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Personal Care

The business area comprises three product
segments: incontinence care, baby diapers
and feminine care. Production is conducted at
22 facilities in 19 countries. Products are sold
in some 90 countries throughout the world.

Tissue

Tissue consists of toilet paper, kitchen rofls,
facial tissue, handkerchiefs and napkins, In
the AFH segment SCA delivers complete

hygiene concept to companies and institu- |
tions. Production is conducted at 38 facilities |
in 18 countries. Products are sold in some |
80 countries throughout the world.

Packaging

SCA is a full-service supplier of packaging :

solutions and offers both transport and con- i

sumer packaging. Production is conducted

at more than 200 facilities in 28 countries. !

Products are sold in some 50 countries in
’ Europe and Asia.

Forest Products

Production comprises publication papers, pulp
U and solid-wood products, and is conducted at
12 facilities in 3 countries, Products are mainly
sold in Europe, but also North America and
Japan.

Capital employed

Operating cash flow

Average number of employees SCA’s sales perregion
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SCA at a glance |

SCA creates value by
fulfiting the needs of
customers and consumers
in a spirit of innovation,
through continuous effi-
ciency enhancements ~
and with a clear desire to
contribute to a sustainable
development. The Group
develops, produces and
markets personal care
products, tissue, packa-
ging, publication papers
and solid-wood products
in more than 90 countries.

During 2008 SCA had
annual sales of SEK 110bn
(@approximately EUR 11.5bn)
and 52,000 employees.

Group's largest markets Not sales Operating profit
SERM

xmany : y i Persanal Care 214 &]% 324 I

e —— Tissue 344 26% f !

:aiy — Packaging 30% 5; 174 \

imnus S Forest Products 15% 25+ ~
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° 4000 8.000 12,000 18,000
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The year at a glance

Net sales amounted to SEK 110,449m (105,913).
Profit for the year totalled SEK 5,598m (7,161).
Earnings per share amounted to SEK 7.94 (10.16).
Proposed dividend is SEK 3.50 (4.40) per share.

Earnings, dividend and cash flow per share Net sales and operating margin
SEK 12 6 SEK SEKm 12 %
10 — 5 100,000 — : ] 10
8 _ 4 80,000 / \ 8
r M r h
8 a 60,000 [¢]
4 ﬂ-—ﬂ H 2 40,000 P
*
2 1 20,000 2
o u o L U 1) 0 0 U 0
2004 2005 2006 2007 2008 2004 2005 2008 2007 2008
O Epmings Dividonct = L3 Not sakes Operating margin =
O Operating cash flow
Key figures
2008 2007 2006
SEK EUR"Y SEK EUR" SEK EURY

Net sales, SEKm/EURmM 110,449 11,532 105,913 11,456, 101,439 10,672,
Operating profit 8,554 893 10,147 1,008 8,505 820
Operating margin, % a 10 g
Profit befors tax, SEKm/EURM 6,237 653 8,237 391 6,833 73%
Profit for tha year, SEKm/EURmM 5,598 584 7,164 775 5,467 591
Profit for the year, SEKm 2 5,598 5,908 5,467
Earnings per sharg, SEK 7:94 10:16 7:75
Earnings pef share, SEK 2 7:94 9:30 7.75
Cash flow from cument operations per share, SEK 5:42 6:42 a.e5
Dividend, SEK * 3:50.2 4:40 4:00
Strategic invesiments, indl. acquisitions, SEKm/EURmM -4 873 -509 -5.887 -837 -1,258 -136
Equity, SEKmM/EURmM 87,252 6,147 64,279 6,792 58,9683 6,518
Return on capital employed, % 8 " <]
Return an equity, % 9 12 9
Debt/equity ratio, multiple 070 0,58 0,62
Average number of employees 51,899 50,433 51,022

"' Sea pages 36 to 40 for exchange rates.
2 Excluding items atfacting comparabiity.
* Proposed dividend.
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Welcome to the new www.sca.com!

Expanded and improved — an entire world of important information
about SCA. .. just a click away.

SCA’s aim is to continuously develop
www.sca.com, making it the fore-
most source of information and
news for all of SCA’s stakeholders.
On the website, all important infor-
mation concerning the Group and
opetrations shall be readily available
to everyone.

There will be some changes on our
website this year, and a number

of these take place in conjunction
with the publication of the Group’s
Annual Report for 2008. The content
in the printed version of the Annual
Report, which has become increa-
singly comprehensive in recent
years, has been concentrated and
the report now has fewer pages.
Meanwhile, the website is being
expanded to include a range of new
functions that enable the visitor

to quickly and easily find relevant
information. By utilising all the
possibilities of the Internet, encom-
passing text and images combined
with enhanced interactivity and
rapid updates, it is SCA’s ambition
for an increasing number of its
stakeholders to derive benefit from
www.sca.com

Look out for news during the year.

The following symbal in the annual report refers to
further information at www.sca.com
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Introduction
CEOQ's message

Strength and stability in difficult times

“Qur objective is 10 strengthen

our cash flow by a couple of billion
SEK in the next two years.”

2 SCA Annual Report 2008

In 2008, conditions changed dramatically for many compa-
nies in the wake of the global finance crisis and the weaker
economy, and this was also true for SCA. While some of our
segments more sensitive to economic fluctuations, such as
packaging and forest products, experienced a weakening
trend, we saw proof of strength in our hygiene products
business in the face of increasingly difficult times.

We can lock back at a year that included a
number of admirable achievements. We contin-
ued to expangd our sales of hygiene productsin
prioritised emerging markets by 16% and thus
continued to strengthen our positions, Qur tissue
business improved its operating profit by a full
38%. Behind this lies the successful integration
of our 2007 European tissue acquisition and
other efforts to enhance profitability. Growth for
Personal Care products totalled 6%, in which
our primary segment, incontinence care with
the world-leading brand Tena, expanded by 7%
during the year.

It was mainly our packaging business that
reported a significant drop in earnings. Producer
inventory levels of containerboard were already
high at the beginning of the year. The decline in
the demand scenario for corrugated board accel-
erated and, in the fourth quarter, several industrial
segments delteriorated sharply. These factors
have entailed an ever-growing pressure on prices.
SCA has taken a range of measures, one of which
was to reduce containerboard production by
149,000 tonnes. During the year, parts of the UK
packaging operations were divested to focus on
higher value-added products.

