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Research Update:

SCA Outlook Revised To Stable On Improved
Performance And Market Conditions;
'BBB+/A-2' Ratings Affirmed

Overview

 Sweden- based gl obal hygi ene and paper products conpany Svenska Cel | ul osa
Akt i ebol aget (SCA) has seen an inprovenent in market conditions over the
past 12 nont hs.

o SCA' s credit nmeasures have stabilized at |evels which we consider
commensurate with the rating, and we believe that the risk for
under per f or mance has decl i ned.

« W are revising the outl ook on SCA to stable from negative.

e The outlook is stable and reflects our expectation of a continued
i mprovenent in operating performance and credit neasures over the medi um
term

Rating Action

On Sept. 27 2010, Standard & Poor's Ratings Services revised the outl ook on
Sweden- based gl obal hygi ene and paper products conpany Svenska Cel |l ul osa

Akt i ebol aget (SCA) to stable fromnegative. At the sane time, all ratings,
including the 'BBB+' |ong-termcorporate credit rating, the 'A-2' short-term
corporate credit rating and the 'K-1'" Nordic national scale rating, were

af firmed.

Rationale

The rating action reflects SCA's inproved operating and financial perfornmance
as a result of inproved market conditions and cost savings through interna
efficiency progranms. This has resulted in credit neasures which are in line
wi th our base-case assunptions, and which we consider to be comensurate with
SCA's 'BBB+' rating. Furthernore, in our view, the risk of renewed severe or
prol onged underperfornmance is materially reduced, although high input costs
may create short-term chall enges.

SCA's performance in the first half of 2010 denobnstrated a continuation of the
i mprovenent that began in the first quarter of 2009. The conpany's 12-nonth
adj usted operating margin as of June 30, 2010 reached 15.5% unchanged from
the result in the 12 nmonths ended March 31, 2010, but an inprovenent quarter
on quarter to 15.7% from 14. 7% The group's ratio of adjusted funds from
operations (FFO to debt stood at about 30% for the 12 nonths ended June 30,
2010, which was down from about 31%in the previous quarter. On a
guarter-on-quarter basis, however, FFO increased by al nbst 18% on the back of
the i nprovenent in operating performance. Despite further working capita
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outflows in the second quarter of 2010, SCA continued to generate healthy
positive free operating cash flow.

We continue to believe that SCA' s hygi ene products divisions will performwell
over the rating horizon. W view the non-cyclical demand patterns for hygi ene
products, as well as SCA's established position in energing nmarkets, as
favorabl e factors in this respect. Furthernore, we assune that the group's
packagi ng division will continue to reap near-termbenefits of inproved market
conditions and inpl enented cost saving efforts. Currently high input costs
(mainly for pulp and recovered paper), however, may create near-term
chal | enges and coul d tenper profitability inprovenment unless the group can
continue to increase selling prices. W are currently forecasting a steady or
i mproved financial performance in 2010 and 2011, prinarily based on continued
positive free operating and discretionary cash flow generation which could

| ead to adjusted debt reduction and inproved credit neasures. Besides
operating chall enges and nacroeconom ¢ risk, we believe that downside risk to
SCA' s financial performance could result fromfluctuations of the Swedish
krona against the euro or U S. dollar which nay cause volatility in the
group's debt levels, profitability, and cash fl ow

The ratings continue to reflect SCA's diverse earnings base, |eading positions
inits core hygi ene and packagi ng markets, high level of integration, and our
assessnment of the group's "internmediate" financial risk profile.

Short-term credit factors

The short-termrating is "A-2', reflecting our view that the group's liquidity
position is adequate, bordering on strong. Liquidity is supported by |arge
backup facilities, which balance SCA s substantial exposure to short-term

fi nanci ng.

In our opinion, SCA's liquidity resources confortably cover its liquidity
needs over the next 12 nonths. In addition, we expect SCA to refinance its
upcom ng debt maturities and expiring backup facilities over the near term and
wel | ahead of maturity.

As of June 30, 2010, SCA's liquidity position was supported by the foll ow ng

sour ces:

e Liquid funds of about SEK4 billion

e About SEK29.5 billion of unused long-termconmmtted syndicated and
bilateral credit facilities. SCA's main long-termcredit facilities
consist of a €1.1 billion facility maturing in 2012, a €1 billion
facility maturing in 2014, and bilateral credit facilities totaling about
SEK8 billion (the majority of which expire in 2010, 2011, and 2013). In
addition, the group signed a SEK3 billion bilateral credit facility in
Decenber 2009. The facilities have no financial covenants or nateri al
adverse change cl auses that would restrict SCA from draw ng under them
and

e (perating cash flow generation, which we expect to continue to exceed
wor ki ng capital and capital expenditure needs over the short term
Furt hernmore, we assume that SCA has a degree of flexibility in ternms of

www.standardandpoors.com/ratingsdirect 3



Research Update: SCA Outlook Revised To Stable On Improved Performance And Market Conditions; 'BBB+/A-2'

Ratings Affirmed
capital expenditure, if necessary, to offset any potential liquidity
pressure.
These sources conpared with reported short-term debt of about SEK18.8 billion
of which SEK7 billion consisted of outstanding comrercial paper wth

maturities of up to five nonths. The renainder related to maturities in 2010
and 2011 whi ch ampbunted to about SEK4.2 billion and SEK8.5 billion
respectively. Debt maturities in 2012 and 2013 are about SEK3.3 billion and
SEK4.3 billion, respectively.

Outlook

The stable outlook reflects our expectation of a continued inprovenent in
SCA' s operating performance and credit measures over the nediumterm For
exanpl e, we expect FFO to adjusted debt to average 30% 35%

Downside risk would primarily arise fromdeteriorating operating perfornmance
as a result of, for exanple, macroecononic pressure. |ncreased outgoi ngs
beyond our current expectations including, for exanple, expansionary capita
expendi ture, sharehol der dividends, or spending on acquisitions, would create
addi ti onal downsi de ri sk.

Upsi de potential is currently linmted, and would require a recovery in
operational performance conbined with a strengthening of the group's financial
profile beyond current expectations. Gven the group's existing business risk
profile, SCA's FFO to adjusted debt would need to average about 35% 40% on a
sust ai nabl e basis for an upgrade.

Related Criteria And Research

Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
Criteria Methodol ogy: Business Risk/Financial Risk Matrix Expanded, My 27,
2009

Ratings List
Ratings Affirmed; Qutl ook Action

To From
Svenska Cel | ul osa Akti ebol aget SCA
Corporate Credit Rating BBB+/ St abl e/ A- 2 BBB+/ Negati ve/ A- 2
Conmrer ci al Paper K-1
SCA Fi nans, AB
Seni or Unsecur ed* BBB+
Conmer ci al Paper* K-1

*Q@uar ant eed by Svenska Cel | ul osa Akti ebol aget SCA
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Additional Contact:
Industrial Ratings Europe;CorporateFinanceEurope@standardandpoors.com

Conpl ete ratings information is available to RatingsDirect subscribers on the
G obal Credit Portal at ww. gl obal creditportal.comand RatingsDirect
subscribers at www. ratingsdirect.com All ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow (7) 495-783-4011.
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