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Overview

* Hygiene and forest products group Svenska Cel |l ul osa Aktiebol aget SCA
(SCA) has announced the creation of SCA Hygi ene, which it intends to spin
of f foll owi ng sharehol der approval.

» SCA plans to transfer its existing bonds to SCA Hygi ene, follow ng
bondhol ders' pendi ng consent.

* W& have assigned our prelimnary "A-/A-2" issuer ratings to SCA Hygiene,
and are assigning our prelimnary 'A-' issue rating to the senior
unsecured bonds once they are transferred to SCA Hygi ene.

* The stable outl ook on SCA Hygiene reflects our viewthat it will be able
to focus on growi ng the hygi ene business, inproving its profit margin,
and generating healthy cash flow whil e maintaining adjusted debt to
EBI TDA at about 2. 5x.

Rating Action

On Cct. 27, 2016, S&P d obal Ratings assigned its prelimnary 'A-/A- 2" |ong-
and short-termcorporate credit ratings to SCA Hygi ene, the hygi ene conpany

t hat Svenska Cel |l ul osa Aktiebol aget (SCA) intends to spin off fromthe group.
The outl ook is stable.

At the sane tinme, we assigned our prelimnary 'K-1' short-term Nordi c nati onal
scal e rating to SCA Hygi ene.

We are al so assigning our prelimnary "A' issue rating to the approxi mately
€1.9 billion senior unsecured notes issued by SCA, once SCA transfers themto
SCA Hygi ene and they becone its senior unsecured obligations.

Rationale

We under standing that SCA intends to spin off SCA Hygiene once it receives
sharehol ders' approval --the vote will take place at the annual general neeting
in April 2017. In the nmeantine, SCA Hygiene will exist as part of the group,
and SCA will only transfer its existing bonds to SCA Hygi ene if bondhol ders
express consent. Additionally, during this transition phase, SCA w Il still
offer a direct guarantee on the bonds and conti nue to own 100% of SCA Hygi ene.
If the spin-off is approved, SCA Hygiene will be independent from SCA, and we
will convert our prelimnary ratings on the conpany to final ones. At that
point, there will be no nore rated debt at SCA. Until the conclusion of the
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spin-off, we will continue to rate SCA on the basis of the current group
credit profile that includes both the forest and the hygi ene divisions.

We base our prelinmnary ratings on SCA Hygiene on SCA's group credit profile
post spin-off.

SCA Hygi ene's business risk profile is supported by the group's strong market
positions, stable profitability, limted product substitution risk, and
positive demand growt h prospects. Qur assessnent reflects the group's |eading
mar ket positions in tissue (consuner and away-from hone) and personal care
products (prinarily baby diapers as well as fem nine hygi ene and incontinence
products). These products are characterized by stable end-user denmand in

mat ure markets and have very good grow h prospects in energi ng markets as

di sposabl e i ncones and |iving standards inmprove. SCA has strong market
positions in nost markets and is the clear market |eader in incontinence
products. W expect the group will maintain an adjusted EBI TDA margin in the
range of 16%in the next years.

SCA Hygiene's financial risk profile is supported by the hygi ene products
division's track record of healthy and steady cash generation. W believe that
the separation of the hygi ene business fromthe forest products business
reduces and stabilizes capital expenditures (capex) needed. W expect SCA

Hygi ene's capex will be about 6% of total sales nmoving forward. W believe
that SCA Hygiene's ability to generate stronger free operating cash flow
count erbal ances the fact that large | and and forest assets are going to remain
in SCA's scope. W understand that SCA continues to be interested in externa
grow h opportunities, and we assune that the size of potential acquisitions
will be comensurate with maintaining adjusted debt to EBI TDA at about 2.5x
and fund from operations (FFO to adjusted debt above 30%

In our base case, we assune:

e SCA Hygiene's sales growth will be largely supported by strong growth in
emergi ng markets, which constituted 41% of total personal care sales and
31% of total tissue sales, as of end-June 2016. Slower economic growth in
Europe will limt sales growth, although higher penetration rates for
i ncontinence will likely boost sales in the personal care division

e Slightly weaker adjusted EBITDA nmargins in 2016, but still at about 16%
and very slowy inproving in the following years as growth takes place in
| oner-margin emerging markets. Part of this should be offset by ongoing
ef ficiency neasures.