Within the forest products business area,
sawmill operations declined significantly com-
pared with the record earnings in the preceding
year. Demand for publication papers was stable.
Rising costs for raw material and energy had an
adverse impact on earnings.

However, turbulent times can also create new
business opportunities. In such an industry envi-
ronment, SCA’'s fundamentally strong ability to

wark under pressure provides a stable platform
for the strategic short and medium-term initia-
tives we are now taking to emerge from the re-
Ces5ion as a stronger company.

Due to the unusually large degree of uncer-
tainty in future assessments, our focus in the next
two years will be on costs, cash flow and capital
efficiency, while we will continue with crucial con-
sumer and customer-criented innovation.

1. Costs and cash flow

In 2008, we focused on reducing operating capi-
tal through a review of inventory, payment days,
and so forth. Qur efforts have already generated
results. We will reduce the 2009 level for capital
expenditure compared with 2008 by postponing
a number of large investments. We are prepared
to implement restructuring measures to optimise
the bulk of our assets and to reconsider our mar-
ket positions in certain markets and product cate-
gories. We are concentrating our growth efforts
to areas with the best conditions for profitability.
Our objective is to strengthen our cash flow by a
couple of billion SEK in the next two years.

2. Capital efficiency

As part of our capital-intensive operations, we are
conducting ongoing programmes and supple-
menting these with new programmes. Packag-
ing's Lean Production programme is to be rapidly
expanded to an increasing number of facilities,
which decisively enhances productivity and
profitability. The programme also reinforces our
competitiveness by providing a clearer customer-
oriented approach.




Within Forest Products, which has long reported
world-ctass productivity figures, 84 different im-
provement projects are currently under way.
These projects will reduce tied-up capital. The in-
tegration of facilities that were part of the Group's
2007 acquisition is currently taking place within
the European tissue business and this will enable
continued streamlining.

3. Consumer and customer-otiented
innovation

Innovation is a priority area for SCA. In recent
years, the Group has made significant invest-
ments in increased consumer insight, product
research and development, and design capacity.
This is the driving force for much of our business
and has given us leading positions in several
product categories, such as incontinence care
with the Tena brand and AFH with the Tork brand.
For the tatter of these brands the company has
recently launched an entirely new design line. For
the packaging business, product development
and design are central elements in the customer
offering. Innovation and product renewal will be
one of our key competitive advantages.

The three focus areas are supported by clearly-
defined objectives that prioritise return on capital
employed. The Group's average and annual targst
for a business cycle is 13%.

While the demanding challenges facing our
business environment comprise the impetus
behind our efforts in 2009, our most critical
motives lie in the future.

SCA has a number of highly atiractive
strengths, ranging from our stable ownership
to forest holdings, where we have an integrated,
highly efficient value chain that optimally utilises
our own forests and genetates favourable results.
In addition, SCA has a prominent sustainability
profile and most of our business areas hold lead-
ing market positions. Europe accounts for 80%
of sales and 85% of operating profit and is thus
not only our obvious home market, but also a
strength factor. This is particularly true in terms
of our hygiene operations.

SCA is cumrently one of the world’s three lead-
ing hygiene products companies. The Group's
share of sales of hygiene products has gradually
increased to 55%. This is a position shift that we

must continue to pursue. The hygiene business
offers us higher and more stable earnings and a
rnore reliable value trend for our shareholders.

This work will be characterised by two main
themes: strengthening SCA's positions in the
European home market and making further invest-
ments in selected growth markets such areas as
Eastern Europe and Russia, and certain markets
in Latin America, Southeast Asia and the Middie
East. Our brand portfolio will be a key factor.

We intend to continue making investments in
local praduction, product development and mar-
keting in these countries. Our focus is to increase
the praportion of markets in which we hold not
less than a 20% market share. This provides criti-
cal mass for sustainable competitiveness.

In summary, | would like to emphasise that
SCA has an extraordinary opportunity to utilise
its fundamental strength and stability in a year
such as 2008, which will be a test for all involved.
It is hardly possible to speculate about future
business trends at this point. However, it is worth
once again highlighting the fact that SCA has a
significant portion of its production focused on
products that are required and used everyday.
We know that sooner or later the industrial
climate will turn around and customer demand
will increase. When this happens, we will be
prepared with more innovative products, familiar
and attractive brands, and talented and skilled
employees dedicated to creating continued value
for our consumers, customers, shareholders and
employees.

/ Jan Johansson
President and CEQ

Introduction
CEO’s message
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Introduction
The SCA share

The SCA share in 2008

The 2008 closing price on the Nasdag OMX
Stockholm for SCA’s B shares was SEK 66.75
{114.50), cormesponding to a market capitalisation
of SEK 47bn (81). SCA's market capitalisation
corresponds to approximately 2% (2) of the total
market capitalisation on the Nasdaq OMX Stock-
hotm. Since the beginning of 2008, the share
price has declined by 42%. During the same
period, the Nasdaq OMX Stockholm fell by 39%.
The highest closing price for SCA’s B shares dur-
ing the year was SEK 116.75, which was noted
on 7 April. The lowest price was SEK 51.50 on
28 Qctober. The proposed dividend is SEK 3.50
per share (see below). Viewed over a five-year
pericd, the SCA share has demonstrated stronger
performance than comparable industry indexes,
but has developed weaker than the Nasdaq OMX

indexes directly linked to the Stockholm ex-
change, SCA is included in other indexes, such
as the Dow Jones STOXX Index, FTSE Eurotop
300 and MSCI Eurctop 300. SCA is also repre-
sented in several sustainability indexes. One such
index is the FTSE4Good index.

Following the submission of an appiication by
SCA, the Group's B share was delisted from the
Lendon Stock Exchange on 29 May 2008 pursu-
ant to a decision by the Financial Services Autho-
rity (FSA). SCA’s B shara had been listed on the
London Stock Exchange since 1983, but trading
in recent years in London corresponded to less
than 1% of the total turnover of the company’s
B shares and, consequently, the decision was
made to delist.

Foreign ownership

Some 59% (57) of the share capital is owned by
investors registered in Sweden and 41% (43)

by foreign investors, The US and the UK account
for the highest percentage of shareholders
registered outside Sweden, with 21% and 11%
respectively.

