Responsibility and governance / Corporate governance

Corporate governance

The task of corporate governance is to ensure the Group’s commitments to all of its stakeholders: shareholders,
customers, suppliers, creditors, society and employees. At the same time, governance must be structured in a way
that supports the company’s long-term strategy, market presence and competitiveness. Corporate governance must
be reliable, clear, simple and business-oriented.

Corporate governance, including
remuneration, pages 66-75

This section describes the rules and reg-
ulations and the Group’s corporate gov-
ernance, including a description of the
operational organization. It also details
the Board of Directors’ responsibilities
and its work during the year. Information
regarding remuneration and remuneration
issues in SCA and internal control in the
Group are also included here. SCA applies

the Swedish Corporate Governance Code
without any deviations, including the
changes made to the Code on November
1, 2015 (www.bolagsstyrning.se).

Risk management, pages 76-81

SCA’s processes to identify and manage
risks are part of the Group’s strategy work
and are pursued at a local and Group-wide
level. The section dealing with risk man-
agement describes the most significant

Governance at SCA

B Annual General Meeting

The Annual General Meeting (AGM) is SCA’s
highest decision-making body, which all
shareholders are entitled to attend, to have a
matter considered and to vote for all shares
held by the shareholder. The company’s
Board of Directors is elected at the AGM. The
AGM also appoints the company’s auditor.
According to its Articles of Association, SCA
has two listed classes of shares: Class A and
Class B shares. Every Class A share repre-
sents one vote and every Class B share rep-
resents one tenth of a vote.

[J Nomination Committee

The Nomination Committee represents the
company’s shareholders and is charged
with the sole task of preparing proposals for
adoption at the AGM with respect to election
and remuneration matters and, in certain
cases, proposing procedural motions for the
next Nomination Committee.

M Board of Directors
The Board of Directors has overall respon-
sibility for the company’s organization and
administration through regular monitoring of
the business and by ensuring the appropri-
ateness of the organization, management
team, guidelines and internal control. The
Board approves strategies and targets, and
decides on major investments, acquisitions
and divestments of operations, among other
matters.

The Board of Directors shall comprise
members elected by the AGM with no depu-
ties. In addition, the Board shall include three

members and three deputies appointed by
the employees.

SCA's Articles of Association contain no
provisions regarding appointment or dis-
missal of Board members or amendments to
the Articles.

Chairman of the Board

The Chairman of the Board leads the work
of the Board and is responsible for ensuring
that it is effectively organized and that work
is efficiently conducted. This includes con-
tinuously monitoring the company’s opera-
tions in close dialog with the President and
CEO and ensuring that other Board mem-
bers receive information and decision data
that will enable high-quality discussion and
decisions by the Board. The Chairman leads
the assessment of the Board’s and the Pres-
ident’s work. The Chairman also represents
the company in ownership matters.

Audit Committee

The tasks of the Audit Committee include
monitoring financial reporting and the effi-
ciency of the company’s internal control,
internal audit and risk management. The
Committee keeps itself informed on the
audit, reviews and monitors the impartial-
ity and independence of the auditors, and
contributes proposals for the AGM’s elec-
tion of auditors. The Audit Committee sets
guidelines for the procurement of services
other than auditing services from the com-
pany’s auditor. Lastly, the Audit Committee
evaluates the audit effort and informs the
Nomination Committee of the results of the
evaluation.

risks, and the policies and measures that
the Group applies to manage these.

Sustainability, pages 28 and 32-33

SCA’s sustainability work is an integral

part of the company’s business model.

The sustainability work helps the company
reduce risk and costs, strengthen competi-
tiveness and attract talent and investors.

Remuneration Committee

The Remuneration Committee prepares

the Board’s motions on issues relating to
remuneration principles, remuneration and
other terms and conditions of employment
for the President and CEO and is authorized
to make decisions in these matters for the
company’s senior executives. The Commit-
tee monitors and assesses programs for
variable remuneration, the application of the
AGM’s resolution on guidelines for remuner-
ation of senior executives and the applicable
remuneration structure and remuneration
levels in the Group.

Internal audit

At SCA, itis the employees’ responsibility to
ensure sound internal governance and con-
trol in the operation or process for which they
are responsible. Since 2006, internal audit
has been a separate function with the task
of evaluating and improving the efficiency
of SCA’s internal governance and control,
as well as its risk management. This func-
tion has 13 employees and reports to the
Audit Committee and the Board in terms of
internal audit issues. The internal auditors
are geographically located throughout the
world where SCA conducts operations. The
function examines, among other aspects,
SCA’s internal processes for ordering, invoic-
ing, purchasing and financial reporting, IT
systems, compliance with SCA’s policies,
including its Code of Conduct, HR issues
and various types of projects. The function
also offers internal consultancy services in
connection with internal control matters.



President and CEO
SCA'’s President and CEO is responsible for
and manages the day-to-day administra-
tion of the Group and follows the Board’s
guidelines and instructions. The President
and CEOQ is supported by an Executive Vice
President, who is also the CFO, and the
Executive Management Team (see pages
74-75), the work of which is led by the CEO.
The Executive Management Team com-
prises the President and CEQ, the CFO, the
Business Unit Presidents and the Presidents
of the global units Global Hygiene Cate-
gory (GHC), Global Hygiene Supply Tissue
(GHS-T) and Global Hygiene Supply Per-
sonal Care (GHS-PC), as well as Logistics,
and the Senior Vice Presidents of the Group
functions Human Resources, Sustainability,
Legal Affairs, Communications and Strategy
and Business Development. The formal work
plan for the Board of Directors and terms of
reference issued by the Board of Directors to
the President detail, for example, the division
of work between the Board and President. In
consultation with the Chairman of the Board,
the President prepares documentation and
decision data for the Board’s work.

SCA has seven business units. After a reor-
ganization on January 1, 2016, the business
units are as follows:

e SCA Incontinence Care, which offers
incontinence products in Europe and
North America.

e SCA Consumer Goods, which offers con-
sumer goods in Europe.

e SCA Latin America, which offers personal
care products and tissue.

e SCA MEIA (the Middle East, India and
Africa), which offers personal care prod-
ucts and tissue.

e SCA Asia Pacific, which offers personal
care products and tissue.

e SCA AfH Professional Hygiene, which
offers AfH tissue in Europe and North
America.

e SCA Forest Products, which offers paper
for packaging and print, pulp, solid-wood
products and renewable energy.

Nomination Committee

Remuneration Commit-

Annual General Meeting

Board of Directors
tee

In addition to the business units, SCA has

established three global units:

e Global Hygiene Category (GHC), with
global responsibility for customer and
consumer brands and innovation in the
hygiene area.

¢ Global Hygiene Supply Tissue (GHS-T),
with global responsibility for purchasing,
production and technology in Tissue.

¢ Global Hygiene Supply Personal Care
(GHS-PC), with global responsibility for
purchasing, production and technology in
Personal Care.

SCA'’s business units adhere to the principle
of distinct decentralization of responsibility
and authority. The business units are fully
responsible for developing their respective
operations through established objectives
and strategies, a process that is also cen-
trally coordinated. The business units are
responsible for their operating results, cap-
ital and cash flow. Business and earnings
position are followed up by the entire Execu-
tive Management Team on a monthly basis.
Each quarter, business review meetings are
conducted during which the management of
each business unit personally meets with the
President, the CFO and others. These meet-
ings function as a complement to the daily
monitoring of operations. Through formal
work plans and terms of reference, a number
of issues of material significance are placed
under the control of the CEO and the Parent
Company’s Board of Directors. SCA divides
and reports its business in three business
areas — Personal Care, Tissue and Forest
Products.

[] External auditors

The company’s auditor, elected at the Annual
General Meeting, examines SCA’s annual
report and consolidated financial state-
ments, the Board’s and President’s admin-
istration and the annual reports of subsidiar-
ies, and submits an audit report.

