possible sup-
port when changes are implemented.
Since 2004, SCA has closed several facili-
ties and in all cases, extensive measures
were introduced to help employees find
new jobs.

Human rights

SCA fully supports the principles
expressed in the UN Declaration of
Human Rights. We are committed, in
accordance with our Code of Conduct,
to supporring and respecting the protec-
tion of human rights within our sphere
of interest. One of the chalienges faced
by SCA as a company is to ensure that
our Code of Conduct is reflected in all
parts of our global operations, i.e. also
in those parts of the world where respect
for human rights is limired, corrupr busi-
ness practices are common, there is a

lack of relevant legislation and irregular-
ities occur in the administration of jus-
tice,

During 2005, a Human Rights Coun-
ery Risk Framework was developed to
enable the identification of countries
with significant social and ethical risks
based on criteria including, the country’s
political situation, the human rights
record, level of corruption and degree of
integration into the internarional com-
munity. The risk framework encom-
passed all countries where SCA has fully
owned operations and revealed that
many SCA operations are located in
countries where the local business envi-
ronment is fraught with risks from a
SCA Code of Conduct perspective.

In Phase 1 of the Human Rights
Assessment project, in-depth assessments
were undertaken at sample factories in 6
high-risk countries to determine whether
in fact their location in risk-filled busi-
ness environments could resule in situa-
tions of conflict with the SCA Code of
Conduct. The in-deprh Human Rights
Assessments encompassed the areas of
Code of Conduct implementation, con-
ditions of employment, salaries and
wages and benefits (pensions, medical
insurance etc.), industrial relations, busi-
ness practice, community involvement
and health and safety procedures and
practice. The assessments are based
upon personal interviews and collected
quantitative and qualitative data. They
aim to determine whether policies/guide-
lines are in place to support the Code of
Conduct and address specific local risk
areas, whether adequate and appropriate
procedures are in place to ensure compli-
ance with these policies and to verify
compliance against the Code of Conduct.

The results of the assessments are
presented in a summary report sent to
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Employees with Academic Degree
or Similar 2006
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local and Business Group management.
These reports cutline the team’s overall
impressions of the current status in vari-
ous areas related to the SCA Code of
Conduct and identify areas of strength
as well as areas of potential conflict with
the SCA Code of Conduct. They also
include suggestions and recommenda-
tions ro achieve compliance with the
SCA Code of Conduct. The SCA sites
develop an action plan to achieve full
compliance.

Assessments of two factories were
undertaken in Russia during 2003. No
areas of non-compliance with the Code
of Conduct were identified; however,
potential areas for improvement were
communicated to local management.
Action plans were developed and work
undertaken during 2006 towards
improvements.

Sample factories in China, Colombia,
Malaysia, Mexico and Poland were
assessed during 2006. Two violations of
the SCA Code of Conduct were identi-
fied during these assessments. In Mex-
igo it is common local practice for
employers to carryout pre-employment
pregnancy testing. While not clearly ille-
gal under Mexican law, this practice is
not supported by SCA’s Code of Con-
duct. Pre-employment pregnancy test-
ing no longer occurs at SCA operations
in Mexico. In Malaysia, a breach in
terms of acceptable conditions of
employment for SCA employees was
identified. At the time of publication of
this report an action plan is being devel-
oped together with local management to
rectify the situation.

While areas of potential improve-
ment were identified at a few of the fac-
tories, areas of best practice were also
identified. Learning/information from
the findings of the first phase of assess-
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ments will be shared group-wide during
2007 to increase awareness around these
issues and promote greater compliance
with the Code of Conduct.

From the results of the assessments
conducted to date, it may be concluded
that the SCA Code of Conduct is some-
times not sufficiently detailed to provide
adequate guidance and support from an
ethical perspective to local management
in high-risk countries. The experience
and outcome of the first phase of assess-
ments has been of value to SCA, and the
SCA Sustainability Council has decided
that a 2nd phase of assessments will be
carried out during 2007.

Business Practise

In recent years our customers have
shown a growing interest in our sustain-
ability programs. SCA’s activities in pro-
moting environmental and social
responsibility is therefore not simply an
important ethical issue, but also, along
with an increased focus on product
safety, a key competitive parameter.

To ensure that SCA is not in violation
of prevailing competition law, a Group-
wide program is in place to ensure com-
pliance with the prevailing competition
rutes. Each Business Group annuatly
reports to SCA’s Board of Directors
detailing the measures implemented. To
prevent corruption, fraud and unethical
business practices, the Business Groups
also work actively with training pro-
grammes. Approval by higher-level man-
agers (next level approval policy) is
another key instrument helping to main-
tain high levels of control in this area.
SCA’s new organization for Internal
Audit will assist us in maintaining high
standards in these areas. The function,
which reports directly to SCA’s Board of
Directors, was established in 2006 and

consists of 12 individuals representing
all SCA Business Groups and geogra-
phies.

Chemicals

The use of chemicals is an area where
legislation plays a key role. In 2007 the
new EU legislation known as REACH
{Registration, Evaluation and Authori-
zation of Chemicals) will enter into
force. The previous legislation in this
area was a patchwork of various rules
and directives, with different rules for
“existing” and “new” chemicals. The
new legislation covers product safety as
well as environmental issues and makes
producers responsible for demonstrating
that chemicals are safe to use. SCA uses
process and maintenance chemicals in its
manufacturing processes and various
types of highly absorbent materials in its
products. SCA welcomes the new legisla-
tion as a major step towards improving
environment and product safety. [n
2006, SCA prepared to meet the new
REACH requirements by, for example,
developing procedures for documenting
the procurement and use of chemicals in
the company’s producrion processes and
products. An important tool in manag-
ing this, is SCA's Chemical Management
System (55G chemical webbservice). [t is
a web-based system that outlines the
effects on health and the environment of
the various chemicals used. The system
currently contains information about
4300 chemicals used by SCA.

Measurement and control of
operations

Measuring a business in economic terms
is of course a marter for all companies.
For SCA it is equally natural to use mea-
surement methods and control instru-
ments in other areas of the business as
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well. To this end, the company has devel-
oped a number of in-house systems and
adopred several international standards,

Resource Management System (RMS)
[n the mid-1990s SCA rook the first
steps towards developing a system rhat
enables the company to monitor its envi-
ronmental impact and thereby generate
data on which to base decisions on
future measures. This resulted in the
Resource Management System {(RMS), a
reporting system. The RMS currently
covers more than 150 production sites,
Newly acquired businesses are inte-
grated into the RMS when they have
been part of the Group for one calendar
year. Each unit reports the following
data to the system:
* raw material consumption
* incoming and outgoing shipments
* production volumes
* energy consumption broken down by
hydroelectric power, co-generation

and power from the grid
* fuel consumption broken down by

biofuels, fossil fuels and electric boilers
* air emissions, including data on fossil

and biogenic carbon dioxide
* water emissions
* solid waste

The data collected is analysed and
then used in following up the company’s
obiectives in various areas, making com-
parisons between production sites and
formulating new objectives and activi-
ties. The data is reported both internally
and externally at the mill level, Business
Group level and for the Group as a
whole.

Since its introduction, the RMS has
evolved into a highly reliable tool and is
in many ways the engine in the Group’s
continued environmental work. The
RMS has, among other things, made it
possible to follow-up and reporr the
Group’s energy consumption, transpor-
tarion and raw material use,

International standards

SCA complies with several international
standards. Some of the most important
are: the ISO 14001 environmental man-
agement system (with few exceptions,
SCA’s European mills are ISO 1400 1-
certified), the Forest Stewardship Coun-
cil, FSC (an international organization
that promotes responsible forest man-
agement) and the Occupational Healch
& Safety Assessment Series, OHSAS
18001 (work environment).

Group networks

SCA has established a number of net-
works responsible for specific issues and
for implementing SCA’s policy decisions
on sustainability. Some of the networks
that have been active during 2006 are
the Product Safety, Resource Manage-
ment, Environmental Management,
Health & Safety, CSR Implementation
and Supply Chain Assurance networks.
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Evaluation of SCA's sustainability performance

Honouring our commitments

During 2006, funds investing in compa-
nies” with the help of corporate gover-
nance, social and environmental perfor-
mance indicators were estimated to hold
more than § % of SCA shares.

SCA is rated by many sustainability
indices annually. For this report we have
asked senior analysts from feading sus-
tainability indices and non-governmen-
tal organisations to describe their most
recent sustainability rarings of SCA in
relation to peer companies.

WWF International

Since 2004, WWF has been
assessing the standards of
Corpaorate Responsibility
Reporting by pulp and paper companies
operating in Europe. WWF also identifies
an “1deal” Corporate Responsibility
Report™ as the sector benchmark. In the
2006 review SCA was chosen as perform-
ing well compared ro many of its competi-
tors. Areas of excellence in SCA’s report-
ing include the reporting on chemicals

WWF

and roxics, policy and targets for water
CONSUMPLion, on €MIssions to air, water
and landfill. WWF also rates SCA as
above average for its positive interaction
with communities and stakeholders and
overall for its comprehensive environ-
mental reporting. Duncan Pollard, from
WWEF said “SCA has been refreshingly
honest in areas such as its responsible
fibre sourcing policy. The statements are
prudent bur their level of derailed report-
ing on FSC and PEFC certification
schemes for example, show a deeper
understanding and approach to responsi-
ble sourcing than many companies.”
WWTF produced a separate study on
the Tissue sector in 2005. SCA scored
best among the § largest “rissue giants”
in the world. In 2006, SCA managed to
improve its score from under 50% in
20035 to 69% in 2006. SCA remains the
undisputed leader among the key tissue
manufacturers, for the transparency and
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clarity of its reporting and is highlighted
as the “only tissue giant to provide ade-
quate assurance that they promote for-
est management of the highest environ-
mental and social standards and actively
avoid forest destruction™.

marocvar oo INNOVEST Strateglc

Value Advisors specialize in analyzing
companies’ performance on environme-
ntal, social and strategic governance
issues, with a particular focus on their
impact on competitiveness, profitability
and share price performance. In 2006,
SCA again qualified for the “Global 100
Mosr Sustainable Corporations in the
World™" list. The “Global 100™ are selcc-
ted from a pool of over 1,800 companies
and are deemed to have the best-develo-
ped abilities relative to their industry
peers, to manage environmental, social
and governance risks, and to take
advantage of new business opportunities
in this area.

The INNOVEST analysts focus on:
strategic governance, human capital,
environment and stakeholder capital.
They also apply a “negative screening”
to ensure the company is not involved in
tobacco or weapons production ete. In
comparison to its peer group of 30 lead-
ing companies, SCA is rated above aver-
age and occupies a position in the top
quartile of the INNOVEST index of
paper & forest companies. In 2006, SCA
performed very well in all areas, main-
tamning its rating of 7.3 for “stakeholder
capital” to improving its performance
on “strategic governance (9.3}, human
capital (6.6} and environment (8.0).”

Senior analyst Susanna Jacobson said
“European forestry compantes are
above average thanks mainly to the
more sophisticated regulatory environ-
ment in Furope, and in thar SCA has
maintained its sector leading approach
on all fronts. We see its areas of competi-
tive advantage as:

* A strong sustainability strategy: SCA's
leading approach to sustainable forest
management (SFM) and product certi-
fication puts the company in a very
good position.

* An efficient use of resources: SCA's
position of largest collector and user
of recovered fibre, self-sufficiency in
energy consumption onsite as well as
its approach to reduction of resource
use are exemplary.

* Good labour relations: despite consid-
erable restructuring and outsourcing
over the last year, SCA has maintained
good relations with the unions, con-
trary to some of its peers in other
countries.

The areas of potential risk that [nnovest

identifies are:

¢ The issues in emerging markets, rang-
ing from poor environmental stan-
dards and the sourcing of fibre, to
human and labor rights, poor health
and safety standards or restrictions on
collective bargaining.

¢ The limited emission rate improve-

ment: SCA’s emissions to air and
water has plateaued or slightly
increased over the last 2 years. This
indicates a need for further invest-
ment in R&D and greater technical
innovation, The company needs to
maintain its high level of investment
in environmental improvement in
order to remain one of the secror
leaders for environmentally sensirive
products”,

Vige@ VIGEO rating

Vigeo is a European supplier
of extra-financial analysis and measures
companies’ performance in the fields of
Sustainable Development and Social
Responsibility. The Vigeo “Ethibel
Excellence Index™ comprises the shares
of some 280 European, North American
and Asia-Pacific companies considered
to perform above average in terms of
social and environmental sustainability.




In 2006 SCA was selected in the paper
and forestry sector for the Excellence
Index, with a rating of “leading per-
formrer” for its human rights policy,
active performer status for environment,
human resources and business behav-
iour and average performer in its sector
for corporate governance and commu-
nity involvement. Because of its overall
performance, SCA was also selected for
the “Pioneer register” of the “Ethibel
Excellence Index™.

SCA was highly rated for the fact
that 70% of its employees are covered
by collective agreements and that the
Healch & Safety certification (QOHSAS
18001} of its units is in progress. How-
ever, its restructuring activities can be ill-
prepared. Very little is reported about
the social dialogue within the company
in Asia and South America. More
detailed reporting is necessary. Vigeo
analysts note that SCA’s engagement on
international human resources stan-
dards, with assessment of the countries
at risk and protection of the union dele-
gates is a good step forward.