Dividend

The Board of Directors has proposed a dividend
to shareholders of SEK 3.50 per share for 2008.
The 2008 dividend represents a dividend yield of
5.2% per share, based on SCA’s share price at
the end of the year. SCA’s dividend policy is de-
scribed on page 8.

o Ticker names
Stockholm. Liquidity Nasdaq OMX Stockhlm SCAA SCAB
In 2008, the volume of SCA shares traded was New York {ADR level 1) SVCBY
Trading in SCA shares 849 rnillion (917), representing a value of approxi-
SCA shares are listed and traded primarily on mately SEK 72bn {118). Average daily trading for
the Nasdaq OMX Stockholm, and as American SCA on the Nasdaq OMX Stockholm amounted
Depaository Receipts (ADR level 1) in the US to 3.4 million shares, corresponding to a value of
through the Bank of New York. In addition to SEK 286m (436).
Price trend and share trading 2008 Price trend and share trading 2004-2008
SEK Thousand shares SEK Milion shares
120 12,000 300 300
100 10,000 250 250
80 8,000 200 200
B0 6,000 150 150
a0 i 4,000 100 100
20 2,000 50 50
0 0 0 ]
Jan. Feb. March Apdl May June July Aug. Sep. Oct. Nov. Dec.
= SCAB Caytradng (3 == SCAB Trading per quarter
= OMXSP! = OMXSPI
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Data per share

Al eamings figures include non-recurring items.

SEK per shate uniess otherwise indicated 2008 2007 2008 2005 2004
Earnirkys per share after Al tax:

After dilution 7.94 10.16 7.75 0.61 7.37
Befera dilution 7.94 3017 7.76 0.61 7.38
Markat price for B share:

Average price during the year 84.76 118.00 107.24 88.95 96.22
Closing price, 31 December 86.75 114.50 11917 99,00 94.50
Cash flow from current operations”! 5.42 6.42 3.95 8.22 8.12
Dividand 3502 4.40 400 367 350
Dwidend growth, %2 8 9 9 9 1
Dividdend yield 52 a8 3.4 3.7 az
P/E ratio® 12 11 14 a7 12
Price/EBIS 1 12 14 57 13
Bata coafficient™® 0.84 0.73 073 073 0.68
Pay-out ratio (before diution), % 56 a4 48 58 68
Equity, after ditution g5 a1 a3 80 78
Equity, before dilution 94 90 83 80 77
Average number of shares after dilution (millions) T02.2 702.2 701.4 700.5 7005
Number of registered shares 31 Decernber (millicns) 7051 705.1 705.0 705.0 705.0
Number of shares after lull conversion {milions) 05,1 705.1 705.0 705.0 705.0

" Sew dafinitions of key ratios on page 91.

2 Board proposal.

3 Rofng 10-year data,

“ Share price et year-end dvided by earmings per share after full tax and distion.

8 Markat copitalisabon plus net deb plus minonty interests divided by operating profit. (EBIT = earmangs before interest &nd taxgs).

@ Sharg price volatiity compared with the entre stock axchange (measured tor roling 46 months).

Shareholders by country, capital

3 Swaden, 50%

ous, 21%
MUK, 1%

O L uxembourg, 3%

I Othor, 6%

Shareholders by category, capital

D3 Institutions, 86%
O3 Private individuats, 14%

&

Source: Euracioar

SCA's ten largest shareholders
According to Euroclear’s official share register for directly registered and

Shareholder structure

trustea registered shareholders at 31 December 2008, the fallowing compa-  iutding sharehotiae! oot Holding Votes
nies, foundations and mutual funds were the ten largest registered share- 1-500 44,815 8,380,835 1.19 1.12
holders based on voting rights (before dilution): 501-1000 14,143 10,596,780 1.50 1.28
1,001-2,000 9,512 13,860,628 1.97 1.77
Shareholder No. of voles % No, of shares k. 2,001-5,000 6.811 21,557,230 3.06 2.80
AB Industrivarden 508,200,000 20.8 70,800,000 100 5,001-10,000 2,281 18,227,679 2.30 2,06
Handelsbanken* 221,541,333 13.0 36,196,836 5.1 10,001-20,000 952 13,506,014 1.92 1.54
SEB” 103,920,244 6.1 19,011,355 27 20.001-50,000 508 18,664,283 265 1,73
Skandia 59,071,602 35 7,214,520 1.0 50,001-100,000 257 18,277,850 259 1.72
Alkance Bemstein 58,104,767 3.4 58,104,767 82  100,001- 489 584,030,885 82.82 85.99
Alacta 44,820,120 2.6 22,140,012 3.1 Total 76,858 705,110,004 100 100
Skrinctan** 36,550,000 22 3,655,000 0.5 Source: Eurockr
Swedbank® 23,232,503 1.4 23,220,542 3.3
Nordea® 19,011,316 1.1 9,212,467 1.3
Andra AP-fonden 12,619,061 Q7 9,289,601 1.3
* Including mutual tundts and foundations. Source: Euroclear
** Skrindan includes Maths O. Sundgvist's hokding.
Percentage of foreign ownership Share distribution
2008 2007 2006 2005 2004 31 December 2008 Series A Series B Total shares
% 41 43 43 39 32 Number of registered shares 110,940,207 594,169,887 705,110,094
ol which treasury shares - 2,767,605 2,767,605
Issues, etc, 1983-2008 More information at www.sca.com
Since the beginning of 1993, the share capital and the number of shares .
have increased due to issues of new shares, conversions and splits, as detailed below:
Increass inshare  Cash payment,
No. of shares capital, SEKm SEKm Serles A Series B Total
1993 Corversion of gebentures and new subscription through Series 1 warmants 4,030,288 403 119.1
New shars issue 1:10, issue price SEK 80 17.633.412 176.3 14107 62,145,880 131,821,657 193,067,537
1994 Corwersion of debentures 16,285 0.2 - 62,145,880 131,837,942 193,683,822
1995  Conversion of debentures 3,416,113 4.2 - 62,145,880 135,254,065 197,399,935
1999  Mew share issue 1:6, issue price SEK 140 32,800,089 3290 4,579.0 62,133,908 168,166,015 230,209.924
2000  Cornwversion of debentures 101,631 1.0 15.0 61,626,133 168,775,422 230,401,555
2001  New sharaissue, private placement 1,800,000 18.0 18.0 45,787,127 186,414,428 232,201,555
2002  New shareissue thvough HIB warants 513 0 0.1 41,701,362 180,500,706 232,202,068
20038  Conwersion aof debentures and subscriptions through 1B warrants 2,825.475 28.3 7229 40,437,203 194,500,340 205,027,543
2004  Conversion of debentures 9,185 "N 1.1 40,427 857 194,608,841 235,036,698
2007 Split3: 470,073,296 - - 112,805,207 502,204,867 705,110,094
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Introduction
Value creation

