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Research Update:

SCA Outlook Revised To Negative On
Weakening Financial Performance; Ratings

Affirmed

Rationale

On Cct. 29, 2008, Standard & Poor's Rating 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 (SCA) to negative fromstable. At the sane tinme, all ratings
on SCA were affirmed, including the 'BBB+ |ong-termand A-2' short-term
corporate credit ratings.

The outl ook revision primarily reflects weakening conditions in the
mar ket s of SCA's packagi ng operations. In 2008, these conditions have del ayed
an expected inprovenment in SCA' s financial perfornmance and credit measures. |In
Iight of the weakeni ng economi ¢ environnent in Europe and high inventory
levels, SCA will face challenges in inproving the performance of its packagi ng
operations in the near term This could |lead to continued underperformance
agai nst ratings requirements in 2009, despite our expectations of continued
good performance in the group's core hygi ene busi nesses and gradual ly | ower
i nput costs.

The ratings continue to reflect the group's diverse earnings base,
| eadi ng positions in core hygi ene and packagi ng markets, high |evel of
integration, and internediate financial risk profile. On Sept. 30, 2008, SCA
had total unadjusted debt of about Swedish krona (SEK) 49.8 billion (£€5.1
billion).

SCA' s earnings and cash flow have renai ned under pressure in 2008 as a
result of continuing increases in input costs and weakeni ng denand for the
output of its packagi ng operations and part of its forest products segnent.

Al t hough the group has been able to offset higher costs in its consumer

rel ated hygi ene busi nesses through volune grow h and price increases, this has
not been possible to the sane extent in its packagi ng and publication paper
busi nesses. In addition, prices in the sawri || nmarket have deteriorated. W
expect, however, that input cost pressure will ease, and that SCA will

conti nue expanding its hygi ene busi nesses and i npl enent further cost
rationalization nmeasures to offset weaker packaging markets in the near term
A reduction of testliner production could help to inprove the current supply
and demand i nbal ance in the packagi ng segnent.

Refl ecting the pressure on operating cash flows, the group's credit
nmeasures have been slightly weak for the ratings over the past few years, wth
adj usted funds from operations to adjusted debt slightly bel ow 30% W expect
the group's credit measures to renain under pressure throughout 2008 on the
basis of the performance during the first three quarters. W expect
i mprovenent during 2009 to primarily cone fromgradual ly inproving operating
cash flows, as continued high growmh capital expenditures and dividend
paynments are likely to limt any material debt reduction. W expect, however,
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that acquisition activity will be very limted in the near term

Short-term credit factors

SCA' s short-termrating is "A-2', reflecting our view that the group's
liquidity position is adequate. The liquidity position is supported by |arge
backup facilities which bal ance a substantial exposure to short-term
financing. On Sept. 30, 2008 short-term debt anmpunted to SEK18.7 billion, of
whi ch SEK15.7 billion consisted of outstanding conmercial paper with
maturities of up to five nmonths. The renaining SEK3 billion related to
financial |eases, subsidiary funding and other short-term portions of

| ong-term debt. The short-term borrow ngs are backed by committed syndi cated
and bilateral credit facilities totaling SEK26.5 billion, of which SEK18. 2
billion were available on Sept. 30, 2008. In addition, the group had about
SEK6 billion in liquid funds at the end of Septenber.

The main long-termcredit facilities are a €1.1 billion facility maturing
in 2012, a €1.0 billion facility maturing in 2014, and bilateral credit
facilities totaling SEK5 billion (the majority expiring in 2010 and 2013). The
credit facilities have no financial covenants or material adverse change
clauses that would restrict SCA fromdrawi ng under them |In Cctober 2008, SCA
signed an additional SEK3 billion bilateral bank facility expiring in 2011

SCA increased utilization of its syndicated credit facilities in the
third quarter of 2008, partly as a result of challenging conditions in the
conmer ci al paper narket.

Excl udi ng conmerci al paper, SCA' s debt maturity profile is relatively
extended, with an average maturity of about four years. As of Sept. 30, 2008,
the group's debt maturities in 2009 and 2010 anpunted to about SEK2.4 billion
and SEK2.9 billion, respectively. The correspondi ng amounts in 2011 and 2012
were about SEK7.5 billion and SEK5.6 billion

Over the short term operating cash flow generation is likely to continue
to exceed working capital and capital expenditure needs. Furthernore, we
assune that SCA has a degree of flexibility in terms of both capital
expendi ture and divi dend paynents, if necessary, to avoid liquidity pressure.

Outlook

The negative outl ook reflects the possibility that we will |ower the ratings
if SCA's operating cash flows and credit neasures fail to recover over the
near to nediumtermas a result of weaker market conditions. This means, for
exanpl e, that we woul d expect adjusted funds from operations to debt to

i mprove to about 30%in 2009. Although not expected, any nmjor debt-financed
acquisition would al so create downside risk for the ratings.

The outl ook could be revised to stable if SCA is successful in inproving
its operating perfornmance through price increases and/or cost reductions to
recover margi ns and cash flows, as well as maintaining an i nternedi ate
financial risk profile, with funds from operations to adjusted debt of about
30% 35%

www.standardandpoors.com/ratingsdirect 3

Standard & Poor's. All rights reserved. No reprint or dissemination without S&P's permission. See Terms of Use/Disclaimer on the last page.



Research Update: SCA Outlook Revised To Negative On Weakening Financial Performance; Ratings Affirmed

Ratings List
Ratings Affirmed; Qutl ook Action

To From
Svenska Cel | ul osa Akti ebol aget SCA
Corporate Credit Rating BBB+/ Negati ve/ A-2 BBB+/ St abl e/ A-2
Ratings Affirmed
Conmrer ci al Paper K-1

NB: This list does not include all ratings affected.

Additional Contact:
Industrial Ratings Europe;CorporateFinanceEurope@standardandpoors.com

Ratings infornmation is available to subscribers of RatingsDi rect, the

real -ti ne Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at ww.ratingsdirect.com It can also be found on Standard &
Poor's public Wb site at www st andardandpoors. com sel ect your preferred
country or region, then Ratings in the left navigation bar, followed by Credit
Ratings Search. Alternatively, call one of the follow ng Standard & Poor's
nunbers: Cient 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) 495-783-4017.
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