The audit is performed in accordance with
the Swedish Companies Act, International
Standards on Auditing (ISA) and generally
accepted auditing principles in Sweden.

External auditors

Audit Committee

Internal audit

Executive Management
Team
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Internal rules and regulations, etc.

¢ Articles of Association

¢ Rules of Procedure plan of the
Board of Directors

e Terms of reference issued by the
Board to the President

e Code of Conduct

e Policy documents (such as
financial, communications, risk
management, pension, HR and
diversity) and instructions

External rules and regulations, etc.

e The Swedish Companies Act

e Swedish and international
accounting legislation

e NASDAQ OMX Stockholm’s
rules for issuers

e Swedish Corporate Governance
Code

Compliance with stock market
regulations

In 2015, SCA was not sanctioned
by Finansinspektionen, the stock
exchange’s disciplinary committee
or any other authority or self-
regulating body for violations of the
rules concerning the stock market.

Read more about SCA’s
Corporate Governance at
www.sca.com

¢ Articles of Association

e Swedish Corporate
Governance Code

¢ Information from previous
Annual General Meetings
since 2005 (notices, minutes,
President’s speeches and
press releases)

¢ |nformation from the Nomi-
nation Committee since 2006
(composition, proposals and
work)

e Information ahead of the 2016
Annual General Meeting (notice,
Nomination Committee propos-
als, Board proposal for princi-
ples for remuneration of senior
executives, information routines
for notifying attendance at the
Meeting, etc.)

e Earlier Corporate Governance
Reports, since 2005
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Activities during the year

Annual General Meeting

The AGM was held on Wednesday, April
15, 2015, in Stockholm, Sweden. The
Meeting was attended by 1,510 share-
holders, either personally or by proxy,
corresponding to 67.2% of the votes in the
company. Eva Hagg, Attorney-at-Law, was
elected Chairman of the Meeting.

Resolutions by the Meeting

e dividend of SEK 5.25 (4.75) per share to
be paid for the 2014 fiscal year,

¢ re-election of the Board members Par
Boman, Rolf Bérjesson, Leif Johansson,
Bert Nordberg, Anders Nyrén, Louise
Julian Svanberg and Barbara Milian Tho-
ralfsson and the election of new Board
members Annemarie Gardshol and
Magnus Groth,

e Par Boman elected as the new Chairman
of the Board,

e adoption of guidelines for determining
the salary and other remuneration of
the President and other senior execu-
tives; see page 44 and Note C3 on pages
97-99.

The minutes of the Meeting in full and infor-
mation on the 2015 AGM, including the
President’s speech, are available at
www.sca.com.

Nomination Committee

The 2012 AGM decided that the Nomina-
tion Committee should comprise repre-
sentatives of not fewer than the four and
not more than the six largest sharehold-

ers in terms of voting rights, as well as the
Chairman of the Board, who is also the
convener, and that this decision should
apply until further notice. The Nomination
Committee shall submit proposals relating
to the Chairman of the Meeting, the Board
of Directors, the Chairman of the Board,
Board fees and remuneration for commit-
tee work, the election of the company’s
auditor and remuneration for services ren-
dered.

In its work, the Nomination Committee
is to consider the rules that apply to the
independence of Board members, as well
as the requirement of diversity and breadth
with the endeavor to achieve an even gen-
der distribution and that the selection for
those nominated shall be based on exper-
tise and experience relevant to SCA.

Composition of the Nomination Committee

for the 2016 AGM

The composition of the Nomination Com-

mittee for the 2016 AGM is as follows:

e Helena Stjernholm, AB Industrivérden,
Chairman of the Nomination Committee

¢ Hakan Sandberg, Handelsbanken Pen-
sion Foundation, among others

e Yngve Slyngstad, Norges Bank Invest-
ment Management

e Hans Sterte, Skandia

e Par Boman, Chairman of the Board, SCA

All shareholders have had an opportunity
to submit proposals to the Nomination
Committee. The Nomination Committee’s
proposal for the 2016 AGM is presented in

the notice convening the Annual General
Meeting on SCA’s website www.sca.com.
The 2016 AGM will be held on April 14; see
page 39.

The Nomination Committee was con-
vened on nine occasions. The Chairman of
the Board presented the Board evaluation
and provided the Nomination Committee
with information regarding Board and com-
mittee work during the year. When prepar-
ing proposals for the Board for the 2016
AGM, particular attention has been paid to
the issues of diversity and an even gender
distribution in accordance with the compa-
ny’s diversity policy.

Board of Directors
SCA’s Board of Directors comprises seven
members elected by the AGM.

Board members Par Boman, Rolf Bor-
jesson, Leif Johansson, Bert Nordberg,
Anders Nyrén, Louise Julian Svanberg
and Barbara Milian Thoralfsson were
re-elected to the Board in 2015. Magnus
Groth, SCA’s President and CEO, and
Annemarie Gardshol were also elected
as new Board members. Par Boman was
elected as the Chairman of the Board. After
the AGM, Anders Nyrén resigned from the
Board on April 30, 2016 and Rolf Borjesson
resigned on May 4, 2016.

The independence of Board mem-
bers is presented in the table below. SCA
complies with the requirements of the
Swedish Corporate Governance Code that
stipulate that not more than one member
elected by the AGM shall be a member of

Board of Directors and committees

Committees

Attendance*

Board of Audit Remuneration

Composition of the largest shareholders,
Nomination Committee at August 31, 2015
(share of votes)

Withdrew from the Board on May 04, 2015.

Board of Directors Elected Dependence Audit Remuneration Directors (16) Committee (5) Committee (7) %
P&r Boman' 2010 ] X Chairman 16/16 4/4 5/5 AB Industrivérden 29.6
Annemarie Gardshol 2 2015 10/10 Handelsbanken'’s foundations, etc. 1.4
Norges Bank Investment Management 7.9
Leif Johansson 2006 X 16/16 7/7 Skandia 15
Louise Julian Svanberg 3 2012 X 15/16 4/4
Bert Nordberg 4 2012 X 16/16 3/3
Barbara Milian Thoralfsson 2006 Chairman 16/16 5/5 1) Ghairman of the Board and member of the Audit
Magnus Groth 9 2015 | 10/10 and Remuneration Committee as of April 15, 2015.
= 2 Elected to the Board on April 15, 2015.
_Lof e
Sverkeﬂr .Mart\n Lot 1986 " 6/ /1 22 3 Member of the Remuneration Committee as of May 8, 2015.
Rolf Bérjesson 7) 2003 8/8 3/3 4 Member of the Audit Committee as of May 8, 2015.
Anders Nyrén 8 2001 ] 8/8 11 9 Elected to the Board on April 15, 2015.
6 Withdrew from the Board on April 15, 2015.
Jan Johansson 9 2008 | 6/6 7
8
9

* Board meetings January 1-December 31, 2015.

M = Dependent in relation to the company’s major shareholder, AB Industrivarden.
[ = President of SCA, dependent in relation to the company and the Executive Management Team.
M = Dependent in relation to the company, the Corporate Senior Management Team, and the company’s major shareholder, AB Industrivarden.
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Withdrew from the Board on April 30, 2015.
Withdrew from the Board on April 15, 2015.
President and CEO until March 1, 2015.



company management, that the majority
of the members elected by the AGM shall
be independent of the company and com-
pany management, and that not fewer than
two of these shall also be independent of
the company’s major shareholders. All of
the Board members have experience of
the requirements incumbent upon a listed
company. The employees have appointed
the following three representatives to the
Board for the period until the 2017 AGM:
Roger Bostrom, Orjan Svensson and
Thomas Wiklund, and their deputies

Per Andersson, Paulina Halleréd and
Hans Nyquist.