Value creation

Value creating business idea through growth in hygiene

SCA’s business idea is to develop,
praduce and market increasingly value-
added products and services within
Personal Care, Tissue, Packaging

and Forest Products. SCA's products
simplify the everyday lives of hundred
of millions of people around the globe,
They also generate strong cash flows
that enable favourable dividend growth
and increased value for the SCA share.

Growth in hygiene

O Hygena
M Packaging/Forest Products

Business in two blocks

Perscnal Care

Keeping dry

Packaging

In the past decade, the Group has gractually shifted
the balance toward its hygiena products operations.
This reallocation was conducted to reduce the ei-
fects of a cyclical demand scenario and s a path that
the Group will pursue. Demand for hygiene products
is stable in industrial countries and is rising in emerg-
ing markets in pace with the increase of disposable
income and use of the products.

Since 2008, SCA conducts business in two
blocks: hygiene products on the one hand and for-
est products and packaging on the other. A Global
Hygiene Category (GHC} was established during
the year to create the conditions for the best possi-
bie development of the hygiene businesses based
on their respective circumstances. For further infor-
mation concerning GHC, see page 10.

Keeping safe

SCA s one of Europe's leading suppliers of packaging solutions and also
canducts operations in Asia. The Group develops smart, holistic solutions
that make transport less expensive. SCA focusas on creative design that
offers customers good point-of-sale display and faciliates everyday life for

SCA has world-leading expertise and innovative products that keep
babies dry, offer women comfortable protection during menstruation
and make everyday lie simpler for people with incontinence. SCA's

baby diapers, feminine care and incontinence products are available

worldwide.

Tissue

Keeping clean

SCA is Europe's largest supplier of tissue. Keeping your house and be-
longings clean and washing and drying hands are the simplest and most

aifective ways to prevent the spread of disease.

consumers,

Forest Products

Keeping up-to-date

SCA produces publication papers and solid-wood products that are con-
tinuously developed to offer higher value-added. The Group's substantial

forest heldings are a sirategic asset and form the basis of the sustainable
development of its integrated industrial operations,

Market-driven strength factors

Customer and consumer insight
Understanding customer requirements and
quickly realising the consequences of new con-
sumer needs and lifestyles is of decisive impor-
tance for a company such as SCA. This insight
is converted into patented solutions and new
products on the shebves of the stores.

& SCA Annual Report 2008

Regional presence with global strength

Many of SCA's products cannot sustain the high
costs of long-distance transport. Accordingly, pro-
duction is mainly conducted at a local level, Never-
theless, SCA has significant economies of scale and
opportunities 1o exchange know-how and ideas
concerning consumers and CUStOMers in various
parts of the world. This occurs within such areas as
research and development, technology, brand posi-
tioning and concept development.

Sustainable development

Sustainable development has been a key part
of SCA's business modlel and product offering
for many decades. The sustainability palicy
and Code of Conduct stipulate how the Group
addresses environmental and social issues,
which create long-term value for shareholders
and other stakeholders.




Financial targets 2010-2012

In light of the Group's greater focus on capital efficiency, SCA has set the
target for ROCE at a Group and business area level. Assuming that the
capital markets and economy stabilise toward the end of 2010, the
Group shall achieve a return on capital employed of 13%, which is the
target for average annual return over an economic cycle.

introduction
Value creation

Personal Care ROCE Packaging ROCE
Group 30 % 1 0 %
ROCE
1 3 % Tissue ROCE Forest Products ~ ROCE

13+

L ER

Intensified strategic focus 2009-2010

The current recession and the financial uncertainty have meant that SCA
has adapted its short-term plans to the prevailing situation. The priority is
a turnaround of the Group's cash-flow trend and to continue to strengthen
the Group's successful positions in hygiene products throughout the
world. This is particularly relevant for the European home market, which

accounts for a total of 80% of the Group's sales and 85% of operating
profit. The action plan addresses lower growth and more difficult times,
which impact expansion plans insofar as markets in which SCA does not
already have an established position are assigned a lower priority.

Lower costs and increased
cash flow

Through increased control of inven-
tory and terms of payment, working
capital is reduced. Investment levels
are lowered through repriortisation
or postponement. A more strict
prioritisation of growth areas (geo-
graphic and categories) reduces the
pressure on costs.

Capital efficiency

In a capital-intensive operation such
as those conducted by SCA, effi-
cient faciiities with high production
and low cost levels are a decisive
factor. Several systems and pro-
grammes are used to sireamline
the organisation and equipment in
order to generate optimal efficiency
with a focus on the Packaging,
Forest Products and Tissue busi-
ness areas.

Innovations

For the consumer-centric hygiene
products business, consumer
insight and innovation is the key
factor that drives sales. SCA, a
holder of leading global or regional
positions in its ¢ategories, contin-
ues to invest to develop innovation
and product development.

Growth

Within the hygiene products busi-
ness. significant growth cpportuni-
ties exist as a result of an increase
in the disposable income of a great-
er number of people living in devel-
oping countrigs. Meanwhile, the use
of hygiene products is low, which
further supports increased growth.
SCA aims to grow at a more rapid
pace than the market in sefected
segments and in emerging markets,
such as Latin America, Russia/
Eastern Europe, the Middle East
and Southeast Asia.
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Value creation

SCA measures and evaluates profitability in
operating activities as return on capital em-
ployed (ROCE}. The target for ROCE in the
Group has been set at 13% and varies
among the business areas based on their
different conditions (see pages 4-5}.