» Capex of about 6.0%6.5% of the revenues in 2016 and beyond.

e Pro fornma dividends bei ng nai ntai ned between Swedi sh krona (SEK) 3.5
billion-SEK4.0 billion (about €360 nillion-€420 nillion) per year in 2017
and 2018.

Based on these assunptions, we arrive at the following credit neasures:

« Debt to EBITDA on a pro forma basis at about 2.2x at year-end 2016 and
2.1x in 2017.

e FFO to debt of about 32%in 2016 on a pro forma basis, inproving in the
followi ng years
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e Discretionary cash flow (DCF) to debt below 10%in 2016 and 2017.

Liquidity
We assess SCA Hygiene's liquidity as adequate. W expect sources to uses will
be higher than 1.2x. W believe that the difference between sources and uses

will be positive, even if forecast EBITDA declines by 15% and we assune that
the conpany will maintain good access to different financing sources, as SCA
di d.

W estimate that liquidity sources wll include:

e SEK4.2 billion in cash available at SCA as of June 30, 2016, wll be
transferred to SCA Hygi ene;

* Pro forma adjusted FFO of about SEK11.5 billion in 2016; and

* Undrawn bank lines maturing in 2019 and 2021 anounting to €2.0 billion or
SEK18.8 billion (as of June 30, 2016).

We estimate that liquidity uses will include:

o Debt maturities of SEK11.0 billion for the 12 nonths from June 30, 2016;

e About SEK5 billion of debt to finance SCA's forest activities during the
spin-of f process, which will be repaid upon conpletion;

« Working capital cash absorption of about SEK100 million in 2016;

 Mai ntenance capex of SEK4.5 billion in 2016; and

» Dividends paid to SCA Hygi ene's sharehol ders of SEK3.6 billion or 70% of
2016 free operating cash flow

Outlook

The stable outl ook on SCA Hygi ene reflects our expectation that it will slowy
i mprove profitability in the next two years on the back of increased focus on
the hygi ene activities. W expect that SCA Hygiene will be |ess

capital -i ntensive than SCA pre-spin-off and consequently nore cash-generative.
Furthernore, we expect SCA Hygiene will maintain credit metrics near current
levels, with an adjusted FFO-to-debt ratio of at |east 30% and debt to EBI TDA
of about 2.5x.

Upside scenario

We consider an upgrade is unlikely over the next few years due to SCA's growth
focus, which is likely to limt any pronounced i nprovenent in the group's
financial risk profile. However, we could consider a higher rating if the
group's credit netrics inproved significantly over an extended period, for
exanpl e, FFO to debt of above 45% and debt to EBI TDA of bel ow 2x.

Downside scenario

We coul d consider a negative rating action if SCA were to diverge materially
fromits established revenue and profitability trends due a significant
deterioration of its market position in key markets and products that
translates in | ower revenues and operating margin. This could trigger a review
of the business risk profile and woul d probably also affect the financi al
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ratios and the financial risk profile assessnent. An aggressive financi al
policy that [eads to increased financial |everage, due to |arge debt-funded
acqui sitions or unexpectedly |arge sharehol der distributions, and pushes FFO
to adj usted debt bel ow 30% and the debt to EBI TDA above 2.5x on a prol onged
basis could also trigger a negative rating action.

Ratings Score Snapshot

Corporate Credit Rating: A-(prelim/Stable/A-2(prelim

Busi ness risk: Strong
 Country risk: Low

e Industry risk: Low

« Conpetitive position: Strong

Financial risk: Internediate
e Cash flow Leverage: Internediate

Anchor: a-

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

« Managenent and governance: Satisfactory (no inpact)

* Conparable rating analysis: Neutral (no inpact)

Related Criteria And Research
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New Rati ng
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Nor di ¢ Regi onal Scal e --/--1K-1(prelim
Seni or Unsecured A-(prelim

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terns used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further

i nfornati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All

ratings affected by this rating action can be found on the S& @ obal Rati ngs'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the follow ng S& d obal
Ratings 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;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-40009.
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