Albert Charlier, Senior Analyst com-
mented “SCA’s corporate governance
rules are relatively weak for a Scandina-
vian company, however is nevertheless
good to publish the value of the stock op-
tions held by top management. SCA’s en-
vironmental policy deserves excellent
scores, for its quantitative water commit-
ments and sustainable forest manage-
mient strategy. The reuse of recycled water
and performance in COD reduction are
impressive though there are some ques-
tions about the increase of toxic waste
and SO2 emissions. As for recycling, SCA
is not only the first European recycler of
recovered paper, but also shows a rare ca-
pability of reusing the most difficult frac-
tions of its waste, such as sludge. There
are also still some questions on sourcing
fiber in regions such as South America,
but the fact that SCA has started auditing
its suppliers is encouraging.”

N

FTSE4Good rating
The FTSE4Gaoaod is a mar-
ket index which measures

THY RGN CONPAMY

EIRIS
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the performance of com-
panies that meet globally
recognised corporate responsibility
standards.

SCA is considered to be a “high-
impact company” in environmental and
social terms. The company mects the
FTSE4Good environmental, human
rights, employee issues and corporate
governance criteria for its policies,
reporting systems and results. and EIRIS
- FTSE4Good analysts rate SCA's envi-
ronmental policy, management system
and reporting as Exceptional. SCAs lat-
est environmental performance shows
significant improvement with respect to
discharges to water and waste manage-
ment; however they consider SCA’s
improvements on climate change/energy
issues and emissions to air to be Minor.
The biodiversity policy is considered
Moderate, while the sustainable timber
policy is rated Good (35% of SCA’s
wood supply is FSC certified).

EIRIS - FTSE4Good considers the
policy & procedures for global gover-
nance to be Clear, and the Code of Con-
duct and implementation system to be
Advanced. They also awards SCA a
higher raring because the SCA President
and CEQ is also head of the Group’s
Sustainahility Council, responsible for
environmental and social issues.

SCA is rated as having an Advanced
overall approach to Human Rights,
despite its presence in countries such as
Colombia, China and Tunisia. SCA’s pol-
icy on human rights, its management
systems and dialogue are rated as Inter-
mediate and SCA also gets a positive rat-
ing for the high percentage of “positive
products and services” such as services
for environmental technology or health-
care products {(incontinence). Stake-
holder engagement and reporting is
rated Moderate. SCA’s policy for equal
opportunities scores an Advanced rating
and the analysts say that there is Clear
evidence of systems for promoting cqual
opportunity or diversity, of systems for

Dimension scores

managing health and safety of systems
for managing employee/union relations,
training and development and commu-
nity involvement. According to the ana-
lysts SCA only shows Some evidence of
systems for advancing job creation and
job security.

Dow Jones Sustain-
ability Index rating
The Dow Jones Sustainability Indexes
(DJSI) are the fArse global indexes to
track the financial performance of lead-
ing sustainability-driven companies
worldwide. Since 2005,5CA is included
in the DJSP’s European subset, the Dow
Jones STOXX Sustainability index.
SCA is rated on its Economic, Envi-
ronmental and Social performance

(O Dow Jones
Sustainabaity indeues

based on publicly available information

only. SCA received an average result(see

table below), with its best results for cor-
porate governance, code of conduct and

strategy for emerging markers.

Gabriela Grab, Senior analyst at SAM
comments: “SCA's report is comprehen-
sive and there is evidence thar SCA has
identified the right issues for environ-
mental and social management. The
Environmental management system is
advanced and the Code of Conduct goes
very far, compared to its peer companics.
But to be considered “best practice”,
SCA needs to be less vague and give
quantitative data, for commercial pulp
sourcing and its supply chain and opera-
tions in emerging markets. For the envi-
ronmental dimension, the absence ot
quantitative targets and a timing for the
reduction of CO2 emissions does not
come out well in our assessment. These
gaps in the reporting, following our cri-
teria make it that SCA does not reach
the best status for its sector.”

SCA score  Average sectorscore  Lowest score DJSI STOXX
Economic dimension 58 52 £3
Environmental dimension 74 72 74
Social dimension 65 61 65
Total weighted score 65 60 64
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Personal Care

Our products come into direct contact with the body. This is why product safety
is a natural and integrated part of our product development.

Personal Care - ' : - ’ Geographic presence

incontinence ciare, baby diapers and femining cara. Al
three segments are driven by innovation and and new
products are launched continugusly. The products are p
sold both under SCA's own brands and under retailers’ : . e \____/

' brands, and distributed via retailers and health care ’ ’ Met sales Operating profit
providers. . - 2% . 32%

Capital Averageno. ’ B Sales in some 90 countries in all parts of the warld.

employed - of smployees ' Production at 18 plants in 16 countries. -
9% T 15% : .

. . - i
Personal Care comprises three product segments: . i . P "F
- - 3
1

'
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The last few decades have seen rapid
advances in the functionality and com-
fort offered by our products. New
materials and new product designs
have made it possible to produce thin-
ner products while improving absorp-
tion and leakage protection. A funda-
mental requirement is that our prod-
ucts must be safe for those who use
them, regardless of materials or
design. Our product safety programs
are therefore an essential, integrated
part of our product development activ-
ities. By addressing these issuesina
systematic way, we have built a suc-
cessful business.

SCA has for many years had well-devel-
oped systems in place for meeting legal
and regulatory produet safety require-
ments. We also have the expertisc and
processes required to meet our
customers” high product safety expecta-
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tions, both for our own brands and for
retailer’ brands.

SCA’s products come into direct con-
tact with intimate parts of the body. The
materials used have therefore been care-
fully examined to ensure that they are
skin-safe. The materials are tested for
toxicity, especially with respect to skin
irritations and sensitisation (i.e. that
they do not cause allergies). The materi-
als used in our absorbent products are
selected from low-risk materials, which
generally consist of natural or synthetic
polymers. Continuous monitoring of
consumer reactions has confirmed the
high safety level of SCA’s products.

Chemicals

A lot of attention is currently being paid
to chemicals, partly due to REACH, the
EU’s new chemicals legislation, which is
expected to enter into force on 1 June
2007. Since many of the raw materials

we use are defined as chemical sub-
stances, we have made careful prepara-
tions to implement REACH,

Personal Care has catalogued the
chemicals and materials that we handle
in our operations, identified the require-
ments made under the new legislation
and ensured thar our suppliers register
chemicals and materials for our use. In-
formation and instructions for all inter-
ested parties are currently being pre-
pared in order to integrate the REACH
requirements into our day-to-day activi-
ties.

[n 2006 we also developed CHAP
(Chemical Assessment Procedure), a new
and improved control procedure for our
factories thar evaluates the chemicals
from a work environment, environmen-
tal and product safety perspective. Im-
plementation of CHAP was initiated in
2006 and is expected to be completed in
2007.




Life Cycle Assessments (LCA)
Working successfully with sustainability
issues requires more than access to the
relevant facts — it also requires determi-
nation. Access to accurate data also
makes it possible to meet requirements
with respect to transparent reporting of
the products’ environmental perfor-
mance.

Personal Care employs life cycle as-
sessments {LCA) in a consistent and
structured manner. An LCA provides a
complete picture of a product’s environ-
mental impact, with respect to raw ma-
terials, production, consumption and
waste. The method was introduced in
the 19705 and has since been developed
and adapted for practical use by large
industrial companies, including SCA, in
collaboration with the academic world.

A much-publicized life cycle assess-
ment commissioned by the UK Depart-
ment for Environment, Food and Rural
Affairs was conducted in 2005 to com-
pare the environmental performance of
disposable diapers and their cloth equiv-
alents. The LCA showed thar there is lir-
tle difference between disposable prod-
ucts and cloth products from an envi-
ronmental perspective. However, in
terms of absorption, comfort and practi-
cality, the disposable products are far
Superior.

Life cycle assessment results help us
to optimize the choice of materials in
our products and identify suppliers with
improvement potential. LCAs supple-
ment the overall environmental assess-
ment of the company’s products. Reli-
able information abour a product’s envi-
ronmental performance is important,
not only for our developmenr work, but
is required to an increasing extent by our
customers in both the public and private
sectors, Another key advantage of LCAs

is that they enable us to produce Envi-
ronmental Product Declarations (EPD)
for our products in the future.

EPD’s have significant potential to
become key tools for communicating the
environmental performance of products,
Based on a life cycle assessment, an EPD
describes the company, product, manu-
facturing processes, resource consump-
tion and waste as well as the environ-
mental impact of the product, e.g. in
terms of global warming. EPDs thus
provide objective and verifiable informa-
tion and are not limited to symbols and
requirements that can only be under-
stood in a local context.

Personal Care will therefore seek to
promote the use of environmental prod-
uct declarations and is currently work-
ing on producing EPDs for the compa-
ny’s product range in order to be well
prepared when EPDs make their
international breakthrough.

Incontinence
Incontinence is a problem with many di-
mensions. The consequences of inconti-
nence for an individual vary in graviry,
from slight discomfort to depression and
social isolation, However, incontinence
is not merely a problem at the individual
level. Because of demographic develop-
ments, the percentage of older people in
the population 1s set to increase dramati-
cally over the next ten years, which will
create entirely new challenges for health
care providers.

Incontinence can affect people of all
ages and has a variety of causes. In

women, incontinence is caused primarily
by a weakening of the pelvic floor mus-
cles, generally as a result of pregnancy,
neurological damage or disease. In men
incontinence is mainly caused by
enlargement of the prostate gland, neu-

Personal Care

Focus on Young Employees

One of the many training initiatives in 2008 was the
new PUMA programme developed for young
employees within S5CA who are willing and able to
1ake on a leadership role or work in a specialist area
in the future. The programme's goal is to provide the
participants with a broad understanding of SCAs
corporate culiure and operations, at the same time
as they are integrated into the SCA network. PUMA,
which has 20 participants, will run for one year and
integrate trairing into everyday work processes.
During the year, ten days are set aside for project
work 50 1hat the participants can learn how to
davelop an idea into a complete marketing plan. The
PUMA, participants are divided into four groups to
work on their projects and the groups compete with
sach other. In 2006 the winning project concep!
called "Ready 2 Go™ demonstrated how to dispose
of used diapers in a smart and easy way.

Attractive Employer

SCA's long-term efforts to create safe and attractive
working conditions resulted, among cther things, in
two awards in 2006. In Denmark SCA Hygiene
Products was voted the country's sixth best work-
place and placed in the top 100 best workplacesin
Europe. In a similar competition, SCA in Drum-
mondville, Canada ptaced third in the province of
Quebec.
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Personal Care

rological damage and disease. Inconti-
nence is largely a problem for elderly
people, with about 25 % of both men
and women over the age of 80 suffering
from the condition. Incontinence is also
relatively common among women aged
45 to 55 and occurs among men of this

age catcgory, but to a much lesser extent.

To be able to make che right deci-
sions for the future, it is vital that Per-
sonal Care and our health ¢care custom-
ers understand the new requirements
and circumstances that current demo-
graphic trends will give rise to.

In March 2006, Personal Care ar-
ranged The Aging Barometer, a global
sermminar on aging and incontinence
which was attended by 170 parricipants
from 24 countries. The participants in-
¢luded experts in various disciplines,
health care workers and decision-mak-
€r5, customers, representatives of parient
organizations and media.

“We see it as our responsibility to
creare awareness of existing solutions
that improve the quality of life of those
who suffer from incontinence”, Hakan
Molin, Vice President Health Care, said.
“Qur initial evaluartion shows that The
Aging Barometer has achieved this very
effectively. At the same time, the seminar
has served as an excellent platform for
fruitful collaboration with customers
and other stakeholders™.
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[n 2006 Personal Care also imple-
mented activities at the local and re-
gional levels aimed at increasing knowl-
edge about incontinence and breaking
the taboos that still exist. An example of
this is the symposium arranged for more
than 100 people from the health care
sector in Japan. Among other things, the
symposium emphasized the importance
of providing individually adapted conti-
nence care for all patients.

A global supplier base — background
and challenges
Personal Care runs long-term projects
aimed at broadening the supplier base,
which is currently located mainly in Eu-
rope and North America. In the future
the group has ambitions ro work with
suppliers from other parts of the world.
There are several reasons for this change
of direction. By broadening the supply
base, Personal Care can increase the
available options and thereby improve
delivery reliability as well as the ability
to conduct efficient purchasing acrivi-
ties. Expanding the supplier base will
also aid the group in sourcing new types
of specialized materials that will enable
Personal Care to continue developing
new, innovative products,

The choice of materials and suppliers
has a major impact on the group’s com-
petitiveness and product safety acrivi-

ties. Personal Care thus operates accord-
ing to strict supplier standards. The stan-
dards cover three general areas — quality
issues, including product safety issues,
environmental issues and social respon-
sibility issues - and form the basis for all
purchasing activities.

All new suppliers must be evaluated
and approved by Personal Care’s central
purchasing function to ensure thatr we
work with companies that mect our high
standards for product safety and deliv-
ery security. Although existing suppliers
are audited every two vears by the cen-
tral purchasing function, much of the
evaluation process is perfarmed contin-
uously by our factories through the in-
ternal, computerized raring system. The
system contains all available documen-
tarion about suppliers and allows all fac-
tories to submit their own supplier eval-
uations and consult those of others,

This global approach to purchasing
will also lead ro a change in the conceprt
of supplier risk, placing a much clearer
emphasis on issues such as human
rights, child labour and corruption than
is currently the case. Personal Care will
therefore focus heavily on these issues in
future purchasing and are currently
strengthening our internal resources to
enable us to manage this risk and ensure
thar suppliers meet the requirements
outlined in the SCA Code of Conduct.