Strategic investments

SCA evaluates all strategic investments (compa-
ny acquisitions or sxpansion investrnents) using
a cash-flow based control model. The present
value of future cash flows are calculated and dis-
counted by the cost of capital. SCA requires that
the present value must exceed the investment
expenditure by a margin. This margin is set spe-
cifically for each investment and depends on the
business to which it relates, the economic life of
the investment and other factors.

Required rate of return on operating activities
SCA's required rate of return on operating activi-
ties corresponds to the financial targets and is
based on return on capital employed (ROCE).

Required rate of return on investments

SCA's required rate of return on investments is
determined by the capital market's estimated re-
turn requirernent on an investment in SCA shares
and current long-term interest rates. The return
requirement, the weighted average cost of capital
(WACC), based on SCA's capital structure from

a debt/equity ratio of 0.7, was calculated at year
end 2008 as 7.2%, This means that all invest-
ments must cver time generate an annual operat-
ing cash flow after tax, but before interest ex-
pense, of at least 7.2% of the Investment in ordar
to be value-creating and thus meet market
demands. The return requirement level above
applies to investments in Sweden. Different

bormowing costs and tax rates in other countries
change the return requirement for operations in
those countries.

Dividend poficy

SCA aims to provide long-term stable and rising
dividends. Over a business cycle, approximately
one-third of cash flow from current operations
(after interest expenses and tax) is normally allo-
cated to dividends. If, in the long term, cash flow
from current operations exceeds what the com-
pany can place in profitable expansion invest-
ments, the surplus shall be used to amortise
loans or is returned to shareholders through higher
dividends or share repurchases. In light of the
prevailing uncertainty regarding trends in the
economy and the uncertainty associated with the
financial systems, the Board decided to propose
a dividend of SEK 3.50 for the 2008 financial year,
corresponding to a decrease of SEK 0.90 com-
pared with 2007, Accordingly, dividends have
risen by an average of 6% per year over the past
decade.

Capital structure

SCA's debt/equity ratio measured as net debt

in retation to recognised equity was 0.70 at 31
December 2008. This is on a par with SCA's long-
term target of 0.7. The debt/equity ratio target of
0.7 was chosen taking into account SCA's busi-
ness risk, the composition of the product portfolio
and the substantial forest holdings. Periodically,
the debt/equity ratio may deviate from the target.
Over the past decade, the debt/equity ratic has
varied between 0.39 and 0.70. 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
credit rating of K1 in Sweden from Standard &

Poor’s. During the autumn, Moody's and Standard
& Poor’s changed their forecast for SCA from a
stable to a negative outlook. For more detailed in-
formation about SCA's financial risk management,
see Note 2 on page 48.

Incentive programme

SCA's incentive programme is designed to sup-
port the company’s objective of creating share-
holder value. The programme for senior execu-
tives has two components: achievernent of
cash-flow, growth and earnings targets, and the
performance of SCA shares compared with an
index consisting of SCA’s largest global competi-
tors. For mere information about the structure of
the programme, see Note 7 (Personnel and Board
costs), on page 59.

Strategic investments, acquisitions and divestments
SEKm

12.000
10,000
8,000
8,000
4,000
2,000

.-

-2,000

4,000

2004 2005 2006
O Personal Cara
O Tisswe

2007 2008

Packaging Il
Forest Products O
Divestments 1l

Key ratios

2008 2007 2008
Operating surpius margin (EBIT)
Result "H{%} 7.7 9.3 8.4
Operating cash flow
Rasut " (SEKbn) 38 5.2 4.1
Return metrics
Resust, capital employed " (%) 80 10.2 a8
Resut, equity *{%) 9.0 1.3 9.5
Financial metrics
Debt/equity ratio (muttiple) 07 Q6 0.6
Market adjusted debi/equity ratio (muttiple) 1.0 05 0.4
Debt payment capacity (%) 26 35 29

" Exchuding items affecting comparability:
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Operations and structure

SCA is a global consumer goods and paper
company that develops, produces and markets
personal care products, tissue, packaging,
publication papers and solid-wood products.
SCA offers products that make everyday life
for people considerably easier. Based on cus-
tomer and consumer needs, new and more
value-added products are constantly being
developed for consumers, institutions, indus-
try and the retail trade. SCA seeks to increase
the percentage of value-added products

and the products consist almost exclusively
of renewable and recyclable materials.

Although Europe is SCA's main market, the Group
also holds strong positions in North America,
Latin America and Asia Pacific. Expansion takes
place through organic growth and acquisitions,
primarily within personal care and tissue. SCA
owns approximately 2.0 million hectares of pro-
ductive forest fand, which guarantees half of the
Group’s timber supplies and enables efficient raw
material integration and effective cost control.
SCA conducts extensive sawmill operations as
a natural complement to the forest operations.

Organisation

Organisation

SCA consists of four business areas - Personal
Care, Tissue, Packaging and Forest Products.
The business areas are organised in six business
groups. The SCA Personal Care Europe business
group manufactures and sells personal care prod-
ucts in Europe and Africa. SCA Tissue Europe's
operations involve manufacture and sales of con-
sumer and AFH tissue in Europe, Ajso located in
Europe is the SCA Packaging Europe business
group, which manufactures and sells packaging
solutions, and the SCA Forest Products business
group, which manufactures publication papers,
pulp, timber and solid-wood products. The SCA
Asia Pacific business group manufactures and
sells packaging, personal care products and tis-
sue. The SCA Armericas business group includes
both tissue and personal care products.

In 2008, the Global Hygiene Category (GHC)
was established to create the conditions for global
growth in the hygiene businesses. The unit will
focus on long-term strategies for all segments
in tissue and personal care products. In order to
capitalise on synergies among the business areas,
GHC is responsible for customer and consumer

GCEO and President

insight, innovation, technology processes and
brand development.

Important events during the year

During the year, SCA implemented and approved
a range of key expansion investments in such
countries as Russia, Mexico and the Netherlands.
The Group divested parts of its UK packaging op-
erations to focus on higher value-added prod-
ucts. The integration of the European tissue busi-
ness acquired in 2007 was concluded and result-
ed in, for example, synergy effects and capacity
reductions in the UK.

A detaited account of acquisitions, invest-
ments and divestments during the year can be
found on page 11.

In addition to acquisitions, investments and
divestments implemented during the year, signifi-
cant events for each business area are detailed
on pages 16-31.