Board activities

In 2015, the Board was convened 16 times.
The Board has fixed working procedures
that describes in detail which ordinary
agenda items are to be addressed at the
various Board meetings of the year. Recur-
ring agenda items are finances, the market
situation, investments and adoption of

the financial statements. The Board also
establishes and evaluates the compa-

ny’s overall objectives and strategy and
decides on significant rules with regard to
the company’s social responsibility, such
as SCA’s Code of Conduct. Another key
task is to continuously monitor the internal
control of the compliance of the company
and its employees with relevant internal
and external rules, and that the company
has well-functioning procedures for market
disclosures. On a regular basis through-
out the year, the Board has also dealt with
reports from the Audit and Remuneration
Committees and reports on internal control
and financial operations. The company’s
auditors regularly present a report on their
audit work and these issues are discussed
by the Board. The Business Unit Presi-
dents present reports on their respective
operations and current issues affecting
them to the Board.

Evaluation of the Board’s work

The work of the Board, like that of the
President, is evaluated annually using a
systematic and structured process, the
purpose of which is to obtain a sound basis

for the Board’s own development work and
to provide the Nomination Committee with
decision data for its nomination work. In
2015, external expertise was used regard-
ing the interview questions. In 2015, the
evaluation took the form of interviews and
a questionnaire as well as group and indi-
vidual discussions between the Chairman
of the Board and the members. The eval-
uation covers such areas as the Board’s
methods of work, effectiveness, expertise
and the year’s work. The Board was pro-
vided with feedback after the results were
compiled. The Nomination Committee
was also informed of the full results of the
evaluation.

Audit Committee

The Audit Committee comprises Chairman
Barbara Milian Thoralfsson, Par Boman
and Bert Nordberg. The Audit Commit-
tee held five meetings during the year. In
addition, members have also held internal
meetings with internal audit, the auditors
and the CFO, and held meetings with the
auditors and CFO of Vinda in Hong Kong.
In its work, which includes monitoring
financial reporting, the Committee dealt
with relevant accounting issues, inter-

nal auditors’ reviews, auditing work and
areview of various measurement issues,
such as testing of impairment require-
ments for goodwill, the measurement of
forest assets and the preconditions for the
year’s pension liability calculations.

Remuneration Committee

The Remuneration Committee comprises
Chairman Par Boman, Leif Johansson and
Louise Julian Svanberg. The Remuneration
Committee held seven meetings during the
year. Activities in 2015 mainly concerned
remuneration and other employment terms
and conditions for senior executives, and
current remuneration structures and remu-
neration levels in the Group.

Internal audit

The basis of the work is a risk analysis
conducted in cooperation with SCA’s
management. The risk analysis concludes
in an audit plan, which is presented to the

/ Corporate governance

Audit Committee. In 2015, around 120
audit projects were performed. During the
year, the function reported its observations
at meetings with the Audit Committee.

Work in 2015 involved follow-up of the
units’ progress with process-based con-
trol, follow-up of the efficiency in internal
governance and control, follow-up of
product safety and follow-up of the Code
of Conduct.

External auditors

The 2015 Annual General Meeting
appointed the accounting firm of Price-
waterhouseCoopers AB as the company’s
auditor for a mandate period of one year.
The accounting firm notified the company
that Anna-Clara af Ekenstam, Authorized
Public Accountant, would be the auditor in
charge. Anna-Clara af Ekenstam is also the
auditor of SAAB AB and Knowit AB. The
auditor owns no shares in SCA.

In accordance with its working proce-
dures, the Board met with the auditors at
two scheduled Board meetings in 2015.
The auditors also attended each meeting
of the Audit Committee. At these meetings,
the auditors presented and received opin-
ions on the focus and scope of the planned
audit and delivered verbal audit and review
reports. Furthermore, at the Board’s third
scheduled autumn meeting, the auditors
delivered an in-depth verbal report on the
audit for the year. The working procedures
specifies a number of mandatory issues
that must be covered. These include mat-
ters of importance that have been a cause
for concern or discussion during the audit,
business routines and transactions where
differences of opinion may exist regard-
ing the choice of accounting procedures.
The auditors also provide an account of
consultancy work assigned to the audit
firm by SCA and the audit firm’s independ-
ence in relation to the company and its
management. On each occasion, Board
members have had an opportunity to ask
the auditors questions. Certain parts of the
detailed discussion on the accounts take
place without representatives of company
management being present.
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Remuneration, Executive
Management leam
and Board of Directors

Guidelines

The 2015 Annual General Meeting adopted
guidelines for remuneration of senior exec-
utives that are based on a total remuner-
ation package comprising a fixed salary,
variable salary and other benefits, and a
pension; see Note C3 on pages 97-99.
These guidelines are proposed to remain
unchanged until the 2016 AGM with the
addition that pension benefits in new
employment contracts should, wherever
possible, only include defined premium
pension benefits and entitle the executive
to receive a pension from the age of 65;
see page 44.

Remuneration of the President and other
senior executives

Remuneration of the President and other
senior executives is presented in Note C3
on pages 97-99. Variable remuneration for
the CEO, CFO and Business Unit Presi-
dents was maximized to a total of 100% of
the fixed salary for 2015. For one Business

Unit President, stationed in the US, the
maximum outcome is 130%, while the
corresponding limit for other senior execu-
tives is 90%.

Variable remuneration and strategic
targets

Programs for variable remuneration are
formulated to support the Group’s strate-
gic targets. The short-term program is indi-
vidually adapted and based mainly on cash
flow, operating profit and growth. The long-
term program is based on the SCA share’s
long-term total shareholder return.

Remuneration of the Board

The total remuneration of the AGM-elected
Board members amounts to SEK 7,780,000
in accordance with the AGM’s resolution,
although the actual compensation was
lower due to two members resigning from
the Board in advance. See Note C3 on
pages 97-99 for further information.

Possible maximum remuneration, composition

Outcome variable remuneration 2011-2015

M Fixed salary

W Short Term Incentive

M Long Term Incentive

e

\
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Internal control and

financial

The Board’s responsibility for internal
governance and control is regulated in
the Swedish Companies Act, the Annual
Accounts Act and the Swedish Corporate
Governance Code. The Annual Accounts
Act requires that the company, each year,
describe its system for internal control and
risk management with respect to finan-
cial reporting. The Board bears the overall
responsibility for financial reporting and its
working procedures regulates the internal
division of work between the Board and its
committees.

The Audit Committee has the impor-
tant task of preparing the Board’s work to
assure the quality of financial reporting. This
preparation work includes issues relating to
internal control and regulation compliance,
control of recognized values, estimations,
assessments and other activities that may
impact the quality of the financial state-
ments. The Committee has charged the
company’s auditors with the task of specifi-
cally examining the degree of compliance in
the company with the rules for internal con-
trol, both general and detailed.

Financial reporting to the Board

The Board’s working procedures stipulates
which reports and information of a financial
nature shall be submitted to the Board at
each scheduled meeting. The President
ensures that the Board receives the reports
required to enable the Board to continu-
ously assess the company’s and Group’s
financial position. Detailed instructions spe-
cifically outline the types of reports that the
Board is to receive at each meeting.

External financial reporting

The quality of external financial reporting

is guaranteed via a number of actions and
procedures. The President is responsi-

ble for ensuring that all information issued,
such as press releases with financial con-
tent, presentation material for meetings with
the media, owners and financial institutions,
is correct and of a high quality. The respon-
sibilities of the company’s auditors include
reviewing accounting issues that are criti-
cal for the financial reporting and reporting
their observations to the Audit Committee
and the Board of Directors. Besides the
year-end report, the auditor also conducts a
review of the six-month report.

reporting

Risk management

With regard to financial reporting, the risk
that material errors may be made when
reporting the company’s financial posi-

tion and results is considered the primary
risk. To minimize this risk, control doc-
uments have been established pertain-

ing to accounting, procedures for annual
accounts and follow-up of reported annual
accounts. There is also a joint system for
reporting annual accounts. SCA’s Board

of Directors and management assess the
financial reporting from arisk perspective
on an ongoing basis. To provide support
for this assessment, the company’s income
statement and balance sheet items are
compared with earlier reports, budgets and
other planned figures. Control activities that
are significant to financial reporting are car-
ried out using the company’s IT system. For
further information, see Risk and risk man-
agement on pages 76-81.