Opportunities and challenges

in new markets

Personal Care sees considerable
potential in developing sales in countries
that are currently making big leaps in
their economic development. In some
cases this means we will be operating in
countries where business conditions
differ from those in our traditional
markets.

Bribery and corruption occur to
some extent in some countties. Personal
Care’s position on these issues is very
clear: we will not use or become in-
volved in any unethical business meth-
ods, We therefore work consistently to
eliminate such risks and this work essen-
tially focuses on the following three ele-
ments: knowledge about the problems;
carefully considered decisions, e.g. when
selecting sraff and business partners; and
ensuring that we always rake a clear
stand so that our employees and busi-
ness associates are never in any doubt
about our position.

In concrete terms, this means that we
exercise extreme care when employing
new staff so as to ensure that our new re-
cruits understand and adopt our funda-
mental values. The same care is exer-
cised when choosing suppliers and other
business partners. Tenders and offers
must be obrained from several suppliers
and, if necessary, compared with corre-

sponding costs in other countries to
ensure that strict standards of profes-
sionalism are upheld.

We also put considerable effort into
identifying various types of risks and de-
veloping methods for optimal manage-
ment of these risks. One example of this
is the use of the next level approval pol-
icy, i.e. that decisions must be approved
by a higher-level manager.

We also arrange regular seminars
and workshops to inform employees
about the type of problems that they
may encounter. At these seminars we
conduct open discussions in order to cre-
ate the greatest possible awareness of the
problems associared with unethical busi-
ness practices and present the company’s
risk assessments. By devoting consider-
able energy and resources to this work,
we minimize the risk of being drawn
into corrupt practices.

.

Personal Care

UN and SCA in a Slovakian
Collaboration

The United Nation's UNDF development pro-
gramme launched a project in 2006 with the pur-
pase ol devetoping infrastructure and working
towards sustainable solutions in the beautiful Dom-
ica region in Skovakia. The Domica region — o thavil-
lage called Germerska Hérka to be precise — is
where SCA's facility for the manufaciure of femining
care products is located. As the regions largest
industrial enterprise, SCA was asked to take ona
leading role in UNDP's project. On 20 September
20086, 150 residents from the region joined repre-
sentatives from SCA and UNDP to clean up the
shores of the Slana River. This pilot project was con-
ducted to kick-start the main project that will focus
on creating the necessary conditions 10 attract peo-
ple from other regions, davelop infrastructure and
improve the environment, “The river bank clean-up
demoanstrated in a very positive way that coopera-
tion leads to results,” said local manager Juraj
Cravec. "All of the participants also gained a greater
respect for tha natural environment and lgarned
more about the region's distinguishing features.”
Following the pikot projact a number of other activi-
ties are planned to maka Domica a region of rapid
and sustainable development.
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Geographic presence

out the world, SCA produces tissue at 36 facilities in

SCA's products are soldin some 70 countries through-
19 countries.

Operating profit
Average no.
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Consumer tissue consists of toilet paper, kitchen rolls,
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handkerchiefs. facial tissue and napkins. The products

ara sald both under SCA's brands and r
' brands, and they are distributed via retailers and o :
From-Home (AFH) product segment, SCA’s offering is

based on complete hygiene solutions for companies
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and institutions.
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One of the SCA Group’s overall envi-
ronmental objectives is to ensure that
we do not use fresh fibre based raw
material from controversial sources
(see the definition on page 9}. The rea-
son for our unyielding position in this
regard is that controversial logging,
e.g. illegal logging, often leads to a
loss of biological diversity, involves
substandard work conditions and is
often conducted without any thought
of reforestation or concern for the liv-
ing conditions of the iocal population.
An effective way of putting an end to
these practises is to ensure that there
is no demand for wood raw materials
from controversial sources.

Tissue has a number of pulp suppliers in
South America, one of several regions
where illegal logging is known to oceur,
To ensure that none of our suppliers use
raw matetial from controversial sources,
we have introduced a three-stage sup-
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plier policy. The first stage is an absolute
requirement thar pulp suppliers ensure
and document that their wood raw
material does not come from a contro-
versial source. The next stage in the
policy is to require that supplicrs can
verify that their wood raw material
derives from companies with interna-
tionally recognized certification for
responsible forest management. The
third and final stage is to ensure that
suppliers can show that their wood raw
material has been FSC-certified or
certified under an equivalent inter-
national standard.

Recycled fibre - now a natural choice
of material for our products

In our tissue production we use not only
fresh fibre, but also a considerable
amount of fibre from rccycled paper. Use
of recycled fibre has increased dramati-
cally in the last 50 years and is a pre-req-
uisite for the rapid growth of produc-

tion of tissue products over the past few
decades. Tissue has long been one of the
leaders in developing new production
technologies, and the average propor-
tion of recycled fibre used in our produc-
tion processes has gradually increased
over the years, reaching 48% in 2006.
The manufacture of tissue requires high-
quality recycled paper. However, there is
a clear rendency to mix different paper
qualities in collection systems, which has
effectively reduced access to suitable re-
cycled materials for tissue production in
Europe. The issue of access to paper that
meets these quality requirements is cur-
rently limiting SCA’s opportunities to ex-
pand its production capacity.

Energy

Qur production processes require large
amounts of energy, and rapid increases
in the price of electricity and gas over the
past few years have lead to significantly
higher costs. The rising cost of raw ma-




terials is also energy-related. Increasing
demand for biofuels — driven by an am-
bition to find renewable, non-green-
house gas-emitting energy sources — is
boosting market demand for wood,
which, in rurn, is increasing the price of
pulp. Tissue therefore has two reasons to
systematically look for ways of improv-
ing energy efficiency: one is environmen-
tal, the other Anancial.

The most effective way to mitigate
the consequences of higher energy prices
is to improve production efficiency. Tis-
sue has been working systematically for
some time to improve energy efficiency.
We have invested heavily in green tech-
nologies such as co-generation, which
reduces both our costs as well as our car-
bon dioxide emissions. One specific pro-
gramme that has been conducred with
great intensity in 2006 is the ESAVE,
Some of the most successful projects
within the ESAVE programme in 2006
are: optimization of the vacuum system
at the Mannheim mill, optimization of
the "felt shower system™ at the plantin
Le Theil and improved energy efficiency
for the three large compressed air sys-
tems at the Kostheim mill.

Tissue’s efficient use of energy over
the past two years has had another posi-
tive effect for our business, In 2005, to
mect its Kyoto Protocol commitments to
reduce carbon dioxide emissions, the EU
introduced an emissions trading system.
Under this system, companies that ex-
ceed their permissible/allocated carbon
dioxide quotas are required to buy fur-
ther emission quotas or in some cases
pay fines. SCA’s efforts to minimize re-
source use has in both 2005 and 2006
resulted in a surplus of emission rights
of about 10%.

In order to have a Group-wide over-
view of the system and optimize value,

trading in emission rights is managed
centrally within SCA.

Water

Water is one of the world’s most impor-
tant narural resources as well as one of
the most sensitive, Industries, societies,
agriculture and road traffic all generate
emissions to water. In order to better
protect our water bodies, the EU has is-
sued a new water directive, which fo-
cusses on individual water basin dis-
tricts, such as a lake or river, and oper-
ates on the principle that each water
basin district should be managed based
on its unique properties. This shifts the
focus from emissions from industries
and societies to what individual bodies
of water can actually tolerate. The prac-
rical implementation of the new direc-
tive will require monitoring and control
mechanisms for each river basin district.
As these costs are to be borne by the
point sources, i.e. by industries and mu-
nicipalities, the cost of water is set to in-
crease. The EU also recoimmends that
the price of water be used as a control
mechanism to reduce water consump-
tion.

To prepare for the introduction of
this legislation, SCA, led by Tissue Eu-
rope, has established an internal water
network tasked with formulating the
Group’s water objectives and identifying
internal expertise and areas of potential
improvement. Through comparisons of
water consumption and emissions at dif-
ferent factories, three areas of improve-
ment have been identified:
¢ reducing toral warer consumption by

recycling process water
¢ more efficient external purification of

process water
» shifting fresh water intake from well
water to surface water.

Tissua

EXAMPLE OF PROJECTS

Energy saving projects

One example of a successiul energy initiative is Tis-
sue's work with the ESAVE programme. Each year a
workshop is arranged where representatives from all
of Europe's tissue mills can exchange experiences
and ideas. This structured pregramme has gener-
ated various ESAVE projects that have resulted in
combined annual savings of 113 GWh of electricity
and 26 GwWh of gas at the Eurcpean tissue mills,

Water Conservation in Flagstatf

The Flaggstafi paper mill, which is a part of SCA's
tissue operations in North America, won tha 2006
Water Reuse Custorner of the Year. The award was
hased on the company’s demonstration of emaron-
mental stewardship through the mplementation of
an innovative water conservation project using
reclaimed water. The paper manufacturing facility
has boan Flagstaff's second largest potable water
user for many years before being converted to 100%
reclaimed water in 2005. The plant, which recy¢las
approximately 66,000 tons of waste paper annually
to produce tissue preducts has reduced its frash
water consumption per ton of paper produced to
approximately one third of the industry norm, This
conversion effort Is now the city's largest water con-
servation project resulting in a potable water savings
of mora than 100 milion galions per year. An addi-
tional benefit is achieved through the wastewater
treatment process. Wastewater from the paper mill
is treated by the City of Flagstaff and then sent back
1o the paper mdl fulfiling almaost 70% of the mill's
reclaimed water dermand. This impressive closed
loop system is considered an exceflent example of
an Industrial Conservation Innovation and a walter
censervation effort that the City of Flagstaff is very
proud of.
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Tissue

Open House in Germany and Austria

In September, SCA Tissue Europa’s factories in
Mannhsim {Germany) and Ortrmann (Austria) invited
employees and their families to an Cpen Day. 7,000
visitors in Mannheim and 1,500 in Ortmann used this
opporunily to take a closer look al the world of tis-
sue and to learn more about recent investments
made at these locations.

@ Wialkommaen zum
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Training Night

SCA in Mannheim joined other maior employers in
the Mannheirn region in organizing a “Training Night™
in September 2006. Around 5,000 potential trainees
visited SCA's lraining centre 10 get first-hand infor-
mation on various employment opportunities, SCA's
portion of the event was crganized by the compa-
ny's current trainges and included a visit o "MAZ."
the new work station for training in which SCA
tannheim has invested EUR 1 million to ensure the
company maintains the high standard of traning it
cffers,

385 Million Healthy Steps

In Australia 560 employees of SCA Hygiene Austra-
lia tock parn in the Fitness for Life programme. Tha
employegs wera challenged to take 10,000 steps
every day. When the programme was concluded
SCA declared that, although the goai had not been
futly reached - the average rasult was 8.000 steps
per participant and day - the programme had still
been a big success. Allin all, 385 million steps were
1aken towards a healthier iife.
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Reducing water consumption is the basis
for effective water management. The
measures can often be implemented with
limited resources, but require in-depth
knowledge about the processes involved.
Reducing the organic content of effluent
water, on the other hand, generally re-
quires larger investments in water purifi-
cation and other facilities. Reducing
water consumption is the primary objec-
tive, as this makes it possible 1o reduce
the size and subsequent cost of the trear-
ment facility.

To communicate these issues within
Tissue and the SCA Group as a whole, a
water seminar was held in Spain in Oc-
tober 2006. At the seminar the SCA
water network presented current trends
and best practise in water management
to representatives from 45 SCA facro-
ries,

Recruitment in emerging markets -
focus on skills and values

SCA’s growth ambitions include expand-
ing into markets where the business cli-
mate differs considerably from our tra-
ditional markets in Europe and the USA.
One major challenge is to recruit em-
plovees with the appropriate skills and
solid knowledge of local conditions,
who also share SCA’s fundamental val-
ues. The strategy is to ensure, through
various measures, that our employees
not only have the right expertise, but
that they receive the informartion and
support they require in order to perform
their tasks in accordance with SCA’s eth-
1cal principles.

One example of a marker where the
challenge of recruiting the right candi-
dates is parricularly great is Russia. Due
to the dynamic growth of most Russian
industry sectors in the last few years,
competition for skilled candidates is

very intense, It is difficult, for example,
to find individuals with a good com-
mand of English and there is a shortage
of candidates with sales and sales devel-
opment skills.

Tissue has had its own manufactur-
ing operation in Russia since 1998,
when the Svetogorsk plant was ac-
quired. Plans are now in place to ex-
pand production operations in Russia
with one further plant to meet the grow-
ing product demand.

The raptd development of the marker
and the local conditons purt significant
pressure on Tissue and on our employ-
ees. Tissue has therefore developed a
number of training programmes specifi-
cally for new employees. The pro-
grammes cover a broad range of busi-
ness and legal issues as well as SCA’ in-
ternal rules on fair competition and ethi-
cal business practises. Employees are in-
formed about the detailed policies and
programmes that guide our business ac-
tivities. To assure the long-term effect of
these programmes, we conduct various
follow-up courses and continuously
communicate SCA’s expectanons and re-
quirements to employees. In addition to
the training programmes that are com-
mon for all emplovees, we also conduct
training programmes in specific areas,
such as sales and sales management.