Corporate Staffs

Global Hygiene
Category (GHC)" i
Europe

SCA! Amcas

SCAtAsiaRacific

A EorestProducts

* GHC was established in 2008 to ranage innovation, brand sirategy and technology for the Group's hygiene operations,
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Acquisitions, investments and divestments

SCA increased ownership in Chinese tissue
company Vinda

On 29 March 2007, SCA acquired an initial holding
of 20% of the shares in the Hong Kong-based
tissue company Vinda. This shareholding was
|ater diluted to 14% when Vinda was listed
through an IPO on the Hong Kong stock exchange
in July 2007. Vinda, one of the leading brands
with modern assets, is among the three largest
companies within the rapidly growing tissue
market in China. In February 2008, SCA increased
its ownership from 14% to 19%. The partial
acquisition amounted to SEK 119m.

SCA invests in increased capacity within
incontinence care in the Netherlands
SCA is the world-leading provider of incontinence
care products. To keep pace with the strong
growth in demand for heavy incontinence care,
the Group decided to invest in increased capacity
in the Netherlands.
At the plant in Hoogezand, SCA is investing
in a new production line for the Tena Pants incon-
tinence product to support the strong growth
in Europe, where sales in the Pants segment
are outpacing global growth. The investment in
Hoogezand amounts to SEK 155m, and the plant
is scheduled to start operation at the end of 2009.
At the facility in Gennep, SCA is investing SEK
184m in a new production line for the Tena Flex
incontinence product, which is also designed to
satisfy rising growth in Europe. Flex products are
mainly sold to institutions and nursing homes and
development of the segment has come furthest in
Europe, where SCA is market leader. The new line
will be started up in the third quarter of 2009,

SCA invests in solid-wood products

During the year, SCA decided to invest in an auto-
matic sorting system at the sawmill in Tunadal.
This investment, corresponding to SEK 210m,
will reduce production costs and increase pro-
duction volume, v/hile also enhancing quality and
increasing the yield of finished products from the
consumed timber volume. The rmain markets for
Tunadal’s products are Scandinavia, the UK and
France.

SCA invests in a new tissue machine

in Latin America

SCA's operations in Colombia, Ecuador, Peru and
Venezuela are conducted through the 50%-owned
venture capital company Productos Familia S.A.,

which sells tissue, baby diapers, feminine care
and incontinence care products. In response to

a robust sales trend for tissue products, the com-
pany is now investing in a new tissue machine

in Colombia. SCA’s share of the investment cost
amounts to USD 32m, corresponding to SEK
208m, The investment is conducted entirely with-
in the framework of Productos Familia and will
not require any new shareholder contributions.

SCA expands consumer products in Russia
The Russian market for personal care products
is undergoing rapid growth. Since 1995, SCA's
sales of baby diapers (Libero) and feminine care
products (Libresse) have grown continuously,
increasing the need for local production. Against
this background, SCA decided to open its own
production facility in the Tula region, south of
Meoscow, to meet rising consumer demand.

Purchasing power is on the rise in Russia,
particularly in the Moscow region. An increasing
number of families with children are using dispos-
able diapers and the emergence of hypermarkets
and superstores is increasing the availability of
these products and changing consumer behavior.

The Russian venture is long-term and will
gradually include all product groups in SCA’s
consumer portfolio for personal care products:
femninine care, baby diapers and incontinence
care. The investment is estimated to amount to
about SEK 450m.

SCA approved significant investment

in Mexico

In a move to improve its offering to consumaers,
while at the same time strengthening competi-
tiveness and profitability, SCA decided to invest
in a new tissue plant in Mexico. The plant, which
will be located near the key markets in and
around Mexico City, will be integrated and highly
efficient and will provide the company with a
good opportunity to enhance product quality and
thereby improve SCA's profitability and offering
to consumers.

Mexico has a stable economy, with a rapidly
growing middle-class, low inflation and robust
economic growth. Mexico is one of SCA's identi-
fied growth markets. Currently, SCA’s sales of
hygiene products in Mexico and Central America
total SEK 2,800m (USD 458m), of which about
two thirds is attributable to tissue. The tissue
market in Mexico is well consalidated and SCA s
currently second, with a market share of 18%.

Producer brands, including SCA's, are totally
dominant on the Mexican convenience goods
market.

In a first phase, a tissue machine will be built
with a capacity of 60,000 tonnes per year. The
project also comprises a recycled fibre plant, a
converting hall with three converting lines for toilet
paper as well as a distribution center. The invest-
ment amount is estimated at SEK 1,525m.

SCA divests parts of its UK packaging
operations and plans closure of New Hythe mill
In 2008, SCA divested its conventional corrugated
manufacturing business in the UK and ireland to
the Spanish company SAICA. The purchase price
received amounted to SEK 1,145m, following
deductions for divestment costs. SCA will retain
ownership of and continue to develop the special-
ised value-added packaging operations in the UK
and Ireland, which demonstrate favourable profit-
ability and strengthen SCA's overriding strategy,
focusing on higher value added.

During the year, SCA also announced its
intention to close the testliner mill in New Hythe,
in the UK, by mid-2010.

Other

During the year, SCA took over the remaining

two units in the acquisition of Procter & Gamble's
European tissue paper operations, Orléans,
France and Manchester, in the UK. Accordingly
the acquisition has been concluded. The pur-
chase cansideration for Orléans and Manchester
amounted to SEK 529m and SEK 1,150m, respec-
tively, and was paid on 1 April and 1 July.

As a result of the integration work within
SCA's European tissue operations, the Group
closed capacity in the UK corresponding to
30,000 tonnes during the year.

To comply with the European Commission’s
conditions for the acquisition of the European
tissue operations, the Softis brand in Germany
and Austria was sold during the first quarter of
year together with the associated patents and
machines to the Italian tissue company Sofidel.
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Other Group information

Environmental impact
SCA conducts 14 operations for which a permit
is required and six that are under obligation to
submit reports in Sweden. Operations for which
permits are required or reporting is mandatory
account for 17% (17) of the Group's net sales.
Six permits relate to the manufacture of pulp
and paper. These operations impact the environ-
ment through emissions to air and water, solid
waste and noise. Seven permits relate to the pro-
duction of solid-wood and value-added prod-
ucts, and bicfuels. These operations affect the
environment through noise and emissions to air
and water. One permit relates to the manufaciure
of fuel pellets. This operation affects the environ-
ment through emissions to air and water, as well
as noise. The operations required to submit
reports comprise the production of corrugated
board packaging (three plants), EPS packaging
{two plants), and display packaging {one plant}.
The produgtion of corrugated board packag-
ing, EPS packaging and display packaging im-
pacts the external environment through emissions
to air and water and by generating solid waste.