Control activities and follow-up
Significant instructions and guidelines
related to financial reporting are prepared
and updated regularly by the Group Func-
tion Finance and are easily accessible on
the Group’s intranet. The Group Function
Finance is responsible for ensuring compli-
ance with instructions and guidelines. Pro-
cess managers at various levels within SCA
are responsible for carrying out the neces-
sary control measures with respect to finan-
cial reporting. An important role is played
by the business unit’s controller organiza-
tions, which are responsible for ensuring
that financial reporting from each unit is
correct, complete and delivered in a timely
manner. In addition, each business unit has
a Finance Manager with responsibility for
the individual business unit’s financial state-
ments. The company’s control activities are
supported by the budgets prepared by each
business unit and updated during the year
through continuous forecasts.

SCA has introduced a standardized
system of control measures involving pro-
cesses that are significant to the compa-
ny’s financial reporting. The controls are
adapted to the operational process and
system structure of each unit. Accord-
ingly, each unit prepares a record of the
actual controls to be carried out in the unit
in question. Control of these processes is

assessed through self-evaluation followed
up by the internal audit unit. In some cases,
SCA has enlisted external help to validate
these control measures.

Financial results are reported and exam-
ined regularly within the management
teams of the operating units and commu-
nicated to SCA’s management at monthly
and quarterly meetings. Before reports are
issued, results are analyzed to identify and
eliminate any mistakes in the process until
the year-end closing. For additional infor-
mation, see Internal audit on page 69.

The Board follows up to ensure that the
internal control and reporting to the Board
functions through continuous reporting
from the CEO and CFO and through report-
ing from the internal audit unit in the scope
of the audit plan set annually. Internal audit
also continuously reports its observations in
this respect to the Audit Committee. Internal
Audit’s tasks include following up compli-
ance with the company’s policies, and the
results of this follow-up are reported to the
Board through the Audit Committee.

Activities in 2015

For a number of years now, the entire SCA
Group has used a shared reporting system
for financial statements. An increasing num-
ber of units within SCA are also introducing
the same accounting system based on a
common IT platform.

Another development involved the co-
location of accounting and reporting of sev-
eral units in shared service centers, which
made reporting more efficient and uniform.
Work continued during the year to reduce
the number of legal entities in SCA and
thereby simplify the reporting and system
structures. SCA Global Business Services
(GBS), which is responsible for providing
professional and transactional services in
finance, HR administrative support, organ-
ization of master data, and office-related
support and services to all units within SCA,
continued its efforts to improve the effi-
ciency of the processes during the year.

All of the SCA Group’s policies and,
where relevant, instructions and guidelines
were reviewed in 2015. The purpose of the
review was to ensure that SCA has a port-
folio of policies that promotes effective and
responsible operation of the business.
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Board of Director

and Auditors

Elected by the Annual General Meeting

E Par Boman (1961)

Engineer, Economist, Hon PhD Econ

Chairman of the Board since 2015. Chairman of the
Board of Svenska Handelsbanken AB, Deputy Chairman
of the Board of AB Industrivérden and Board member of
Skanska AB.

Formerly President and CEO of Handelsbanken 2006—
2015 and Vice President of Handelsbanken 1998-2006.
Elected: 2010

Class A shares: 1,000

Independent of the company and corporate
management.

@ Annemarie Gardshol (1967)

MSc Eng.

Various senior positions in Postnord AB and a member of
Postnord’s corporate management team since 2012.
President of Strélfors and member of the Board of

Etac AB.

Elected: 2015

Class B shares: 700

Independent of the company, corporate management
and SCA’s major shareholders.

[3] Magnus Groth (1963)

MBA and MSc ME

President and CEO of SCA. Member of the Board of
Acando AB. Former President of SCA Consumer Goods
Europe 2011-2015. President of Studsvik AB (publ)
2006-2011 and SVP of Vattenfall 2001-2005.

Employed since: 2011

Elected: 2015

Class B shares: 11,250

Independent of SCA’'s major shareholders.

E Leif Johansson (1951)

MSc Eng.

Chairman of the Boards of Telefonaktiebolaget LM
Ericsson and AstraZeneca. Member of the Board of
Ecolean AB. Chairman of the Royal Swedish Academy of
Engineering Sciences (IVA), Chairman of the Nobel
Foundation’s International Advisory Board and member
of the European Round Table of Industrialists (ERT).
President and CEO of Volvo 1997-2011. Vice President of
AB Electrolux 1988-1991, President 1991-1994 and
President and CEO of Electrolux 1994-1997.

Elected: 2006

Class B shares: 5,800

Independent of the company, corporate management
and SCA’s major shareholders.

Information regarding individuals’ own and related parties’ shareholdings pertains to the situation on December 31, 2015.
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[5] Bert Nordberg (1956)

Engineer

Chairman of the Board of Vestas Wind Systems A/S.
Member of the Boards of AB Electrolux, Skistar AB, Axis
AB and Sigma Connectivity AB.

Previously held various management positions in Digital
Equipment Corp. and Ericsson, President of Sony Mobile
Communications AB 2009-2012. Member of the Board
of BlackBerry Ltd 2013-2014 and Chairman of the Board
of Sony Mobile Communications AB 2012-2013.
Elected: 2012

Class B shares: 5,000

Independent of the company, corporate management
and SCA’s major shareholders.



/ Board of Directors and Auditors

@ Louise Julian Svanberg (1958)

MSc Econ.

Member of the Board of Careers Australia and
member of the Advisory Board for Cue Ball Capital,
Boston.

Previously held various management positions in EF,
including President 2002-2008 and Chairman of the
Board 2008-2010.

Elected: 2012

Class B shares: 15,000

Independent of the company, corporate management
and SCA’s major shareholders.

Barbara Milian Thoralfsson (1959)

MBA, BA

Member of the Boards of Cable & Wireless Plc, Hilti
AG, ColArt Holdings Ltd and Norfolier GreenTec AS,
and industry advisor to EQT. President of NetCom ASA
2001-2005 and President of Midelfart & Co AS 1995—
2000. Member of the Board of AB Electrolux 2003—
2014 and member of the Board of Telenor ASA
2009-2015.

Elected: 2006

Independent of the company, corporate management
and SCA’s major shareholders.

Appointed by the employees

Roger Bostrém (1971)

Vice Chairman of the Swedish Paper Workers’ Union
dept. 167 at SCA Graphic Sundsvall AB, Ostrand pulp
mill, Timré.

Member of the Swedish Trade Union Confederation (LO).

Appointed: 2013
Class B shares: 25

[9] Orjan Svensson (1963)
Senior Industrial Safety Representative at SCA Hygiene
Products AB, Edet Bruk, Lilla Edet.

Member of the Swedish Trade Union Confederation (LO).

Appointed: 2005
Class B shares: 75

Thomas Wiklund (1955)

Shift Production Manager and Chairman of Ledarna
(Swedish Organization for Managers) at Munksund
paper mill.

Member of the Council for Negotiation and Cooperation
(PTK).

Appointed: 2009

Deputies

Per Andersson (1955)
Employed at SCA Obbola, Umea.
Appointed: 2013

Paulina Halleréd (1967)
Employed at SCA Hygiene Products, Gothenburg
Appointed: 2013

Hans Nyqvist (1968)
Employed at SCA Hygiene Products, Gothenburg
Appointed: 2013

Honorary Chairman

Bo Rydin
MSc Econ., Hon PhD Econ., Hon PhD Engineering

Auditors

PricewaterhouseCoopers AB

Secretary to the Board

Mikael Schmidt (1960)

Master of Laws

Senior Vice President, Group Function Legal Affairs,
General Counsel.