By taking a consistent and systematic
approach to recruitment and employee
development, we are creating the condi-
tions that will allow us to grow rapidly
and successfully without sacrificing
SCA's fundamental values or business
principles.
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Packaging

Management Development in Asia

Packaging conducted a two-stage development
programme, in 2006, for 125 managers at its 1acili-
lies in China. “The purpose of the programme is to
develop top and middle management by identifying
individual strengths and weaknesses,” said Joy
Zhou, Director of Human Resources at Packaging
Asia. In stage two the participants will De divided up
inte smaller tears to benelit from the group’s collec-
tive knowledge and expenences in a mora effective
way and gain an understanding of ather parts of the
corpany.

Avian Flu

In order to be prepared for the threat of a wida-
spread Avian Flu epidemic, SCA Asia Pacific has
drawn up an emergency management plan, and an
emergency management arganization has been
established throughcut the region with each division
responsible for its own area. The emergancy man-
agemant programime has been communicated to
the managemant of all operations and at staff meat-
ings. SCA Asia Pacific has also launched a website
with information on Avian Flu and the emergancy.
managament plan.
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on which to base decisions, a system for
reporting all accidents and incidents has
been in place since 1997. In 2006, the
system was updated with specific infor-
mation on the nature and severity of in-
cidents. Since 2002, a system for the de-
tailed reporting of health data has also
been in use. The results show that the
rate of workplace attendance in 2006
was 95%, based on the total number of
hours worked.

Social responsibility in connection
with closures

In 20086, seven SCA Packaging produc-
tion faciliies were closed. The closures
affected 360 employees in five countries.
The reason for the closures was that
SCA needed ro adapt production capac-
ity to changing market conditions in
order to ensure the long-term profitabil-
ity of the business. To implement the clo-
sures in the most considerate manner
and avoid causing unnecessary anxiety
and disruption to our production, we
concentrated our measures in two areas:
communication and support.

The first step was to issue clear infor-
mation o t]’l()SC CO[1CCI'I'|Cd as soon as
possible. SCA Packaging Furopean
Works Council and other employee rep-
resentatives were informed in accor-
dance with $CA policies, national legis-
lation and collective agreements. At an
early stage in the process, the employees
were informed why the changes were
necessary and were then kept up-to-date
on proposed measures and how they
would be implemented.

The second step, and a big challenge,
was to constructively engage the em-
ployees and their representatives in sub-
sequent decision-making. In all restruc-
turing activities, SCA seeks to develop a
social plan including support measures

that addresses both group and individ-
val needs. The agreements reached
within Packaging included a series of
measures aimed at helping employees
find alternative emplovment.

The measures included severance pay
and positions at other SCA units. Those
who accepted the latter offer were given
an opportunity to try out the new job
for a period of 90 days. Packaging also
helped emplovees find new jobs outside
the Group while providing financial sup-
port for training programmes that
would give those concerned the required
expertise to seek employment with new
employers. Individual career advice, job
searches, workshops and administrative
support are other examples of services
that were offered. In many cases local
employers who might have vacancies
were informed abour our closure plans.
Support is often provided to employees
for several months after production at
the facilities concerned had ceased.

By taking a structured and responsi-
ble approach to the process of winding
down production, SCA Packaging was
able to implement the closures without
disruption of production activities and
without damaging SCA's reputation as a
socially responsible empioyer.

Effective improvement activities

at Chinese plants

In 20035, SCA assumed full control of the
previously jointlv-owned preduction fa-
cilities in China as part of a drive to
strengthen the company’s presence in the
Chinese market. Shortly after the acqui-
sition, audits were conducted at all
Chinese plants to determine the stan-
dard of performance relating to environ-
mental and health and safety issues.
Based on the resulrs of the audits, plans
for concrete improvements were devel-




oped and implementation undertaken
during 2006.

Environmental initiatives included
investments in efficient treatment plants
to clean process water. Qur Chinese or-
ganization has also established a part-
nership among the various plants to pro-
mote an exchange of knowledge and ex-
periences, and introduced measures de-
signed to implement the SCA Group’s
Resource Management System (RMS).
A concrete result of this is that all but
one of our Chinese faciliries will be certi-
fied according to the international envi-
ronmental standard 150 14001 by early
2007. The reason for the delay in ISO
14001 certification of the remaining fa-
cility is that it is currently being relo-
cated.

[n 2006 our Chinese organization
also worked intensively on improving
physical safety, hygiene conditions and
general maintenance with a view to not
only meeting but exceeding the sran-

Safety Work in China

Extra emphasis was placed on safety at SCA's facilitiss in
China during 2006 and a number of measures wera
implemented to improve safety. Thesa include firg and
evacuation drills at all facilities as well as training in the
handling of hazardous chemicals. The Red Cross pro-
vided training in first aid and all facilities have been pro-
videc! with first &id equipment. All safety achvisors have
been trained and certified by Dupont. In 2006 a safety
conference was held and an EHS engineer was recriited
to assist and provide training at the various facilities.

dards defined in local and national legis-
lation. During 2006, improvements were
made in all areas; notably, accidents re-
sulting in lost working rime were re-
duced by 30% (see table below).

In November 2006, Packaging un-
dertook a second follow-up audir of all
its plants, the results of which will serve
as a basis for continuing the process of
fully integrating the Chinese facilities
into SCA.

A very positive result of our activities
in 2006 is thar the higher standards ar
our Chinese praduction facilities have
attracted new, demanding international
customers.

The organization has also been
strengthened through the recruitment of

new employees to work on ensuring
SCA’s Chinese plants are in compliance
with local and national legislation. New
procedures, including local safety in-
spections and training programmes,
have been introduced with a view to

Packaging

nurturing a new culture and greater
awareness of safery and environmental
issucs.

To ensure greater efficiency in our
purchasing activities, the number of
paper suppliers has been reduced from
120 to 56 and our supplier contracts
now include SCA’s Code of Conduct re-
quirements and SCA’s policy of never
using fresh fibre based raw material
from controversial sources.

Lost Time Accident (LTA),
SCA Packaging in China

70
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Forest Products

Our involvement with the community and environment is firmly rooted in a long tradition
and spans from responsible forestry to intelligent utilization of wood raw material and a
deep social commitment.

Forest Products o . Share of the Group

The products produced are publication papers, pulp
. and solid-wood products. This business area supplies
the Group with raw material from SCA's own forests
and is responsgible for some of the Group's transport
and logistics solutions.
MNet sales Operating profit
17% 28%

Capital Average no. . - . Most of the sales are in Europe. but the products are
employed t  of employees . . algo sold in North America and Japan.

2T% 8%
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Forest Products Responsible forest management

Forest Products manages 2.6 million
hectares of forest, of which 2.0 million
hectares are used for timber produc-
tion for SCA’'s Swedish industries. The
remaining acreage comprises areas of
great natural value or areas with a low
level of timber production.

Responsible forest management is be-
coming increasingly important for our
society as well as for our customers. For-
est Products has set ambitious environ-
mental goals for the forests we manage.
In 1999 our forest management business
was certified according to strict criteria
established by the Forest Stewardship
Council (FSC), an international organiza-
tion that aims to promote more responsi-
ble forest management worldwide and
has support from influential environmen-
tal organizations such as WWF and
Greenpcace. SCA’s sawmills and the mills
producing publication papers (Ortviken
in Sundsvall, Sweden and Laakirchen in
Austria} or pulp (Ostrand in Sweden)
have all been chain-of-custody-certified
by FSC, which means that they can offer
FSC-cerrified wood, paper, pulp and fuel
products. This, combined with our To-
tally Chiorine Free (TCF) production
processes, gives us an entirely unique po-
sition in the market.

All timber supplied to SCA’s mills
and sawmills has been FSC-certified or
meets FSC criteria for certified timber.
This means that the timber does not
come from controversial sources, as doc-
umented in all contracts with external
suppliers and verified through regular
monitoring by independent auditors.

Today SCA is one of the world’s larg-
est suppliers of FSC-certified products.
The breadth of this portfolio, which in-
cludes solid-wood products, pulp, maga-
zine paper, newsprint, toilet paper and

kitchen towels, is unique. Demand for
FSC-certified paper products is increas-
ing in Europe, especially in the UK and
Germany.

Measures for an efficient energy
supply

Makers of newsprint and magazine
paper (LWC - Light Weight Coarted and
SC - Super Calendered} often add me-
chanical pulp ro achieve specific product
properties, such as a high light scatrering
coefficient, high opacity, an even paper
surface and optimal absorption of print-
ing ink. The mechanical processes used
to separate the paper fibre consume
large amounts of electricity.

Forest Products has, for many years,
been investing in energy-efficient pro-
ducrion methods. In addition, we now
use co-generation at all pulp and paper
mills. Co-generation is an oprimal
method for generating cnergy with a
high level of efficiency, as the technology
allows us to utilize both the heat and the
electricity that is generared.

One example of the ways in which
we are seeking to ensure an cfficient en-
ergy supply while gaining better control
of electricity costs is the new soda recov-
ery boiler at our Qstrand pulp mill. SCA
has invested SEK 1.6bn in the new facil-
ity, which became operational in Octo-
ber 2006 and will generate 500 GWh of
green electricity per year. This will make
the Ostrand mill largely self-sufficient in
both electricity and heating. The new
soda recovery boiler will also signifi-
cantly reduce the emissions to airfrom
the facility.

Forest Products has established a
partnership with other electricity-inten-
sive companics by forming a joint com-
pany called BasFl. Since being formed,
the company has been working on a

Finnish-Russian cable project and on
producing wind power in Sweden, The
wind power project involves an invest-
ment by SCA and the other companies
of SEK 5bn in the construction of 150
new wind power stations with a com-
bined capacity of 1 TWh.

Forest Products is also continuing its
internal efforts to find new ways of re-
ducing electricity consumption, and has
in recent years implemented a number of
successful projects in this area.

Wood as biofuel

Energy policies are going through a pe-
riod of rapid adjustment. Climate
change has generated huge interest in al-
ternative sources of cnergy, and the
trend towards greater use of renewable
energy in Europe is also being driven by
political considerations,. The EU is cur-
rently heavily dependent on imporred
energy in the form of oil and gas. By in-
creasing the portion of domestic and re-
newable energy sources, the EU hopes to
become more self-sufficient.

In recent years the EU has introduced
new legislation and a range of mecha-
nisms designed to fulfil the intentions of
the Kyoto Protocol, including the wider
use of biofuels. This will have a number
of consequences for Forest Products.
The new legislation and growing de-
mand are making it possible for us to sell
green electricity on the marker as well as
emission rights to other industries. The
downside is that the mounting demand
for biofuels is pushing up prices of wood
raw material, However, thanks to our ef-
ficient production methods and exren-
sive forest holdings we are in a better po-
sition than most to successfully meet
these challenges.

The political support mechanisms
are currently veering towards incinerat-

SCA Sustainability Report 2006 = 41




Forest Products

ing wood raw material to generate en-
ergy, which will have a direct impact on
the forest industry. Assuming that the
raw marterials are of a sufficiently high
quality, good management of natural re-
sources involves first producing prod-
ucts and then, when the wood or fibre
has become waste, recycling the energy.
This generates a significantly higher
value for society while at the same time
creating new jobs, The use of industrial
wood for energy or products should be
determined by a marker that is withour
interference of state aid, which distorts
competition. However, there are signifi-
cant opportunities for increasing biofuel
production by making use of logging
residues and tree stumps, reducing the
need to use industrial raw materials.

Through Norrbrinslen, another SCA
business, Forest Products is a major pro-
ducer of biofuels from forest waste and
industrial residues. Norrbrinslen sells
pellets from four plants with a total ca-
pacity of 300,000 tonnes of pellets. It
supplies about 4 TWh in total of biofu-
els and is involved in several projects

aimed at improving the efficiency of fuel
management and utilization of new fuels
such as tree stumps.

A broad social commitment
SCA was formed in 1929, but our prede-
cessors in the Norrland forest industry
in the north of Sweden inherited a tradi-
tion stretching back several hundred
years. The oldest of the companies that
formed what lacer became SCA has a
history dating back ro 1673. The owners
of these companies exercised consider-
able influence in the region, and many
communities in Northern Sweden were
formed as a consequence of the busi-
nesses that they established. To artract
labour, they built churches, housing,
shops and much of the infrastructure
that was needed for an industrial society.
Today, the situation is of course very
different, but Forest Products is still
deeply rooted in the local community. In
many communities in Northern Sweden
we are the largest private emplover,
playing an active role in several areas of
society. The society in which we operate

still expects a lot from us, and we are en-
gaged in an ongoing dialogue with nu-
merous local representatives. Forest
Products is thereby continuing a long
tradition of local commitment in the
communitics where we operate.

We initiated and have been very com-
mirtted to the Mid Sweden Universiry’s
successful wood fibre research acrivities.
In Sundsvall, Forest Products is repre-
sented on the municipal crime preven-
tion council, which aims to build a safer
city through concerted action against al-
cohol and drug abuse and crime. We are
also a sponsor of KRIS, an organization
which helps former criminals build a sta-
ble and drug-free life, and SCA has sup-
ported the KRIS preventive information
campaign among school children.