Research and development

Research and devetopment costs amounted to
SEK 612m (585) during the year, which is equiva-
lent to 0.6% of the Group’s net sales. Research
and developrnent is conducted both centrally and
locally in the various business groups. The cen-
tral activities are carried out in the form of materi-
als and technology R&D, while the local units
work with product development, often in direct
cooperation with customers,

Parent Company

The Group's Parent Company, Svenska Cellulosa
Aktiebolaget SCA (publ), owns most of the forest
land and other real estate relating to forestry
operations, and grants felling rights for standing
forest to the subsidiary SCA Skog AB. The Parent
Company is otherwise a holding company, whose
key tasks are to own and manage shares in a

number of business group companies and to
perform Group-wide management and adminis-
trative functions. In 2008, the Parent Company
had operating income of SEK 126m {142} and
reported a loss before appropriations and tax of
SEK 539 {foss: 418). During the year, the Parent
Company's net investments and divestments in
shares and participations in companies outside
SCA amounted to SEK Om {expense: 14). Invest-
ments in property and plant totatled SEK 176m
{120) during the year. Cash and cash equivalents
at year-end were SEK Om (0).

Treasury shares

In 2001, SCA issued a total of 1,800,000 shares
for cash in a private placement. The shares were
subsequently acquired by SCA to be distributed
to senior executives and key individuals included
in the employee option prograrmme described in
Note 7. Shares transferred during the year com-
prise shares that were redeemed by employees in
accordance with the rules in SCA's employee op-
tion programme, Feceived compensation for the
transferred shares constitutes the payments made
to SCA for the shares. Payments pertaining to the
total holding on 1 January 2002 and 31 December
2008, respectively, consist of amounts paid by
SCA for the shareholdings on the date in question.

Distribution of shares

During the year, 1,965,000 Class A shares were
converted inta Class B shares. The proportion of
Class A shares was 15.7% at year-end. As a result
of redemption of empioyee options, the number
of treasury shares decreased during the year to
2,767,605. Caleulated in accordance with IFRS
recommendations, the effects of outstanding em-
ployee option programmes represent a maximum
dilution of 0.01%, which is taken into account
when calculating earnings per share for the year.

Dividend
In light of the prevailing uncertainty regarding
trends in the economy and the uncertainty associ-

Holding of treasury shares

Number Nominal amount Percentage of share capital  Paid/recetved compenaation
Total holding 1 Jan. 2002 1,800,000 18,000,000 .78 18,090,000
Transferred in 2002 24,457 244,570 0.0 6,750,757
Transferred in 2003 65,426 654,260 0.03 16,972,803
Transferred in 2004 56,165 561,650 0.02 15,135,024
Transterred in 2005 51,669 516,690 0.02 13,496,430
Transferred in 2006 340,145 3,491,450 015 104,680,700
Transtesred in 2007 252,902 2,015,340 Q.09 62,751,653
Recefvad from 3:1 spht 2,154,576
Transferred in 2008 387,207 1,290,690 0.05 30,491,756
Total holding 31 Dec. 2008 2,767,605 9,225,350 Q.39 271,477
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ated with the financial systems, the Board of Direc-
tors has decided to propose a dividend of SEK 3.50
per share to the Annual General Meeting. This pro-
posal represents a reduction of SEK 0.80 per share
and represents 44% of earnings per share in 2008.
The dividend is expected to total approximately
SEK 2,458m (3,089). Accordingly, dividend growth
in the most recent ten-year period has amounted to
6%. The Board's assessment is that the proposed
dividend will provide the Group with the scope to
fulfitl its obligations and make the required invest-
ments. The record date for entitlement to receive
dividends is proposed as 7 April 2009.

Guidelines for remuneration to senior executives
The Board has decided to propose to the 2008
Annual General Meeting the following (unchanged)
gutdelines for determining salaries and ather remu-
neration for senior executives to apply for the period
following the Annual General Meeting. “Remunera-
tion to the CEQ and other senior executives will be a
fixed amount (base salary}, possible variable remu-
neration, additional benefits and pension. Gther
senior executives include the executive vice presi-
dent, business group managers and equivalent and
central staff managers. The total remuneration is to
correspond to market practice and be competitive in
the senior executive’s field of profession. Fixed and
variable remuneration is to be linked to the execu-
tive’s responsibility and authority. For the CEQ, as
well as for other senior executives, the variable re-
muneration is to be limited and linked to the fixed
remuneration. The variable remuneration is to be
based on the outcome of predetermined objectives
and, as far as possible, be linked to the increase of
value of the SCA share, from which the sharehoiders
benefit, In the event of termination of employment,
the notice period should normally be two years
should the termination be initiated by the company,
and one year, when inftiated by the senior executive.
Severance pay should nat exist, Pension benefits
are to be either defined benefit or defined contribu-
tion, or a combination of both, and entitle the senior
executive to pension from the age of 60, at the earli-
est. To eamn the pension benefits, the period of em-
ployment must be long term, at present 20 years.
When resigning before the age entitling to pension,
the senior executive will receive a paid-up pension
policy from the age of 60. The pension is not to be
based on variable remuneration. Matters of remu-
neration to the senior executives are to be dealt with
by a remuneration committee and, as regards the
President, be resolved by the Board of Directors.”

The Board's proposal concurs with the most
recent guidelines adopted by the 2008 Annual
General Meeting. See also Note 7.




Sales and earnings

Net sales increased by SEK 4,536m compared
with the preceding year and amounted to SEK
110,449m (105,913}, Higher prices, primarily
for tissue and aquisitions increased net sales
by 5% or approximately SEK 4,857m.