Employed since: 1992

Class B shares: 10,000
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E Magnus Groth (1963)
President and CEO

MBA and MSc ME
Employed since: 2011
Class B shares: 11,250

@ Fredrik Rystedt (1963)

CFO and Executive Vice President
Head of Group Function Finance
MSc Econ.

Employed since: 2014

Class B shares: 5,000

@ Joséphine Edwall-Bjorklund (1964)

Senior Vice President, Group Function Communications
BSc in Communications

Employed since: 2012

Class B shares: 3,782

Team As of January 1, 2016

E Pablo Fuentes (1973)
President, SCA Latin America
MSc Econ., MBA

Employed since: 2006

Class B shares: 8,073

@ Donato Giorgio (1973)

President, SCA Global Hygiene Supply Tissue
MSc Eng.

Employed since: 2009

Class B shares: 2,838

@ Ulrika Kolsrud (1970)

President, SCA Global Hygiene Supply Personal Care
MSc Eng.

Employed since: 1995

Class B shares: 1,897

Information regarding individuals’ own and related parties’ shareholdings pertaining to the situation on December 31, 2015.
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Ulf Larsson (1962)
President, SCA Forest Products
BSc Forestry

Employed since: 1992

Class B shares: 4,400

Margareta Lehmann (1958)
President, SCA Incontinence Care
MSc Econ.

Employed since: 1983

Class B shares: 7,928

@ Don Lewis (1961)

President, SCA AfH Professional Hygiene
MSc Econ.

Employed since: 2002

SCA ADR: 15,195



/ Executive Management Team

Sune Lundin (1951)
President, Logistics
MSc Eng.

Employed since: 2008
Class B shares: 13,610

@ Annika Nordin (1954)

Acting President, Global Hygiene Category
MSc Eng.

Employed since: 1984

Class B shares: 3,445

@ Mikael Schmidt (1960)

Senior Vice President, Group Function Legal Affairs,
General Counsel

Master of Laws

Employed since: 1992

Class B shares: 10,000

@ Robert Sjostrom (1964)

Senior Vice President, Group Function Strategy and
Business Development, Global Business Services and IT
MSc Econ., MBA

Employed since: 2009

Class B shares: 10,000

Kersti Strandqvist (1963)

Senior Vice President, Group Function Sustainability
MSc Chem., Tech Lic.

Employed since: 1997

Class B shares: 9,797

@ UIf Séderstrom (1964)
President, SCA Asia Pacific
Studies in economics, MBA
Employed since: 2009
Class B shares: 16,000

Thomas Wulkan (1961)
President, SCA MEIA

BSc BA

Employed since: 2000
Class B shares: 5,150

Volker Zéller (1967)
President, SCA Consumer Goods
BSc BA

Employed since: 1994

Class B shares: 4,350

Anna Savinger Aslund (1969)

Senior Vice President, Group Function Human Resources
HR Management Degree

Employed since: 2001

Class B shares: 1,830
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Risks and risk managemen

SCA is exposed to a number of risks that
could exert a greater or lesser material
impact on the Group. These risks are gen-
erally defined as factors that impact SCA’s

ability to achieve established targets for the
Group. This applies to both financial targets
and targets in other areas. SCA’s targets are

outlined on pages 30-33.

Many of the risks described could have
a positive or negative impact on the Group.
This implies that if a risk develops in a
favorable manner or if risk management is
successful in counteracting the risk, target

fulfillment could exceed expectations. From
this perspective, risk could also entail oppor-
tunities for SCA. Examples include the GDP
trend and the economic situation, the cost of

input goods, customer and consumer pat-
terns, and movements in market prices.
The description in this section relates to

the structure that the SCA Group had at year-

end 2015.

SCA’s structure and value chain

SCA'’s structure and geographically dis-
persed business entails in itself a certain
degree of risk reduction. SCA conducts
operations in three business areas that
deliver to entirely, or partially, different cus-

tomer segments and end-users. The opera-
tions are influenced to varying degrees by the
business cycle and general economic pros-

perity and their competitive situations also

differ. SCA’s products are sold through many
different channels and distribution paths.

The operation has a large geographical
spread. Sales are conducted in about 100
countries worldwide and manufacturing is
pursued at about 100 production units in
some 30 countries. Sales are often based on
local manufacturing.

SCA'’s structure also ensures that the raw
material flows are, to a certain degree, inte-
grated from forest land to the finished con-
sumer products. In 2015, 54% of SCA’s wood
raw material requirements were sourced
from its own forests and chips from its own
sawmills. The wood fiber is used for SCA’s
production of pulp, kraftliner and publica-
tion papers, in sawmill operations, and for
the manufacture of tissue. Forest waste from
SCA’s activities is used in biofuel operations.
The energy generated in the production pro-
cess is used internally or sold.

The pulp is subsequently used mainly in
the production of tissue. In 2015, own pulp
production corresponded to 24% of SCA’s
pulp consumption.

Processes for risk management

SCA’s Board determines the Group’s stra-
tegic direction based on recommendations
from Executive Management Team. The
responsibility for long-term and overall man-
agement of strategic risks follows the com-
pany’s delegation scheme, from the Board

Risks that impact SCA’s ability to achieve established targets

Risk Policy/Action

GDP trend and economic conditions

to the President, and from the President to
the Business and Global Unit Presidents.
This implies that most operational risks are
managed by SCA’s business and global units
at alocal level, but are coordinated when
deemed necessary. The tools for this work
primarily comprise continuous reporting

by the business and global units and the
annual strategy process, which includes risk
assessment and risk management as part
of the process. In this process, identified
risks have been classified according to the
likelihood of the risk becoming a reality and
the impact on SCA’s goal fulfillment. The
outcome of this evaluation constitutes a part
of the assessment of risks described in this
section.

SCA's financial risk management is cen-
tralized, as is the case for the corporate
internal bank for financial transactions of
Group companies and management of the
Group’s energy risks. The financial risks are
managed in accordance with the Group’s
finance policy, which is set by SCA’s Board
and, together with SCA’s energy risk policy,
comprises a framework for management
activities. The risks are grouped and followed
up on aregular basis to ensure compliance
with these guidelines. SCA has also central-
ized the management of other risks.

SCA has established a corporate internal
audit unit, which ensures that SCA’s organi-
zation complies with the set policies.

SCA's volume development is linked to the devel-
opment of GDP and related factors, including
industrial production, in countries representing
SCA’s main markets. Movements in the GDP trend
influence demand for some of SCA’s products, pri-
marily in the Forest Products business area.

Development within SCA’s key customer
segments (Europe, Index year 2000 = 100)

Index
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In 2015, Personal Care and Tissue accounted for
85% of SCA's sales. Sales to the retail market, which
accounts for the bulk of sales of hygiene prod-

ucts, are more dependent on established consump-
tion patterns and distribution than the economic cli-
mate. The institutional care and homecare segment
for incontinence products is also relatively unaffected
by the business cycle, although it can be impacted
by the public sector budget situation in certain coun-
tries. The segment in the hygiene business that is
most sensitive to economic movements is AfH tis-
sue, which is affected by the consumption of tissue
outside the home, for example, within industry and
offices, as well as in the hotel and restaurant industry.

Forest products are vulnerable to economic move-
ments. Sales of publication papers, representing 4%
of SCA’s sales, are affected by fluctuations in busi-
ness activity in the advertising sector. The relatively
cyclical construction and prefab house industries
impact SCA’s solid-wood product business, which
accounts for 5% of sales.

For all businesses, it is important that SCA man-
ages the effects of the economic movements that
occur by taking actions to reduce costs and by
reviewing the capacity and production structure.

76 SCA Annual Report 2015



/ Risks and risk management

Risk Policy/Action

Environmental impact and climate change

SCA's operations have an impact on air, water,
land and biological processes. These effects
could lead to costs for restoring the environment
or other kinds of negative effects. The matter of
the economic impact of climate change is also
growing in significance.