We are also very active in drug pre-
vention at our own workplaces, SCA
was one of the first Swedish employers
to introduce drug testing of employees.
We have worked in cooperation with the
local trade unions to develop procedures
for drug testing of all new employees.
We also carry out random tests, and

2006 - The Year of Safety at the Ostrand pulp mill

In 2006 the Ostrand pulp mill conducted a systermatic review of the way in which the
mill works with protection and safety. 40 points were noted in 12 focus areas where
improvemnents need te be made. 29 of these have been taken care of and 11 are well
on the way ta being fixed.

In 2007 this process is continuing with improved routines for “lock-out tag-out,” iLe.

ensuring that all machinery is turned off and secured before work is carried out, and
labelling throughout the mill is being checked to ensure it clearly indicates what is
insida various cables. A new routine developed for work order risk inventory will be
implemeantad at the mill, and the procedures for reporting incidents will be Turther
improved,

"Safety at work is not the station at tha end of the ling, it is the means of transport,”
says Ingeta Ekebro, Production Director at Ostrand puip mill.
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Increased deliveries of FSC certified products

Forest Products increased deliveries of FSC certified products in 2006.

Last year SCA delivered around 70,000 tonnes of FSC cenlified printing papers.
Most of this was LWC (light weight coated) paper for magazines and catalogues and a
small porticn was SC (super calendered) paper. 14% of last year's LWC delivenies
were FSG certified.

Of all pulp deliveries, maore than 200,000 tennes were FSC certified pulp. 42% of
chlerine-free bleached sulphate pulp and 37 % of CTMP (Chemi-Thermo Mechanical
Pulp) was scld as FSC certified pulp.

24% or just over 400,000 cubic metres of SCA's solid weod products were sold as
FSC certified products.

The Forest Stewardship Council (FSC) is an indepandent organization working to
promote responsibie torest management. The FSC has established principles and cri-
teria for forestry that is ervironmentatly sound, economically viabla and that benefits
society. The FSC accredits auditors who can grant FSC certification to forestry opera-
tions that meet these criteria and for products that are based on wood from responsi-
bie forestry operations, SCA's forests were FSC certified in 1599,




offer employees with drug abuse prob-
lems a care contract under which the
employee is offered support and rehabil-
itation to start a new, drug-free life.

SCA is actively committed to helping
employees who are on long-term sick
leave to return to work as soon as possi-
ble, Through our company health care
service, SCA Hiilsan, we offer qualified
rehabilitation programmes, which in-
clude support from managerial staff and
other employees. We also offer those on

sick leave the opportunity to return to
wok earlier to tasks that are adapred to
their working capacity, enabling them to
return to work and the community as
so0n as possible. In this way SCA has
successfully helped a large number of
people on long-term sick leave to return
to work. Over the past two years the
number of people on long-term sick
leave has been halved from a level that
was already considerably below the
Swedish average.

Forest Preducts

Thanks to our strong position as an
cemployer and our strong social commit-
ment we enjoy good relations with local
and regional authorities. By conducring
an open dialogue with government rep-
resentatives at different levels, we build
an understanding of the challenges faced
by both parties and thereby contribute
to the long-term development of both
SCA and the region as a whole.
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RMS - SCA's Resource Management System

SCA has an extensive system for
gathering and presenting data for indi-
vidual producticn facilities and entire
business groups. The Resource
Management System (RMS) allows
SCA to analyse data that describes
how the company uses energy, water,
transports and raw materials, as well
as waste and emission levels. The
RMS data is used for internal control
and monitoring, external benchmark-
ing and as a too! for evaluating acqui-
sitions and major investments, This
year's RMS data includes 5 new paper
mills and 2 new conversion facilities. 5
pappermills have been removed from
the RMS since they no longer belong
to the SCA group. .
Resources

This section describes SCA’s use of raw
materials, water, energy and transports
in 2006.

Raw materials

A rypical SCA product is made from var-
ious types of wood fibre. It also contains
small amounts of inorganic and fossil
organic materials.

Renewable raw materials (fresh fibre
and recycled fibre} account for the larg-
est share of the material used in an aver-
age SCA product. Inorganic materials
{kaolin clay and calcium carbonate) are
used as filler and coaring pigment in cer-
tain types of paper in order to satisfy
customer quality requirements. Syn-
thetic materials are used in highly absor-
bent hygiene products to improve qual-
ity and function as well as in packaging
with superior protective qualities.

S5CAis Europe’s largest collector and
user of recycled fibre. The diagram
shows the raw material composition of
SCA’s products.

Water

SCA’s water supply is presented under
the heading Raw Material Supply. The
stated figures are totals for surface
water, groundwater and municipal
water systems. SCA's total water intake
is 232 Mm?,

Energy

Energy use includes purchased energy
(heating, electricity and fuel) supplied to
preduction units, energy generated from
wood, liquor, bark, sludge and waste
paper, and electricity generated on site.
A large portion of the energy used by
SCA comes from the incineration of
wood residuals and from on-site co-gen-
eration of electricity. The stated energy
data figures therefore include both a fuel
component and an electricity compo-
nent.

Any excess electricity produced at an
SCA tacility that is not used internally is
supplied to the national grid. [n 2006
SCA delivered 437 GWh of electricity to
the national grid.

SCA supplies secondary heat derived
from etfluent hot water to district heat-
ing systems, mainly in Sweden. Thisis a
good way of saving energy and in 2006,
SCA delivered heat to district heating
systems equivalent to 17,794 m3 of fuel
oil. SCA also delivered thermal energy
equivalent to 29,252 m’ of fuel oil to
nearby paper mills,

Transports

Raw marerials are transporied to SCA's
production plants and finished products
are delivered to SCA's customers., SCA
uses external suppliers for most of its
transports. SCA’s transport use is equiva-
lent to 32.5 billion tonne-kilometres. Sea
transports account for the greatest por-
tion of SCA’s transports and the remain-

Distribution of raw materials
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SCA Data

Distribution of transport usage
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der consists of road and rail transports.
SCA's raw material and product trans-
ports use the equivalent of 13,192 T] of
fuel and 69 GWh of electricity.

Emissions

The company’s total emissions are deter-
mined by fuel consumption, which in
turn is determined by the level of pro-
duction, Changes in production volumes
over the past few years, measured in
tonnes and cubtc metres, are shown in
the tables, which present Group emis-
sions in 2004, 2005 and 2006. It should
be noted that SCA has made a number
of acquisitions in recent years and this
RMS report includes 5 new mills and 2
conversion plants included for the first

time.

Air emissions

Air emissions comprise emissions from
all combustion units ar SCA’s production
sites, including fossil fuel and biofuel
emissions and emissions from purchased
thermal energy. When energy (primarily
thermal energy and/or electricity) is sup-
plied to an external facility, air emissions
are reduced in relation ro the delivered
energy amount and the reduction is dis-
tributed among SCA’s main products.
Three chemical compounds are mea-
sured and reported in relation to air
emissions: NOX, SO: and fossil COa.
The stated CO; figures may differ some-
what from those reported to local
authorities under the EU Emissions
Trading Scheme (ETS). This is because
the countries participating in ETS use
different limirs and definirions for their
calculations, while SCA calculates and
presents RMS data according to a sepa-
rate set of rules, A global company such
as SCA, with operations on several con-
tinents, needs a single set of rules for cal-

culating data to enable uniform report-
ing and monitoring of emission levels.

Air emissions from transports

A large portion of SCA's air emissions is
generated by transports, rather than the
company’s production activities. Trans-
port emissions are not included in the
tables “Raw materials, energy, and emis-
sions” on pages 52, but are presented in
the diagrams on page 50.

Water emissions

SCA’s effluent water is divided into cool-
ing water and process water, Cooling
water hags simply been heated and s not
contaminated in any way. The total vol-
ume of discharged process water is 129
Mm? This water is treated using meth-
ods similar to those employed ar munici-
pal sewage treatment facilities. The fig-
ures for 2006 refer to process water
emissions.

The emissions to water stated in the
tables comprise COD, BOD, suspended
solids, AOX, P and N. Methods of mea-
suring differ in some respects. All SCA
production of bleached chemical pulp
employs Totally Chlorine Free {TCF}
processes. The stated AOX data refers 1o
rrearment of incoming raw water.

Solid waste

The solid waste reported by SCA is
waste thar is sent to landhll, recycled
waste and hazardous waste. Recycled
waste refers to materials that can be
used as raw materials in other industries,
such as the cement, brick-making and
construction industries. The main types
of recycled waste are ash, sludge,
organic waste and plastics. Hazardous
waste is primarily waste oil as well as
organic solvents, barteries and strip
lights.
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SCA Data

Raw materials, Energy and Discharges

Forest Products Packaging Tissue Products Personal Care SCA Group Total

2006 2005 2006 2005 2006 2005 2006 2005 2006 2005
Production
Paper and pulp ktonnes 2,222 2137 4,888 5.006 2,345 2,343 9,455 9,486
Parsonal Care products ktonnes 481 407 481 407
Timber and solid wood products 1000m? 1,660 1,576 1.660 1,676
1. Raw materials
Wood/saw mill chips® kton 3174 3,062 83 701 472 449 0 0 4,329 4,212
Purchased pulp* kton 142 133 0 6 733 795 304 263 1,179 1,187
Purchased paper kton o] o 0 0 19 NZA 0 0 19 N/A
Containgraoard” kton 0 0 2,783 2,623 0 9] 0 0 2,783 2,623
Recovered paper kton 750 780 1,930 2171 1.678 1,866 0 g 4,357 4,617
Inorganic material kion 320 305 2 12 9 g 0 0 330 326
Organic fossi material kton 13 13 28 62 1 2 232 163 274 270
Water Mm3 25 a3 43 45 94 98 0 o 232 237
2.Energy
Electricity
Internal hydrc power Gwhe 16 15 a 0 0 [0} 0 0 16 15
Co-generation Gwhe 1,037 1,103 582 644 518 527 0 0 2.138 2.274
Grid supply GWhe 2,567 2417 1,105 1.240 2,810 2,529 327 283 6,610 6,469
Total GWhe 3,621 3,535 1,688 1,884 3,128 3,056 327 283 8,763 8,758
Fuels
Biofuel Tfuel 14,295 13,754 9,472 10,584 4.621 4,498 5} 0 28,388 28,843
Fossil fuel Tufuel 9,320 9,830 15,041 17,347 22,002 22,799 214 220 48,577 50,185
Electric boiler/hood TJfusl 209 317 51 51 203 134 0 o] 463 482
Total TJfuel 23,824 23,801 24,564 27,992 26,825 27,400 214 220 75,427 79,521
of which co-gen. Tuel 5,426 5872 2925 3,208 3,238 3,427 9 o] 11,588 12,605
3. Discharges
To air
NCx as NOa tonnes 1,778 1,608 1,697 2,073 1,828 2,062 21 22 5,425 5764
S0: tonnes 405 507 724 ag2 1,374 1,447 0 0 2,503 2,836
Dust tonnes 130 118 414 376 153 162 0 o 697 863
CO; tossil kionnes 541 569 909 1,047 1,293 1,304 17 12 2.75¢ 2,923
CO:2 biogenic ktonnes 1,511 1,615 1,171 1,297 591 577 0 0 3,273 3.489
To water
cOo tonnas 12,268 12,694 8,857 11,591 10,044 12,837 0 g 31,870 37,123
BOD tonnes 847 1,482 3,207 3,770 2,863 3,866 0 0 7,007 9,148
Suspended solids tonnes 604 837 2,302 3,113 3349 3,174 Q 0 6,255 6,924
AOX tonnes 5] 6 4 2 4 3 ¢ 0 14 ik
P tonnes 26 27 22 28 36 26 0 0 a4 82
N tonnes 210 210 148 202 200 183 o] 0 589 605
Effluent water M3 40 38 29 30 80 80 0 0 129 129
Solid waste
Landfil tonnes 72,404 90,822 103,410 122,947 260,409 251,082 4,222 3062 440,445 487,922
Racovery tonnes 231,794 259,732 124,612 17,713 798,090 716,388 48,911 43,081 1,189,408 1,1368313
Hazardous tonnes 776 960 1,185 1,759 708 631 18 [} 2,667 3,350
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Data table — terminology

The notes below define the terminology
used in our environmental data tables in
the context of SCA. Production is the
sum of all main products delivered from
each site. SCA off-site integration is not
included.

Raw Material Supply
Wood/sawmill chips the sum of wood
delivered to each site.

purchased pulp the sum of pulp supplied
to a site.

Recovered paper the sum of recovered
paper supplied to a site.

Inorganic material covers inorganic hilers
and coating materials supplied ro a site
calculated at 100% dry substances (ds).

Organic fossil material covers crude-oil-
based materials such as super-absorbent
and adhesives calculated at 100 percent
dry substances.

Water represents the sum of surface
water, ground water and tap water for
processes and cooling purposes.

Where input water is not measured,
it has been calculated as equaling the
effluent water.

Energy

internal hydro power electricity produced
in fully owned local hydro power sta-
tions.

Co-generation clectricity produced in
CHP (combined heat and power}
schemes allocated to the production.

Grid supply the electricity supplied from
the national grid.

Biofuel renewable fuel from wood and
process residues.

Fossil fuel coal, fuel oil and natural gas
supplied to the site, exclusive of fucl for
transport.

Electric beiler electricity supplied for
thermal heat (production), for boilers
and heat pumps, measured at the site
and converted in GJ.

Of which co-gen that part of the total fuel
supply allocated to the clectricity pro-
duced by the CHP schemes.