Net sales

SCA's sales amounted to SEK 110,449m com-
pared with SEK 105,913m in the preceding year.
The increase was greatest in Tissue, where prices
were raised during the year. Sales of Personal
Care products alsc improved as a result of higher
prices, but growth was primarily volume-related.
Acquisitions contributed 3%, while the divest-
ment of packaging operations in North America,
the UK and Ireland, as well as the sale of the Softis
brand reduced net sales by 1%. The total sales
improvement due to higher prices, volume in-
creases and acquisition effects totalled SEK
5,875m. Exchange-rate fluctuations had a posi-
tive impact on net sales of 1%.

Earnings

Excluding the positive iterns affecting compara-
bility In the preceding year amounting to SEK
300m, operating profit declined by SEK 1,293m
and amounted to SEK 8,554m, compared with
SEK 8,847m in the preceding year. Tissue opera-
tions strengthened operating profit by 38%, whils
Personal Care, Forest Products and packaging
operations recorded reduced operating profit of
2%, 23% and 44%, respectively. Higher prices
and volumes failed to cffset the rise in manufac-
turing costs.

A better product mix and price hikes im-
proved earnings by SEK 2,400m, while the rising
cost of raw materials and energy adversely
impacted earnings by SEK 2,300m and SEK
1,200m, respectively. The contribution made to
earnings by the European tissue operations
acquired in 2007 amounted to approximately
SEK 400m in 2008.

Financial items rose by SEK 407m and profit
before tax declined by SEK 2,000m, amounting

Board of Directors’ Report
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to SEK 6,237m, a reduction of 24% compared
with the preceding year. The average tax rate for
current earnings was 16.0%. Together with non-
recurring items, mainly due to reduced corporate
income tax in Sweden, the Group's effective tax
rate was 10.2%. Profit for the year amounted to
SEK 5,598m, a reduction of SEK 1,563m com-
pared with the preceding year. Earnings per share
amounted to SEK 7.94.

Key figures

The Group’s gross margin amounted to 18.8%,
compared with 19.9% in the preceding year, and
the operating margin was 7.7 %, compared with
9.6% in 2007 {including items affecting compar-
ability). Return on capital employed amounted to
8%, compared with 11% in the preceding year,
and return on equity was 9% comparad with 12%
for the year-earlier period. The interest coverage
ratio amounted to 3.7, compared with 5.3 in the
preceding year.

Summary income statement

SEKm 2008 2007 2006 1 Sales growth

Net sales 110,449 105,913 101,439

Gross profit 20,765 21,101 18,071

Operating profit 2 8,554 10,147 8,505 o %
Financial items. -2,317 -1,910 -1,672

Profit before tax 8,237 8,237 6,833

Tax -£3¢ -1,078 -1,366 EBIT margin
Profit for the year 5,588 7,161 5,487

U The calculation of gross profit is pro-forma, based on the relation in 2008,

A nciuding items affecting comparability of SEK 300m.

ol

Operating profit and operating margin

Earnings per share after dilution
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Operating cash flow

Cash flow from current operations, that is oper-
ating cash flow after financial items and paid
tax, declined by 15% and amounted to SEK
3,810m (4,508). The decrease was mainly an
effect of a lower operating cash surplus for
Packaging and Forest Products,

Operating cash surplus was down 9% compared
with the preceding year and amounted to SEK
13,869m (15,286). Tied-up working capital was
tow and amounted to a negative SEK 19m {neg:
1,299}, despite the increase in inventories within,
among other areas, Personal Care products to
enable the regrganisation in production for the
new generation of baby diapers. Tied-up working

capital increased in Tissue primarily due to higher -

accounts receivables resulting from price hikes.
Both Packaging and Forest Products reduced
tied-up working capital. Despite the slight change
in working capital in the cash flow, working capi-
tal increased primarily as a result of exchange-
rate fluctuations and acquisitions. Working capi-
talin relation to sales remained unchanged at
11%. Current capital expenditures were some-
what higher than in the preceding year and
amounted to SEK 5,353m {5,165), slightly less
than 5% of sales. Current capital expenditures

in relation to planned depreciation declined and
amounted to 86% {92). The operating cash flow
declined somewhat and amounted to SEK
7,813m (8,127}

Financial items increased by SEK 407m and
amounted to an expense of SEK 2,317m (exp:
1,910). The increase was an effect of a higher net
debt and higher interest rates. Tax payments
were on par with the preceding year and amount-
ed to SEK 1,702m (1,719), Cash flow from current
operations declined 15% and amounted to SEK
3,810m (4,508).

Strategic investments and acquisitions
amounted to SEK 4,873m (5,887). The year's
expenditure pentained primarily to the second
and third part-payment for the European tissue
operations, the installation of the second paper
machine at the tissue plant in Barton, US, invest-
ments for the hygiene operations in Russia and
an increasea in holdings in the Chinese tissuve
company, Vinda. Divestments during the year
amounted to SEK 1,140m {2,852), mainly attribut-
able to the divestment of packaging operations in
the UK and Ireland. The dividend to shareholders
amounted to SEK 3,128m (2,939). Net cash flow
for the year was a negative SEK 3,023m (nega-
tive: 1,411).
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Net debt

Net debt at year-end amounted to SEK 47,002m
(37,368). Net debt was adversely impacted by
the net negative cash flow of SEK 3,023m, by the
market valuation of pension assets, pension obli-
gations and financial instruments of SEK 3,523m
and by exchange-rate fluctuations due to the
waakening of the Swedish krona of SEK 3,088m.
The debt payment capacity declined to 26% (35).

Operating cash flow, share of the Group
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Summary operating cash flow statement

SEKm 2008 2007 2008 Change
Operating cash sUrplus 13,869 15.286 1a123  Operating cash flow
Change in working capital -19 -1,209 ~794

Current capital expenditures, net -5,353 -5,185 -5672 ] @;L 0
Restructuring costs, stc. -684 —695 -1,353 A]
Operating cash flow o 18 8127 §.3D:1

Financial tems -2,317 -1.810 -1672 . . 3
Tox payments, fc. ress 1700 1680 Capital expenditures "
Cash flqw _frumAcumanl ugg_ragions _ 3pt0 }.SO_Q . g.TTL_’

Strategic investments, net 3733 -3,035 -1,234 0
Cash flow before dividend ki 1,473 1,528 /o

" Current capital expenditures
in relation to depraciation.
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