A number of years ago, SCA established a sustain-
ability policy, detailing guidelines for the Group’s
actions in the areas of environmental and social
responsibility. In addition to this, targets for peo-

ple and nature are an integrated part of SCA’s busi-
ness strategy. Risks are minimized through preventive
work in the form of certified environmental manage-
ment systems, environmental risk inspections in con-
junction with acquisitions, and remediation projects in
connection with plant closures.

The Group’s large forest holding has a significant
positive environmental effect through the absorption
of carbon dioxide. The forest also guarantees access
to renewable forest raw materials and provides

valuable ecosystem services for society.

Through its Resource Management System (RMS),
SCA monitors how the company utilizes energy,
water, transport activities and raw materials. The data
is used for internal control and follow-up of estab-
lished targets. SCA works proactively to decrease

its carbon footprint by reducing its energy consump-
tion and emissions of greenhouse gases. Continuous
work is conducted to reduce the already low levels

of oil and coal used in the Group, and to increase the
proportion of renewable energy, such as wind power.
A comprehensive description of SCA’'s work and gov-
ernance in this area is provided in the Group’s Sus-
tainability Report.

Impact of political decisions

SCA is affected by political decisions and admin-
istrative regulations in the approximately 100
countries in which the Group conducts opera-
tions. These relate to general regulations, such
as taxation and financial reporting. SCA is also
impacted by more specific regulations, such

as the granting of permits in accordance with
the Environmental Code and reimbursement of
expenses in the healthcare system.

Through SCA'’s Public Affairs unit, the company
works to monitor and evaluate changes in its sur-
roundings, including amended legislation, and to
identify actions that lead to improvements of the pol-
icy areas/regulations for the benefit of all relevant
stakeholder groups. SCA is also a member of national
and international trade associations, which comprise
the primary bodies for participation in current pub-

lic debates.

Akey area for SCA is global energy and environ-
mental legislation. Because SCA has major oper-
ations in Europe and the EU plays a leading role in
developing environmental legislation, SCA is focusing
its activities on the various EU institutions. For exam-
ple, SCA monitors developments in policy areas of
major importance to the company, including resource
consumption in general and issues pertaining to

water, air and waste, such as EU trade in emission
rights, the EU waste regulations and circular econ-
omy initiatives.

Since the public sector is both a significant cus-
tomer and stakeholder group for SCA, the health
debate is important to the company, especially with
regard to the development of systems for health-
care with greater patient benefit and greater cost
efficiency. SCA also works actively to disseminate
knowledge and solutions regarding various national
systems to decision-makers in countries where new
structures are being built up. Examples include the
development of systems for cost-free or subsidized
prescription of incontinence aids in countries where
such benefits were not offered in the past.

Impact of substitutes

Other product solutions (substitutes) can replace
products that are included in SCA's offering and
thereby reduce sales. By offering competitive
products, SCA can also take market shares from
the substitute. The issue of substitutes is also
linked to changes in the patterns and attitudes of
customers and consumers that affect demand for
certain products and thus profitability.

Substitutes exist for virtually all SCA products. This
may involve different products with a similar function,
such as cloth diapers or cloth rags for household or
industrial cleaning, or completely different solutions
to the needs of customers and consumers, such as
electric hand dryers and the spread of news by elec-
tronic media instead of on paper.

SCA takes proactive steps to adapt to the exist-
ence of substitutes and take advantage of the pos-
sibilities to expand the Group’s business by view-
ing the substitutes as a potential market opportunity.
Another way of being proactive is through innova-
tion, including in-house research and development. A
major driver for innovation comprises demands and
requests from customers and consumers. Accord-
ingly, development work is often conducted in direct

cooperation with customers. An increasingly impor-
tant factor is greater focus on sustainability with
respect to environmental, economic and social fac-
tors. Other demands imposed on SCA’s innovation
include the desire to create profitable differentiation
for SCA’s product range and create value and growth,
both for customers and SCA (read more about inno-
vation on pages 20-23).

In many countries, the degree of penetration is low,
meaning only a small proportion of the population
uses SCA’s products, compared with more devel-
oped countries. To increase acceptance of its prod-
ucts, SCA focuses on matters influencing attitudes
and on breaking taboos. This also applies to Europe
and North America with regard to such items as
incontinence products.

Dependence on major custome

rs and distributors

The retail trade is SCA’s single largest customer
group and thus exercises considerable influence.
Around 55% of SCA’s sales are made to the retail
trade, under both SCA’s brands and the retail-
er'sown brands. SCA also uses other distribu-
tors or retailers that could impact the Group. A
general consolidation process is taking place in
several of SCA’s sales channels, thus increas-
ing dependence on individual customers. This
increase in dependence could result in negative
consequences if SCA does not fulfill the demands
imposed.

SCA's customer structure is relatively dispersed, with
customers in many different areas of business. In the
retail trade, the prevailing trend is towards increased
concentration, which has mainly resulted in fewer
retail companies at a national and regional level.

This could also present opportunities through closer
cooperation. There are still a considerable number
of retail companies, which reduces the risk for SCA.
SCA also uses distributors, mainly for AfH tissue. A
very large number of distributors are active in this

segment and the international concentration is rela-
tively low.

In 2015, SCA’s ten largest customers accounted
for 22% of SCA’s sales. The single largest customer
accounted for 4% of sales. Most of these custom-
ers were retail companies. The ten largest customers
also include some large distributors of AfH tissue.

Credit risk in accounts receivable is dealt with in
the section Credit risk, on page 81.
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Risk

Policy/Action

Movements in the market price of SCA’s products

Movements in the market price of SCA’s prod-
ucts could create major fluctuations in the profita-
bility of the product in question when these move-
ments are not linked to changes in costs for SCA.

Several methods can be applied to address this

risk. Long-term contracts at fixed prices and price
hedging only occur in exceptional cases. To reduce
the impact of price movements on SCA, actions

are taken to adapt the cost scenario to lower mar-

ket prices, for example, by renegotiating purchasing
agreements, implementing personnel and capacity
reductions, and reviewing the business structure. In
other cases, the product’s content can be adapted to
the new market price level.

Movements in the market price in a number of
SCA’s product segments are detailed in the figure
below. The diagram specifies the average price per
year (Index 100) and movements around this value
over the past ten years.

Highest/lowest market prices
(annual average) 2005-2015 per product
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Risks at plants

SCA has around 100 production facilities in some
30 countries. Many of them conduct continuous
production. Fires, machinery breakdowns and
other types of harmful incidents could damage
the plantin question and also cause delivery
problems.

SCA'’s activities in this area are governed by its Risk
Management Policy, which controls how SCA shall
manage insurable operating risks. From this per-
spective, the aim of risk management is to effectively
and cost efficiently protect the employees, the envi-
ronment, the company’s assets and the business,
and to minimize SCA’s risk management costs. This
can be achieved by creating and retaining a balance
between loss prevention and insurance coverage.
The loss-prevention work is conducted in accord-
ance with established guidelines that include inspec-
tions by risk engineers and benchmarking with other
plants, within and outside SCA. Other important

elements of loss-prevention activities include main-
tenance of plants, staff training, good orderliness,
and documentation. Every year, SCA invests in loss-
prevention measures and its production plants con-
tinuously work to reduce their risks. For example, new
facilities are fitted with sprinkler systems as standard.
Allwholly owned plants are insured to replacement
cost and for the loss of contribution margin. Within
the EU, insurance is carried out by one of the Group’s
own companies, with external reinsurance for major
damages. Outside the EU, SCA cooperates with
market-leading insurance companies.

Occurrence of unethical business practices and human rights violations

SCA works in some 100 countries and in envi-
ronments where unethical business practices
and violations of human rights may occur. If SCA
becomes involved in these business practices,
the company’s reputation in the market may be
damaged. SCA may also suffer fines and other
legal sanctions. SCA works together with various
business partners, such as customers, distribu-
tors, partners in joint ventures, suppliers and oth-
ers. Differences in culture and ways of working
between SCA and these partners can increase
the risk mainly with regard to business ethics and
consideration of human rights.