Discharges

NO as NOz the nitrogen oxides NO and
NO3, calculated as NO2 derived from
combustion. Where NOx is not mea-
sured, a standard value of 100 mg/M]
fuel is used.

$0; total sulphur calculated as SO; from
processes and combustion at the site.
Where SOz is not measured, the input
sulfur in the fuel is calculated.

Dust particles in the fluc gas created dur-
ing combustion.

CO»fossil the carbon dioxide derived
from combustion of fossil fuels. It is cal-

culated from the carbon content of each
fuel.

CO. biogenic the carbon dioxide derived
from combustion of biofuel. It is calcu-
lated from the carbon content of wood.

coD the chemical oxygen demand sub-
srance measured in the effluent water
leaving the site.

SCAData

BOD the biochemical oxygen demand
substance measured over seven days in
Swedish mills and five daysin the rest of
Europe, in accordance with national leg-
islative systems.

Suspended solids particles which are not
dissolved in the effluent water.

AOX the amount of chlorine-bound
organic substances.

p the total of phosphorus in the effluent
water.

N the total of nitrogen in the effluent

walter.

Effluent water water discharged to the
watercourse after rreatment.

Landfitl solid waste material sent to
a landfill.

Recovery solid waste material recovered
into an outside process.

Hazardous waste material disposed of by

authorised contractors, as defined by
national laws.
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SCA Data

Facts about the mills Tissue

2 o 8
. s| 5|35 |.5 2 1.8 g
c = = [} = =
S ;g% EQ gh% & Ecl:@ -gﬂcl Eg g?ﬂ“ gg E’% 'GEJ(ET; %% Bw | L2q %m
50|28 |52 |95 95 |85 |85 |52 |EE|EE Es |55 8% |cC (55|25 |ek
5E185 162 186 185166186 18812838133 188 (£8 |aflel |52 188
2006 ti.gp,
Grades ti 1i i t 1 ti ti ti ti.gp bsi  ppbsi i ti,rw ti ti ti ti
Production ktonnes 96 18 21 75 21 27 52 71 276 213 322 11 ] 62 31 123 75
Energy
Electricity
Internal hycro power  GWhe 0 0 o] 0 0 Q o] o] 0 0 0 0 0 0 Q 0 0
Co-generation GWhe el Q 0 o] 45 s} a [} 214 80 275 28 Q 0 0 80 9]
Grid supply GWho 129 28 28 140 25 28 56 a3 237 87 304 108 12 72 32 85 94
Total GWha 138 26 29 140 71 26 56 83 451 127 578 136 12 72 32 145 4
Fuels
Biofuel TJtuel 632 76 0 0 0 Iy 0 0 183 3,760 3,913 o] 0 o Q 3 4]
Fossil fuel TJtuel 97 61 128 1,103 800 257 42 601 3.602 715 4,317 962 45 383 223 1,343 473
Electric boiler Tdiuel 158 0 43 Q 0 o 0 o] 0 0 0 ] 0 0 Q 0 o]
Total Tdfuel 888 137 171 1,103 800 257 42 801 3,755 4,475 8,230 962 45 383 223 1.343 473
of which co-gen. TJtuel 36 o] 0 0 581 o] o o] 933 260 1,183 120 o] 0 o] 451 a
Discharges
To air
NOx as NO2 tonnes 45 15 a8 30 ac 14 37 55 197 585 782 68 1 23 1 65 48
502 tonnes 2 0 4 0 1 a 13 185 198 4 o] 0 0 0
Dust tonnes 0 0 0 3 Q 0 a0 0 0.4 35 35 o] M) a Q 2
CO; fossil ktonnes 6 6 9 62 47 14 2 30 107 137 244 57 3 20 1 74 29
€0 biogenic kionnes a0 10 0 0 o 0 4] 0 159 333 491 [¥] 4] 4] 4] 0 0
To water
Ccoo tonnes 479 256 315 2 73 598 64 100 479 5214 5,663 217 a1 37 18 206 10
BOD onnes 18 104 N/A 9 N/A N/A e] 44 217 795 1.016 19 N/A 1 1 15 7
Suspended solids tonnes 101 43 132 20 106 74 ] 10 135 353 488 2 36 2 7 18 2
ADX tonnes 0.6 0.2 N/A N/A N/A N/A N7A N/A 20 0 2,0 a5 a N/A NiA 0.2 o]
P tonnes 1 o 1 03 0 Q 0 0.2 3 12 16 1 0 a0 0.02 0.5 o]
N tonnes 14 2 3 1 a o] o} 2 9 54 83 g 05 2 0.3 13 o]
Effluent water Mm3 3.900 1.144 1.831 2.434 0.627 0.386 0.457 0.930 3759 11.598 15357 1.756 0.208 0.463 0412 3412 0.166
Solid waste
Landfil tonnas 2,134 0 14,380 9,125 1.553 1.713 607 237 379 o} 379 0 Q 0 31 5 222
Recovery tonnes 30,231 24,480 202217 75941 3707 24,505 6,309 3,487 58,5489 0 58549 105,681 2.232 3906 272 105,654 4,618
Hazardcus tonnes ? 3 6 7 13 ¢ 18 48 208 ¢} 209 0 1 47 15 41 124

ti = tissue paper reels and/or tissue uc = uncoated fine paper

consumar products rc = racycled pulp
nw = non wowen mp = markat pulp
gp = grease proot papsr E/T = Extarnal treatment
pp = packaging paper N/A = data not available

bsi = bleached sulfite pulp
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SCAData

Total
@
I_U o
2 ‘s ° g
3 5 s e |3 o | e gl 3| B
o 5 - a 3 = £ ! 1S c 5 5 |l |=2 |28 £ a
Sc |82 | g 3 5 3 g £ §8 |28 |88 | o8 |gE |SE |EE |8 |28 | g7
88 |zg |2z |32 |82 80 |50 |Bw 5w |30 |R3 |55 LR 22 |=8 |38 |58 |23 |z 35
sHd a2 [IB S22 28 |5 128 128188 (8223155188188 18162 182 |8 =)
ti, uc, ti,
ti ti §i ti ti ti i ti ti ti {i ti,rp mp 1i i i i ctmp i
a1 a2 122 39 18 53 86 55 206 73 67 g4 150 23 22 a7 49 59 9 2,345
0 0 0 o 0 0 o 0 0 0 0 ¢ 0 0 0 0 0 0 ¢ o
0 0 48 ¢ 22 0 o 0 0 0 0 o 0 0 o 0 a 0 1 518
34 36 70 34 09 55 133 50 292 92 75 81 108 a3 05 47 124 146 4 2,610
34 3% 118 34 23 55 133 50 202 02 75 81 103 33 05 a7 124 146 15 3,128
¢ o 0 o 0 0 ¢ o 0 o 0 ¢ 0 0 o o o o o 4,621
273 346 1339 294 323 451 604 479 1927 700 301 548 728 286 192 623 939 680 108 22002
0 o 0 o 0 0 o 0 0 o 0 o 0 0 0 0 o 0 0 203
273 346 1339 294 323 451 604 479 1927 701 301 546 728 286 192 623 959 680 108 26,825
o o 637 0 210 0 o 0 0 o 0 0 0 0 0 0 e 0 0 3,238
27 6 152 9 19 6 10 21 78 17 7 18 114 0 19 20 53 68 4 1,928
0 o 0 0 0 0 ¢ 0 0 o 0 o 7es 222 NA 127 o 0 80 1,374
0 4 0 0.1 0 1 2 2 40 o 1 8 a 0 NA 45 2 0 3 153
15 19 69 15 17 25 3 27 g2 4 17 31 112 22 1 43 50 34 8 1,203
0 o 0 o 0 0 0 o 0 o 0 a 0 o 0 0 o o 0 591
0 NA 108 60 0 0 30 423 NA  NA 0 NA L NA NA 170 66 592 NA NA 66 10,044
0 NaA 29 27 0 131 43 40 a9 243 NA N/A 34 144 24 297 a8 481 16 2,953
0 7 57 184 o 219 99 76 65 14 NA N/A 40 34 48 110 788 399 50 3,349
0 0 0 0 0 0 0 0 0 ¢ A WA NA A NA o 0 0 4 a
0 o 0 0 0 o 17 2 3 0 NA NA 1 0 o o 0 0 0 36
0 o 0 0 0 0 45 1 ) 0 NA L NA 2 0 8 0 0 0 a 200
0 1675 0287 0.136 0 1749 3987 0371 B259  2.504 NA N/A 0980 0834 NA 0884 1173 3311 0.468 60
55 702 687 159 2,142 2662 64014 31234 26839 278 WA 21821 40000 660 21779 5104 594 1,452 3330 260,409
3054 818 1020 314 2121 0 ¢ 0 21087 72646 WA NA  NA 15867 331 12530 249 2,198 0 796,090
110 NA 25 1 3 24 0 4 0.2 as NA NA N/A NA o a 0 0 0 708
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SCA Data

Facts about the mills Personal Care

Total
8 8 @ c
g o8 z |8 2| 8
218 |g | 2|58 $al8. (% £ los | 8s |28 8
88|28 |85 88|82 /on |BE|28 |8 |og 28 |2E |29
2006
Grades
Production ktonnes 3 20 61 89 95 ] 23 29 32 7 3 a4 g 481
Energy
Electricity
Internal hydro power  GWha 0 0 o] o ¢ 4] 0 o 0 0 Q 0 0 0
Co-generation Gwhe 0 0 0 0 0 0 0 0 0 o] 0 0 o] 0
Gnid supply Gwhe 5 48 36 38 87 5 24 21 23 6 19 10 3] 227
Total Gwhe -] 48 36 38 87 & 24 21 23 5] 19 10 6 327
Fuels
Biofuel TJtuel 0 0 Q [} 0 0 0 Q 0 o] 0 0 0 4]
Fossil fuel TJtuel 10 0 47 32 86 3 26 a 0 0 0 0 2 214
Electric boiler TJiuel 0 a Q o Q a 0 o] 0 o] 0 o 0 o
Total Tdivel 10 o} 47 32 86 3 28 a8 0 o] 0 o] 2 214
of which co-gen. TJfuel 0 Q o] o] o} 0 o] 0 Q 0 0 0 a i)
Discharges
To air
NOx as NO; tonnes 1.0 0.0 4.7 3.2 9 0 2.6 0.8 o o] 0 0 0 21
502 tonnes 0 0 o] 0 o] 0 s} o] o} 0 0 o] 0 3]
Cust tonnes 0 0 0 o] 0 0 0 o] 0 0 0 0 o
CO- fossil ktonnes 0.7 0.0 2.5 1.8 5 0 1.4 0.4 0.0 Q 0 5 0.2 17
COs biogenic kionnes 0 ¢} Q 0 ¢ 0 Q 0 0 0 0 3 o
To water
coD ionnes 4] 0 o] 0 o] 0 0 0 0 o a 9 il o
BOD tonnas 0 0 0 0 Q 0 0 0 0 0 o} 9] 0 4]
Suspended solids 1onnes 0 o] 0 0 o} 0 o] 0 0 0 0 o} ] i
ADX {onnes 0 C 0 a o] 0 0 a 0 o] 0 ] o o
P 1onngs 0 o] 0 0 o] 0 o] 0 Q o] 0 o] o} 4]
N tonnes 0 0 0 0 o] 0 0 0 0 0 0 0 0 o
Effluent water Mm? 0 o] a 0 ] 0 0 a 0 o] 0 o] 0 4]
Solid waste
Landfill 1onnes 0 56 a a 1,380 14 89 6683 528 330 10 835 319 4,222
Recovery tonnes 310 9,129 4415 6,914 12320 13 6.161 2605 2.489 Q 1.436 434 585 46,911
Hazardous tonnes 0 5 0 0 o] 0 2 5 7 0 0 Q 0 18
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SCAData

Facts about the mills Packaging

Total
jé) o = B g % % w
o5 212 |3 s |3 |35133]¢
% . ] Ele |52 a x> ] ® ki bl - = ) £
Sclos |20 (83 (58|58 |a |2 |32 ey 5o la5 |38 2
£3 |82 z8 5% SEIRE | g Z = g__[-__: Eg |Em wa -8 )
$¥187 |88 (22 38(c8138188 18180102 Eo |ES1 &
2006
Grodes M, wil Wt i) il A fl [ U R fl
Production ktonnes 333 399 245 46 314 321 ar 33 2,362 2,327 178 11 11 4,888
Energy
Electricity
Internal hydro power Gwhe Q V] 0 0 0 0 s} V] - ¢ 4}
Co-generation GWhe 179 56 115 11 1 ¢ 2 0 582 Q 0 582
Grich supply Gwhe 155 287 3 7 145 26 140 14 757 285 25 18 20 1,105
Total Gwhe 334 a2z 118 138 146 125 142 14 1,340 285 25 18 20 1,688
Fuels
Biofuel TJiued 5533 3527 0 0 246 61 56 0 9422 v} a 49 0 9472
Fossil tuel TJiuel 298 646 2,027 2,701 1,388 2,159 1,557 137 109 2,944 472 127 587 15,0414
Elactric baoiler Tfuel 51 Q 0 ¢ Q 0 o] o] 51 o 0 0 4] 51
Total Ttuel 5,882 4173 2,026 2,704 1,634 2220 1,812 137 20.384 2,944 472 177 587 24,564
ol which co-gen. TJiuel 754 23 754 704 10 418 56 o 2925 o} 0 ¢ 0 2925
Discharges — _____.————r——'__'_——
To pir
NCx 28 NO2 tonnes 430 344 o4 12 209 130 34 5 1,399 272 7 13 6 1,697
SC2 tonnes 166 164 1 o] 3 21 ¢ Q0 354 247 61 a 61 724
Dust tonnes 41 310 O 0 1 Q 0 a52 15 13 34 414
GO, tossi kionnes 27 50 115 151 T8 121 87 g 635 181 37 7 49 209
CO; biogenic ktonnes 692 439 0 0 26 3 5 0 1,184 8] 6 o] 1,171
To water
cco tonnes 5256 24390 275 270 203 259 a0 21 9,075 569 13 4] Q0 9.657
BOD tonnes 2,458 505 22 13 11 26 54 2 3080 114 3 ¢ o 3207
Suspenced sotds tonnes. 736 1,095 58 2 18 16 317 4 2,045 255 1 0 ¢ 2302
AOX tonnes 24 1.3 NA NA 0.3 0.2 NA N/A 4 Q 0 0 0 4
P tonnes 38 13 2 1.0 1.0 07 038 03 22 0 Q 0 0 2
N onnes 210 72 19 100 7.7 8.0 1.5 09 148 Q 0 0 148
Efftuent water Mm3 14.28 6.02 225 1.63 1.38 1.37 1.33 0.18 28 0.61 0.33 a Q 28
Solid wasie
Lanafill tonnes 7,077 12,600 24674 128 ¢ 0 43,680 2,725 90884 5,180 7.110 182 54 103,410
Recovery tonnes 5280 25,290 0 23078 28176 21,240 16,931 0 120,003 2,774 1,481 249 105 124,812
Hazardous tonnes 176 69 2] N 14 18 29 ¢ U5 751 62 7 Q 1,165
W = kraftiner
wil = whita top inex
1l = tasthner
fi = fluting

E/T = external tregtment
N/A = data not available
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SCA Data

Facts about the mills Forest Products

Total
g b
-
c '% § % g
cec |pc |2 =i E 5 §' g_
28|82 158 (3% |52 |32 8
€2 132 |83 |22 |SEEE| 8
[SN] 8 @152 1 &6 o < @~ &
solid-
2008 wood
Grades np, we bk, ctmp 5C np products
Production kionnes 844 484 500 354 2,222 2,222
1,000 m3 1660 1,660
Energy
Electricity
Internal hydro power  GWhe o 0 18 0 16 2] 16
Co-generation Gwhe 51 245 388 354 1,037 ¢ 1,037
Grid supply GWhe 1,895 232 304 8 2439 128 2,567
Total GWhe 1,946 477 707 362 3492 128 3621
Fuels
Biotuel Tufuel 2733 9880 0 563 13,176 1,119 14,205
Fossil fuel Tdfue 436 647 4,119 3,965 9,167 152 9,320
Electric boiler TJtuel a7 0 0 o 67 142 209
Total TJiuel 3.236 10,527 4119 4,528 22,410 1,414 23,824
of which co-gen. TJtuel 225 1,032 1842 2326 5425 0 5425
Discharges
To alr
NOx as NO; tonnes 211 740 176 549 1,676 102 1,778
S0z tonnes 28 343 o] 1.0 3rz 33 405
Dust tonnes 22 105 ol 22 129 1 130
CCa fossil ktonnes 3 47 227 224 529 12 41
CO; biogenic ktonnes 254 1077 0 a8 1,386 125 1,511
To water
cop tonnes 33686 6930 1045 928 12,269 0 12,269
BOD tonnes 93 660 63 3 847 0 847
Suspended solids tonnes 279 201 37 87 604 0 604
ADX tonnes 0 6 0.1 0 6.1 0 [
P tonnes 35 18 25 1.7 25.7 0 26
N tonnes 807 122 42 34 210.0 0 210
Effluent water Mm3 12.67 14.68 TA7 4.90 39.7 o 40
Solict waste
Landfil tonnes 277 32 ¢ 69026 69,336 3070 72404
Recovery tonnes 34,057 63777 133509 0 231,344 450 231,794
Hazardous tonnes g2 443 o8 g 633 143 776

np = newsprint

st = 8C paper

Iwe = LWC-paper

cimp = chemical thermomechanical pulp
bk = bleached kraft pulp

N/A = data not available
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SCA Data
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Assurance report

To the readers of the SCA Sustainability Report 2006

At the request of the company manage-
ment of SVENSKA CELLULOSA
AKTIEBOLAGET SCA {publ), we have
performed a limited review of all infor-
mation presented in the tables, diagrams
and graphs provided under the heading
"Strategy” on pages 12-15, as well as on
pages 37, 46-47, of the SCA Sustainabil-
ity Report 2006. The purpose of our lim-
ited review is to express whether we
have found any indication that the
reporting is not, in all materiaj aspects,
performed in accordance with the crite-
ria stated by SCA. The limited review
has been performed in accordance with
FAR SRS’s draft standard on indepen-
dent limited reviews of voluntary sepa-
rate sustainability reports,

Sustainability and any reporting
thereon is the responsibility of SCA
management. SCAs Corporate Human
Resources Department has the specific
responsibility for the collection of infor-
mation and the compilation of the
results regarding personnel, health and
safety in the Sustainability Report. Qur
responsibility is to express an opinion
on the information in the tabies, dia-
grams and graphs in the section “Strat-
€gY” on pages 12-15, as well as pages 37,
46-47, of the SCA Sustaina bility Report
2006, based on our limited review,

The data and information in the
tables, diagrams and graphs on pages
12-15 in the section "Strategy™ and on
pages 37,46-47 of the SCA Sustainahil-
ity Report 2006 have been prepared
based on SCA’s principles for calculation
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and disclosure, which together form the
criteria on which our limited review has
been based.

The scope of our limited review proce-
dures included the following activities:

* Discussions with management to
obtain information on material inci-
dents and activities during the period
to which the report pertains,

* Review of the principles for calcula-
tion and disclosure of the results of
the performance indicators.

*  Overall review of the Group’s sys-
tems and routines for the registra-
tion, accounting and reporting of
performance indicators in tables,
diagrams and graphs.

* Visiting cernain selecred production
units and relevant departments, as
well as interviews with selecred
employees at other units, together
with visits at Group level in order to
assess whether data and informartion
is reported and aggregated in a stan-
dardised formar and in accordance
wirh established principles, in all
material aspects,

* Review of underlying documenta-
tion, on a test basis, to assess whether
the information in the tables, dia-
grams and graphs in the secrion
"Strategy” on pages 12-185, as well as
on pages 37, 46-47, of the SCA Sus-
tainability Report 2006 is based on
that documentation.

We have reported to the Manager of
Corporate Sociai Responsibility Pro-
grams on the continuing results of our
limited review.

Based on our limited review procedures,
nothing has come to our artention that
leads us to believe thar data and infor-
mation provided in the tables, diagrams
and graphs in the section "Strategy” on
pages 12-15, as well as on pages 37,46-
47, of the SCA Sustainability Report
2006, have not, in all material aspects,
been prepared in accordance with the
ahove stated criteria,

Stockholm, 27 February 2007

Ohrlings PricewaterhouseCoopers AB

Robert Barnden
Authurised public accountant

it

Lars-Olle Larsson
Expert member, FAR SRS




Assurance report

To the readers of the SCA Sustainability Report 2006

At the request of SCA’s management, we
have performed a review of information
from SCA’s Resource Management Sys-
tem (RMS) provided under the heading
“The year at a glance”, on page 8 regard-
ing “Goal 1” and “Goal 2” and on pages
49-58 in the SCA Sustainability Report
2006 and in the PDF-file “RMS mill
data” found on SCA’s website on the
Internet {(www.sca.com/sustainability).
The purpose with our review is to
express whether we have found any indi-
cations that the reporting under the “The
year at a glance”, on page 8 regarding
“Goal 1™ and “Goal 2” and on pages 49-
58 in the SCA Sustainability Report
2006 and in the PDF-file is not, in all
material aspects, performed in accor-
dance with the criteria stated below. The
review has been performed in accor-
dance with FAR SRS drafr standard on
independent reviews of voluntary sepa-
rate sustainability reports (Rev R6).

The SCA Sustainability Report 2006
was approved by SCA’s management in
February 2007. It is the responsibility of
SCA's department for Public and Envi-
ronmental Affairs to enable reporting of
data and infermation, and its process-
ing, within the RMS. Our task is to
express a report on data and informa-
tion from SCA's RMS based on our
revicw,

Data and information provided
under the heading “The year ata
glance”, on page 8 regarding “Goal 17
and “Goal 2" and on pages 49-58 in the
SCA Sustainability Report 2006 and in
the PDF-fle have been prepared based
on SCA’s principles for calculation and
disclosure of RMS data and informa-
tion. These form the criteria used to
evaluate our review procedures.

The scope of our review procedures
included the following activities:

¢ Discussions with Director of Envi-
ronmental Affairs and chairperson
and members of SCA’s RMS on risk
management issues related to RMS
data and information reporting.

* Review of SCA’ principles for calcu-
lation and disclosure of RMS data
and information.

¢ Discussions with RMS systems
owner and systems admmistrator
regarding SCA’s systems and routines
of dara registration for environmen-
tal accounting and reporting.

¢ Visit at a paper mill and interviews in
order to assess whether data and
information is reported in a stan-
dardized format and in accordance
with established principles, in all
material aspects.

* Review of the scope and limitations
of the content of the information
given under the heading “The year at
a glance”, on page 8 regarding “Goal
17 and “Goal 2" and on pages 49-38
in the SCA Sustainabiliry Report
2006 and in the PDF-file.

» Review of underlying documenta-
tion, on a test basis, to assess whether
the information under the heading
“The year at a glance”, on page 8
regarding “Goal 1™ and “Goal 27
and on pages 49-38 in the SCA Sus-
tainability Report 2006 and in the
PDE-file and in the RMS are based
on that documentation.

¢ Discussions with SCA Director of
Environmental Affairs and chairper-
son for RMS on the resules of our
review.

Based on our review procedures, noth-
ing has come to our attention that causes
us to believe that data and information
provided under the heading “The year at
a glance”™, on page 8 regarding “Goal 17
and “Goal 27 and on pages 49-58 in the
SCA Sustainability Report 2006 and in
the PDF-file which are extracted from
SCA’s RMS have not, in all material
aspects, been prepared in accordance
with the above stated criteria.

Stockholm, February 27, 2007

Deloitte AB

Svante Forsberg
Authorized Public Accountant

%w\ﬁmv\/

Jenny Fransson
Expert member FAR SRS
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Glossary

AOX, Absorbable arganic halogens cxpresses the amount
of chlorine-bound organic substances, Some of these
substances aceumnulate in fish and fish-eating b AOX,

Bribery is the giving or receiving of any undue reward by
or to any person to influence their behavior in a manner
contrary tu the principles of honesty and inteprity.

Business partner A client, customer, or a supplier of the
company. Any company that conducts business in asso-
ciation with SCA may be regarded as a business parter.

Child Labor refers to the employment of workers who do
not meet the applicable national minimum legal age
requirement.

The Code of Conduct ts a formal statement of the values
and business practices of a company. A code is a starc-
ment of minimum standards. together with a pledge by
the company to ohserve them and ter require its contrac-
tors, subcontractors and suppliers, to observe them.

Compulsory Labor This includes work done in a situation
where the workers have to lodge a moncetary deposit or
identity papers with their employer.

Corporate Social Responsibility {CSR) Managing a compa-
ny's business processes in a way that creares economic
vitlue while also respecting people and communities and
minimizing environmenzal impact.

BAT, Best Available Technotogy officially used rerminology
to describe the state-of-the-art technology thar indusery
should use in the field of activity concerned (see IPPC
directive and BREF).

80D, Biochemical oxygen demand Water ernission factor
which describes the amount of oxygen consumed during
biadegradation of dissolved organic martter in effluent
water, without describing the specific substances pres-
ent. High BOD values indicare depletion of che normal
oxypen content of the water environment. It is measured
aver 7 days in 5CA’s Swedish mills and 5 days in che rest
of Europe, in accordance with national legislative sys-
terns.

BREF Best Available Technology Reference Document.
This documenr identifies BAT (Best Available Technol-
ogy) for the 32 sectars selected by the EULincluding the
pulp and paper industry. All pulp and paper mills with a
capacity exceeding 20 tonnes/day should follow the
IPP'C directive {sec IPPC)

Biodiversity A term describing the multitude of life-forms
and species {flora and fauna) in an ecosystem. An eco-
systemn is a bielogical community living in a particular
physical envirenment.

Benchmarking Method of comparing perfermance and
productivity of manufacturing units, Used extensively
by SCA in all its families of operation: paper mills, fluff
production units, packaging integrared hox plants, com-
bustion plants, etc.

£OD, Chemical oxygen demand Water cmission factor
which describes the amouns of oxygen which is con-
sumed when dissolved marter in effluent warer oxidizes.
High COID values can indicase a risk of depletion of the
nuemal oxygen content in the Witer environment.

€02, Carbon dioxide 2 gascous compound emitted natu-
rally through geological activity during the decomposi-
tion process and through kuman activity. Industry and

transpart and heating/cooling are currently the lazpest

emitters of CO3.
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Carbon trading The trading of carbon emissions credits
by companies or, ar a different level, by countries, within
a giobal limitation scheme, (designed o achieve global
emissions reductions using market mechanisms.