To ensure that SCA’s organization lives up to the
company’s core values and is not drawn into or tied to
unethical business practices, there has been a Code
of Conduct established since 2004, which includes
general rules for how the company conducts its busi-
ness. The Code includes principles on business eth-
ics, relationships with the employees, respect for
human rights and the environment, and other areas.
SCA's starting point is that SCA’s Group policies,
including its Code of Conduct and Sustainability Pol-
icy, must apply to all markets in which SCA conducts
operations. Training of all of SCA’s employees regard-
ing the Code of Conduct takes place continuously.

To ensure that SCA works with business partners
that share these valued, potential partners are eval-
uated before cooperation is initiated. The evaluation

comprises both business issues and issues concern-
ing existing policies and processes regarding, for
example, the work environment and business ethics.
Suppliers are expected to comply with SCA’s Code of
Conduct, which is regulated as a part of the supplier
agreements.

SCA uses a number of methods to monitor and
safeguard the implementation of the Code of Con-
duct. These include due diligence in connection
with acquisitions, risk evaluation of the compa-
ny’s own units and its suppliers, and regular on-site
audits of SCA’s units around the world and of suppli-
ers deemed to have a higher risk level. More detailed
information on the Code of Conduct and the work in
2015 is available in the Group’s Sustainability Report.

Suppliers

SCA is dependent on a large number of suppli-
ers. The loss of key suppliers could result in costs
for SCA and problems in manufacturing. Suppli-
ers could also cause problems for SCA through
non-compliance with applicable legislation and
regulations or by otherwise acting in an unethi-
cal manner.

To reduce this risk, SCA has supply contracts with
several suppliers and continuously enters into agree-
ments with various durations. The Group has a num-
ber of suppliers for essentially allimportant input
goods. These contracts ensure deliveries of a sig-
nificant proportion of input goods at the same time
as the effects of sudden cost increases are limited.
The Group also has more intensive cooperation with
selected suppliers that covers the development of
materials and processes.

SCA continuously assesses all key suppliers to
ensure that they fully comply with the Group require-
ments in all respects. The assessment may take the

form of a questionnaire, an on-site visit or the use of

independent auditors. For essentially allimportant

input goods, SCA assesses the following factors at

current and potential suppliers:

© Quality

* Product safety

* Impact on the environment, including the issue of
the origin of the input goods

* Use of chemicals

e Compliance with SCA’s Code of Conduct

More information is available in SCA’s Sustainability

Report 2015.
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Risk Policy/Action

Cost of input goods

The market price of many of the input goods used
in the manufacture of SCA’s products fluctuates
over time and this could influence SCA’s earnings.

Highest/lowest market prices
(annual average) 2005-2015 per product
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Therisk of price movements related to input goods
and the impact of these on earnings can be managed
in several ways. As a result of SCA’s structure, a sig-
nificant share of raw materials is produced within the
Group and, consequently, price movements have a
smallerimpact on earnings. In 2015, 54% of SCA’s
wood raw material requirements were sourced from
its own forests and chips from its own sawmills, and
24% of its pulp requirements were satisfied by the
Group’s own pulp production.

Another method used to manage the price risk is
by availing of financial hedges and long-term con-
tracts. SCA is an energy-intensive company and
hedges the energy price risk for electricity and nat-
ural gas. More detailed information on the energy
price risk and management activities related to this
is presented on page 80. Under normal circum-
stances, no other price risks related to input goods
are hedged, although this could be carried out in

exceptional cases. SCA has also begun building up
its own energy operations based on the utilization of
the Group’s own holdings of forest land. More infor-
mation on these operations is provided in the Group’s
Sustainability Report.

A significant cost item comprises oil-based mate-
rials and other oil-related costs, such as transporta-
tion. The oil-based materials are principally used in
Personal Care and generally as packaging material.
When possible, these and other costs are managed
principally through compensation in the form of raised
prices for SCA’s products, by adjusting product
specifications or through streamlining of the Group’s
own operation. The impact of price movements on
input goods can be delayed through purchasing
agreements.

SCA's relative costs for various key input goods are
described on page 134. The price trend for a number
of input goods is presented in the diagram to the left.

Employee-related risks

SCA must have access to skilled and motivated
employees and safeguard the availability of com-
petent managers to achieve established strategic
and operational objectives.

SCA’s strategic manpower planning secures access
to people with the right expertise at the right time.
Recruitment can take place both externally and inter-
nally, and internal recruitment and job rotation are
facilitated by a job portal, where available positions
are advertised both internally and externally. Salaries

and other conditions are to be adapted to the mar-
ket and linked to SCA’s business priorities. An estab-
lished succession planning program protects the
operations. SCA strives to maintain good relation-
ships with union organizations.

Legal risks

New legislation in various countries could neg-
atively impact SCA. Legal processes can be
protracted and costly.

SCA monitors the development of legislation through
its internal corporate legal staff and external advisors.
Another important issue is the management of SCA’'s
intellectual property rights (patents, trademarks, etc.),
which is largely centralized. In the approximately 100

countries in which SCA conducts operations, local
legal issues and disputes are handled through an
extensive network of local legal advisors.

IT risks

SCArelies on IT systems in its day-to-day opera-
tions. Disruptions or faults in critical systems have
adirect impact on production and important busi-
ness processes. Errors in the handling of financial
systems can affect the company’s reporting of
results. These risks grow in an increasingly tech-
nically complex and interlinked world.

SCA has established a management model for IT that
includes governance, standardized IT processes and
an organization for information security. The IT secu-
rity work includes a continuous risk assessment,

the introduction of preventive measures and use

of security technologies. Standardized processes
are in place for the implementation of new systems,
changes to existing systems and daily operations.
The majority of SCA’s system landscape is based on
well-proven products, such as SAP.
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Risk Policy/Action

Energy price risk

Energy price risk is the risk that increased energy
prices could adversely impact SCA’s operat-

ing profit. SCA is exposed to price movements of
electricity and natural gas, but the price of other
energy commodities also directly and indirectly
impacts SCA’s operating profit.

SCA centrally manages the energy price risk related
to electricity and natural gas. According to SCA’s pol-
icy, these price risks can be hedged for a period of
up to 36 months. Energy price hedging is effected
through financial instruments and fixed pricing in
existing supply agreements.

SCA safeguards the supply of electricity and nat-
ural gas through centrally negotiated supply agree-
ments with well-established suppliers. The portfo-
lio of supply agreements shall be effectively spread to
minimize SCA’s counterparty risk.

In 2015, SCA purchased about 8 TWh (7; 7) of
electricity and about 8 TWh (8; 8) of natural gas.

The graph displays SCA’s price hedges in rela-
tion to forecast consumption of electricity and natural
gas for the next three years. The graph includes finan-
cial hedges and hedging effected via supply agree-
ments. Some of the Swedish electricity exposure is
hedged for a longer period through supply agree-
ments maturing in 2019.

For further information concerning financial price
hedges, see Note E6 Derivatives and hedge
accounting.

Energy price hedges in relation to forecast
consumption, 12/31/2015
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Currency risk

Transaction exposure

Transaction exposure is the risk that exchange
rate movements in export revenues and import
expenses could negatively impact the Group’s
operating profit and the cost of non-current
assets.

Translation exposure

Translation exposure is the risk to which SCA is
exposed when translating foreign subsidiaries’

balance sheets and income statements to SEK.

Long-term currency sensitivity

The table below presents a breakdown of the
Group’s net sales and operating expenses by cur-
rency, which provides an overview of the Group’s
long-term currency sensitivity. The largest expo-
sures are denominated in EUR, USD and GBP.
The imbalance between sales and expenses in
SEK s because the Swedish operations have a
high proportion of exports that are invoiced in for-
eign currencies.

Closing

Operating rate, Average

Sales Costs profit)  December rate

Currency % % SEKm 31,2015 2015

EUR 40 36 9,128 9,1306 9,3498

usD 13 22 -7,380 8,3499 8,4214

GBP 10 5 6,230 12,3796 12,8745

CNY 8 4 4,869 1,2867 1,3406
SEK 5 15 -8,871

MXN 4 2 1,725 0,4832 0,56322

COP 3 3 204 0,0026 0,0031

RUB 3 2 918 0,1143 0,1391
Other 14 11 6,191
TOTAL 100 100 13,014

) Operating profit, excluding items affecting comparability.

Transaction exposure

Transaction exposure, resulting from exports and
imports, can be hedged for a period of up to 18 months.
Contracted future payments for non-current assets in
foreign currencies can be hedged up to the full cost.

The forecast net flow of currency against SEK
amounts to SEK-10,844m (-9,856; -9,153) on an
annual basis. At year-end, a net flow against SEK cor-
responding to one month of the forecast flow for 2016
was hedged. The majority of hedges mature during the
first quarter of 2016. The forecast currency outflow in
USD increased for 2016 and decreased in EUR due to
a change in invoicing currency for pulp purchases in
Europe. The forecast and hedges of the 2016 flows are
shown in the table to the right. For further information
relating to hedging of transaction exposure, see Note
E6 Derivatives and hedge accounting.

Forecast and hedges relating to flows in 2016

Currency Currency Hedged

Netflows inflows outflows Hedged outflows

Currency SEKm SEKm SEKm inflows % %
EUR 9,181 17,683 -8,502 1 0
CNY 4,375 4,375 0 0
GBP 4,088 4,738 -650 0 0
NOK 1,102 1,109 -7 0 0
RUB 995 1,034 -39 0 0
DKK 783 830 =47 0 0
PLN 727 2,018 -1,291 0 0
CHF 712 734 —22 0 0
JPY 611 615 -4 27 0
Other 2,606 6,274 -3,668 0 0
SEK -10,844 8,750 -19,594 0 1
usD -14,336 6,459 -20,795 0 0

Translation exposure

The policy relating to translation exposure for for-
eign net assets is to hedge a sufficient proportion in
relation to SEK so that the Group’s debt/equity ratio
is unaffected by exchange rate movements. Hedg-
ing takes place by financing a certain portion of cap-
ital employed in foreign currencies with loans and
derivatives in corresponding currencies. The opti-
mal degree of matching in connection with hedg-
ing depends on the current consolidated debt/equity
ratio. Translation exposure in the income statements
of foreign subsidiaries is not hedged.

At December 31, 2015, capital employed in foreign
currency amounted to SEK 65,705m (72,482; 65,104).
Distribution by currency is shown in the table to the
right. At year-end, capital employed was financed in
the amount of SEK 16,898m (18,489; 18,733) in for-
eign currency, which is equivalent to a total matching
ratio of 26% (26; 30).

For further information relating to hedging of trans-
lation exposure, see Note E6 Derivatives and hedge
accounting.

Financing of capital employed

Matching
Capital financing
employed Netdebt 2015 2014
Currency SEKm SEKm % %
EUR 24,097 6,436 27 21
CNY 14,140 4,723 33 13
usD 7,124 2,105 30 31
GBP 4,879 535 11 44
MXN 4,591 1,324 29 30
COP 2,284 629 28 14
RUB 1,657 398 24 45
Other 6,933 748 ih 46
Total currencies 65,705 16,898 26 26
SEK 39,464 12,580
Total 105,169 29,478
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/ Risks and risk management

Risk Policy/Action

Credit risk

Credit risk refers to the risk of losses due to a
failure to meet payment obligations by SCA’'s
counterparties in financial agreements or by
customers.

Creditrisk in accounts receivable

Credit risk in accounts receivable is managed through
credit checks of customers using credit rating com-
panies. The credit limit is set and regularly monitored.
Accounts receivable are recognized at the amount
that is expected to be paid based on an individual
assessment of each customer.

Financial credit risk
The objective is that counterparties must have a min-
imum credit rating of A—from at least two of the rating
institutes Moody’s, Fitch and Standard & Poor’s.
SCA strives to enter into agreements that allow net
calculation of receivables and liabilities. Credit expo-
sure in derivative instruments is calculated as the
market value of the instrument. At year-end, the total
credit exposure was SEK 9,152m (11,313; 9,807). This
exposure also includes credit risk for financial invest-
ments in the amount of SEK 8,393m (9,985; 9,281), of
which SEK 3,309m (6,034; 6,287) was attributable to

leasing transactions (see Note G3 Contingent liabili-
ties and pledged assets). Credit exposure in deriva-

tive instruments amounted to SEK 759m (1,327; 526)
at December 31, 2015.

Ten largest customers’ share of outstanding
accounts receivable by business area

%

30

M Personal Care and Tissue
W Forest products

Liquidity and refinancing risk

Liquidity and refinancing risk is the risk that SCA
is unable to meet its payment obligations as a
result of insufficient liquidity or difficulty in raising
new loans.

To ensure good access to loan financing, regardless
of the economy and at attractive terms, SCA strives to
maintain a solid investment grade rating.

SCA is to maintain financial flexibility in the form of
a liquidity reserve consisting of cash and cash equiv-
alents and unutilized credit facilities totaling at least
10% of the Group’s forecast annual sales. SCA lim-
its its refinancing risk by having a good distribution in
the maturity profile of its gross debt. The gross debt
must have an average maturity in excess of three
years, considering unutilized credit facilities that are
not liquidity reserves. Surplus liquidity should primar-
ily be used to amortize external liabilities. SCA’s policy
is to not agree to terms that entitle the lender to with-
draw loans or adjust interest rates as a direct conse-
quence of movements in SCA'’s financial key figures
or credit rating.

The Group’s financing is mainly secured by bank
loans, bond issues and through issuance of commer-
cial papers. The refinancing risk in short-term borrow-

ing is limited through long-term credit facilities from
bank syndicates and individual banks with favorable
creditworthiness.

SCA’s net debt decreased by SEK-6,469m in
2015. At year-end, the average maturity of gross
debt was 3.4 years (2.5; 2.6). If short-term loans
were replaced with drawings under long-term unu-
tilized credit facilities, the maturity would amount
t0 4.7 years. Unutilized credit facilities amounted to
SEK 18,5683m at year-end. In addition, cash and cash
equivalents totaled SEK 5,042m. For further infor-
mation, see Note E3 Financial assets, cash and cash
equivalents, and Note E4 Financial liabilities.

Liquidity reserve

SEKm 2015 2014 2013
Unutilized credit facilities 18,583 19,396 18,186

Cash and cash equiva-
lents 5,042 3,815 3,785

Total 23,625 23,211 21,971

Interest rate risk

Interest rate risk relates to the risk that move-
ments in the interest rates could have a negative
impact on SCA. SCA is affected by interest rate
movements through its net financial income and
expense.

SCA seeks to achieve a good spread of its inter-

est maturity dates to avoid large volumes of renew-
als occurring at the same time. SCA’s policy is to raise
loans with floating rates, since it is SCA’s opinion that
this leads to lower interest expense over time. The
interest rate risk and interest period are measured by
currency and the average interest term shall be within
the interval 3-36 months.

SCA’s net financial items decreased in 2015 as a
result of a lower average net debt, which compen-
sated for somewnhat higher interest rates during the
year. SCA’s largest funding currencies are denomi-
nated in SEK and EUR; refer to the graph. To achieve
the desired fixed interest period and currency bal-
ance, SCA uses financial derivatives. The average
interest period for the gross debt, including deriva-
tives, was 9.3 months (8.4; 9.8) at year-end. The aver-

age interest rate for the total outstanding net debt
including derivatives, amounted to 2.90% (2.64; 2.92)
at year-end.

Gross debt distributed by currency
MSEK
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