Carbon sink As they grow, forests transform gaseous car-
bon inte selid ferm, therehy absorbing COz whilst
simultanecusly producing oxygen. Forests, agricultural
land use and the world’s oceans are considered to be
“carbon sinks™ by current science.

Chain-of-Custody The traceability of the origins of a
product through all its transformatiuns from raw mate-
rial to finished product. In the SCA conrext, Chain-of-
Custody certification links SCA's products with irs FSC-
certified foresis.

CHP See Co-generation or Combined Heat and Power.

Chemical pulp Pulp from wouod Bhers which 1s processed
chemically, normally by cooking.

Chemical Tharmo Mechanical Puip, CTMP A high yield
pulp (about 90-95 percent yiekl from the wood) which
is obrained by hearing and then grinding chemically pre-
treated spruce chips in refining machinery.

Climate Change Also defined as global warming. Human
activity contribuies to the warming of the global envi-
ronment and its resulting effects, which range from
higher temperatures to eccentric weather pattesns and
melting of the ice caps.

Co-peneration or Combined Heat and Power, CHP Genera-
tion of electricity and heat from fuel. Co-generation has
higher total efficiency than separated production of
thermal energy and electricity respegtively.

Cantainerboard Paper specially manufactured for the
production of cerrugated board. (Sce liner and fluring).

Corrugated board Two outer layers of paper with an
intermediate layer of Auting. (See liner and fluting).

Council of Europe Not to be confused with the European
Commission and its Council of Ministers, grouping the
heads of State of the European Union. The Council of
Europe, based in Strasbourg, comprises 46 Western and
Eastern Furope countries, It was set up to defend human
rights, parliamentary demwcracy and the tule of law,
develop continent-wide agreements to standazdise social
and legal practices and promote a European identicy
with shared values.

Dow Jones Sustainability index It is the share index of
companies that are considered leaders in the area of sus-
tainable development and thar conducr their businesses
accordingly.

EDANA International association serving the non wovens
and related hygiene industries. EDANA exists to creare
the foundation for sustainable growth of the nonwovens
and assuciated hygiene industries through acrive promo-
tion, education and dialogue. Website: www.edana.org
and www.hapco.edana.org

EMAS Eco-Management and Audit Scheme created by
European Council Regulation,

Environmental Management System That part of the over-
all management system which includes the structure,
practices, procedures and resources for the systematic
implementation of the organization’s own environmen-
tal policy.

EPD, Environmental Product Declaration cype of product
labelling.

ESAVE Srructured energy-saving programme introduced
by SCA in its energy intensive manufacturing units in
2002 Its aim is to substantially reduce the consumption
of energy in production units,

ETS, Emlission Trading Scheme {or System) greenhouse gas
emission allowance trading scheme for the cost-effective
reduction of such emissions in the European union,
made in the context of the Kyoro Protocol. Installarions
operating in the paper and board industry, in the energy
sector, iron and steel production and the mineral indus-
try apply ETS as of January 151, 2005 in two inirial
phases; from 2005 to 2007 and from 2008 to 2011 2.
COz emissions are subject to permits and Enes (if emis-
sions are abave the cap set for the operation). The
*allowance” means the entitherment w emit 1 onne of
carbon dioxide.

ETS, European Tissue Symposium arganisation based in
Brussels made up of European Tissue producers,
engaged in a dinlogue with the European Commission,
the Council of Evrepe and other international organisa-
tions, ETS has been involved in the development of the
recently published Council of Europe Guidelines For
Tissue Paper Kitchen Towels and Napkins.

Fluting The rippled middie laver in corrugated board
packaging,

Forced Labor This includes indentured, debr bundage or
involuntacy labar of any kind.

Freedom of Association refers 1o the right of employees to
lzwFully join associarions of their own choosing, peace-
fully associare, vrganize or bargain cellectively.

FR, Frequency Rate The number of accidentsfincidents
per million houts worked. Tt is an indicator of Safety sta-
tistics in industry (also sce LTA and Incidence Race).

Fresh wood fiber Also refecred o as virgin Aber. Firse gen-
eration use of raw material derived from wood.

FSC, Forest Stewardship Council an internazional organi-
zation promaoting responsible forest management. FSC
has developed principles for forest management vsed for
certifying the management of forest holdings. and a sys-
wem of wracing, verifying and labelling timber and wood
products which is based on FSC-certified furests. SCA s
an active supporter of FSC.

Green enorgy In the case of SCA, energy produced by
burning recovered waste products such as bark, saw-
dust, plastic rejects, production sludge or other materi-
als.

GWh Gigawatt hours, unit of energy measurement (elec-
tricity and heat). 1GWh=1 million kWh.

HAPCO Hygivne Absorbent Products Manufacturers
Committee; a group member of EDANA, of which SCA
is an active member; Website: www.hapco.edana.org.

Human Rights ate based an the recogmition of the infver-
ent dignity and the equal and inalienable rights of all
members of the human Family, and are the foundation of
freedom, justice, and peace in the world. They are
defined in the Universal Declaration of Hurnan Righes
(1948).




Incidence Rate, IR Number of incidents per 100 employ-
eus, Also see LTAs and Frequeney Rare.

International Labor Organization, ILO The International
Labor Organization is a United Nartions Agency, which
establishes Conventions on Labor standards chat are
binding on member states when ratified. There are over
150 11.O Cunventions, 8 of which are “Core Conven-
trons " since they embody fundamental human rights
and set minimum labor standards.

IPP, integrated Product Policy [n a communication pub-
lished in June 2003, the EC states that “its primary aim
is 10 reduce the environmental impacts of produces
throughout their life cycle, harnessing where possible a
market driven approach within which competitive con-
cerns are integrated ™. The [PP encourages “green prod-
ucts, “green” public procurement and eco-labelling.

IPPC The Eurepean Union'’s Integrazed Pollution and
Prevention Conrrol directive (96/6 1/EC).

150 14001 The standard published by the International
Standards Organization, specifying the requirements of
an environmental management system, All SCA Euro-
pean mills ace certified 15O 14001,

Krattliner Packaging paper made of fresh wood, as
opposed 1o testliner and futing (recycled).

Kyoto Protocel United Nations framework convention
on climate change. Voluntary agreement between indus-
trialised nations, ratified by Europe and the object of
European directive 2003/87/EC, to reduce by 2012 the
levels of man-made CO2 below the level reached in
1990,

Leach/Leachate The percolation of liquids through the
earth. The leaching natural process can pollute under-
ground water or surface warer which is situated below a
retentien basin of wastewater or a landfill which is bio-
Togically active for example.

LWC paper, Light Weight Coated paper is a coated paper
with a high mechanical pulp content. Used for high
quality magazines and advertising macerials with
demanding colour-printing reguirements.

Life Cycle Assessment, LCA A method of assessing the
environmental impact of a product, raking account of its
entire lifespan from raw material exeraction ro waste
disposal. The process is described in the 150 14040
series, SPINE is the common dasabase enabling compar-
ison between product elements.

Liner The surface layer of corrugated board, Available in
various grades, such as kraftliner (based on fresh wood
fiber) and testliner or fluting (based on recycled fiber).

Liguor Substance(s) used in or resulting from chemical
pulp preduction. White liquor is the cooking liguor
{sodium hydroxide and sodium sulphide), Black liquor
is the waste liquor from the completed production cyele.
Most of it is re-used as fuel and buent in the recovery
bailer, Green liguor is an agqueous solution, the residuc
of burning the black liquor.

LTA, Lost Time Accidents Accidents thar cause the absence
of an employee from work for X number of days. One
of the main Safety indicators in industey, See also FR
{Frequency rate) and Incidence Rate (IR).

MBT, Mechanical-biological tr hybrid technology
combining mechanical sorting of waste and biological
treatment to produce biogas. A further processing stage
can convert the residual material into refuse-derived

fuel.

Machanigal pulp Debarked wood which is ground or
chipped for mechanical refining to separate the Aibres
which form pulp.

Monitoring is the process of regularly collecting informa-
tion to check performance against cectain criteria,

MSW, Municipal Solid Waste an important Eraction (15%)
of the total solid waste. Disposable diapers and inconti-
nence products are part of the MSW.

N, Nitrogen A chemical element, also present in wood,
that is necessary for plant and animal life. Excess N in
water can cause major increases in the amounr of algae,
which can lead to oxygen deficiency when the algace
decompose.

Newsprint Paper for newspapers produced from mechan-
ical pulp based on fresh fibre or recovered fibre.

Non-governmental Crganizations (NGOs) are national,
internaticenal, and community based groups thar raise
awareness abourt social, environmental, community and
human rights issues.

Old Corrugated Contatner, 0CC Used corrugated board
collected for recycling,

Opacity Degree to which something is opaque.

P, Phosphorus A chemical element, also present in wood,
that is necessary for plant and animal life, Excess Pin
Waler Can cause I'IUTI'it‘I'lI Enl’iCth‘l’l[.

PSR, Product Specific Requirement (also sec EP'D, Envi-
ronmental Product Declaration) List of requirements
enabling SCA to label its preducts in an accurate and
informative way, avoiding unverifiable labelling.

RAP, Reguiatory Atfairs Ptatform The nerwork keeps and
updates the list of SCA representatives in organisations
at EU and national levels. Ie is in charge of communicat-
ing and defending SCA positions to lawmakers directly
and through industry organisations.

REACH, Regulation, Evaluation and Authorization of Chemi-
cals European legislation on the use of chemicals by
industry. Some 30,000 chemicals will have to be regis-
tered with a Central Furopean chemical agency after
testing. Companies will have to obtain authorization to
use hazardous chemicals.

RMS SCA's Resource Management System: a means of
collecting and collating all environmental data and
resource utilization within the SCA Group.

Recovered fiber Paper-making fiber derived from a sec-
ondary source, such as used paper and board, used for
recycling,

Renewable All matcrials which can be re-grown or pro-
duced without depletion of natural resources.

S paper, Super calendared publication paper with a high
gloss surface and with a high content of mechanical and/
or recycled pulp. Mainly used for catalogues, magazines
and advertising materials,

SR, Socially-responsible investment a method of selecting
stocks for investment using criteria related to a compa-
ny's environmental, social and ethical performance.

Studge Residue from the production of paper; consists
of inert materials, mainly small fibre debris, filler and
other inert materials. It used to be sent to landfill. Now-
adays used as‘new’ raw material and incinerated with
energy recovery.

Solid-wood products Woaod sawn into varieus dimensions
and sizes for furniture, joinery and construction use,

Stakeholdars Groups of people with whom an organiza-
tion has active relationships, and with whom cffective
dialoguc is necessary to the functioning of the business,
Sharcholders, authorities, customers, employees and
NGOs are all stakeholders in SCA's business activities.

Sustainable Davelopment Bringing into decision-
making processes the three interlinked factors —
ecanomic growth and social and environmental care -
which enable society to meet the needs of the present
without compromising the needs of future gencrations.
Also referred 10 as the *triple botrom line™.

TCF, Totally Ghiorine Frea Papcr pulp which is bleached
without using chlorine in any form,

TMP, Thermo Mechanical Pulp A high yield pulp (about
90-95 percent yield from the wood) which is obrained
by heating spruce chips and then grinding them in refin-
ers.

TJ, Terajoule 2 unit used to measure energy {fucl).

Testtiner Packaging paper made from recycled fibre.

Tissun Creped soft paper which is the basis for hygiene
products such as napkins, wilet paper and towels, and
wowelling products for institutions, hortels, ctc.

Twh, TeraWatt hour Linit of energy measurement.
1 TWh=10 Million KWh

waste To SCA, waste comprises enly materials leaving
our producrion unirts which cannot be used for any fur-
ther useful purpose. Recovered paper and fibre are
excluded, since they form part of SCA's main raw mate-
rials.
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Contacts

Meet our teams

Qur teams, the Environmental Com-
mittee (ENV-C) and the Corporate
Social Responsibility Committee
(CSR-C) are interested in your
comments.
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Environmental Issues

Please contact:

Patrik Isaksson,

Director of Environmental Affairs,
E-mail: patrik.isaksson@sca.com
By mail: SCA, Box 7827,

SE-103 97 Stockholm, Sweden.

Social Issues

Please contact:

Yogi Pillay, Manager Corporate Social
Responsibility Programmes

E-mail: yogi.pillay@sca.com

By mail: SCA, Box 7827,

SE-103 97 Stockholm, Sweden.

This report is produced by SCA in cooperation wath n3prentr.

Photo: Juliana Yorkdt, Print: Elanders Gummesson in Falkoping 2007,

Members of the Environmental
Committee (ENV-C):

Ole Terland, Anders Hildeman, Roine
Morin, John Swift, Eva-Barbara Fiirst-
Wiesmann, Simon Hickmort, Brenda
Appleton, Bjorn Lyngfelt, Patrik
Isaksson, Kirsty Halliday, Ut Tillman
and Susan lliefski-Janols.

Members of the Corporate Social
Responsibility Committee (CSR-C)
Sven Gatenheim, Chris Sappl,

Hakan Andersson, Geke Kooij, John
O'Rourke, Christina Rindegdrd, Karin
Eliasson, Michael Runnakko, Caroline
Brent, and Bo Rhodiner.
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