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Group overview

Munksj0 in brief

Munksjo is one of Europe’s leading players in specialty paper
and specialty pulp.

In early 2011, a number of business operations were
acquired from ArjoWiggins. The acquisitions double
Munksjo’s sales of decor paper and extend its product port-
folio to also include abrasive backing paper. The new Group’s
net sales are approximately SEK 6 billion and the organiza-
tion has approximately 1,800 employees. The majority of
sales are in Europe, Asia and the Americas.

Operations are organized into three segments/business
units: Decor, Industrial Applications and Specialty Pulp.

The Decor business area manufactures, markets and sells
decor paper, which is used in the manufacturing of laminate
surfaces for floors, kitchens and furniture. Following the
acquisition of the businesses from ArjoWiggins, decor paper
represents about two-thirds of Munksjo’s specialty paper
sales. The business area operates in a growth market driven
by increased demand for laminated products.

Net sales by segment 2010

Net sales by region 2010

The Industrial Applications business area manufactures,
markets and sells specialty paper for industrial applications.
Examples of products include Electrotechnical paper for
insulating transformers; foils for applications such as kitch-
en units and furniture and thin paper used as interleaving in
the steel, aluminum and glass industries. The increased
demand for Industrial Applications is driven by infrastruc-
ture investment, demand for laminated products and devel-
opments in the steel, aluminum and glass industries.

The Specialty Pulp business area develops and produces
environmentally friendly long-fiber bleached and
unbleached kraft pulp used by customers with high
demands on the pulp’s brightness, purity and strength. Fol-
lowing the acquisition of businesses from ArjoWiggins, the
Munksjo Group buys about the same quantity of pulp as the
Group sells.

Profit before depreciation and amorti-
zation (EBITDA) by segment 2010

Specialty Pulp 28% — Decor 47%
Rest of

Europa 12%

Rest of the
World 9% —

Industrial
Applications 25%

Year in brief

Asia 11% =\

Sweden 7%
Decor 31%

Specialty
Pulp 51% )

Industrial

EU 61% Applications 18%

® Net sales rose 22 percent and amounted to MSEK 3,701
(3,025).
Operating profit rose to MSEK 291 (-29).
Munksjo’s Board of Directors decided during the year to
prepare the company for an IPO.

® In December, plans were announced to acquire Arjo-
Wiggins’ operations in decor paper, abrasive backing
paper, thin print paper and fine arts papers.

Key figures

MSEK 2010 2009
Net sales 3,701 3,025
EBITDA 444 142
Operating income 291 -29
EBITDA margin (%) 12.0 47
Operating margin (%) 7,9 neg
Investments 112 59
Employees, FTE 1,055 1,073
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Product overview

Decor: 68%*

Market
Product Applications End users Market's driving forces Position

Decor Paper ¢ Laminate Flooring Furniture, e Macroeconomic factors No 1-2
kitchen and leading to increased demand  globally
flooring for furniture, kitchens and
manufacturers flooring

e Shopfitting
e Kitchen fittings

e Furniture

Lifestyle changes, such as the
world’s population being
increasingly concentrated in
metropolitan areas

e Innovation that leads to the
replacement of traditional
material with laminated
products

Increased environmental
awareness

Thin print paper ¢ Information leaflets Pharmaceutical ¢ Pharmaceutical industry No 3in
in pharmaceutical companies development Europe
packaging

Regulations affecting infor-
mation leaflet size

* Percentages indicate the business area’s share of the Group’s specialty paper sales in 2010, including operations acquired from ArjoWiggins.
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Industrial applications: 32%*

Market
Product Applications End users Market's driving forces Position
Electrotechnical ¢ Insulation of high Global playersin e Increased global energy needs No 1-2
paper voltage cabl(?s power supply « Upgrading of outdated power globally
(e.g. submarine cables) lines
* Insulation e The interconnection of elec-
of transformers tricity networks to avoid local
e Bushing peak loads
Spantex ¢ Balancing foils for furni- Furniture, e Macroeconomic factors
ture and flooring kitchen and leading to increased demand
« Balancing foils for flooring for furniture, kitchens and
hdhene manufacturers flooring
« Edge banding foils e Lifestyle changes, such as the
world’s population becoming
increasingly mobile and
increasingly concentrated in
metropolitan areas
Thin paper e Interleaving paper for the Mainly produc- e Infrastructure investments
steel, .aluminum and ers o.f high . « Steel, aluminum and glass
glass industry quality alumi- industry development
num, glass and
* Carbon paper U, & e Increased use of stainless
. stainless steel . .
e Masking paper for the steel in, for example, kitch-
textile industry ens, cars and other consumer
e Inkjet paper for transfer- products
ring print to fabric
Packaging Solutions ¢ Food and hygiene Food Producers e Macroeconomic factors lead-
packaging ing to increased demand for
packaging solutions
e Increased demands on
packaging print quality
e Changed consumption
patterns
Abrasive backing e Abrasive paper for Abrasive paper e Macroeconomic factorslead-  No 1 globally
paper industrial use manufacturers ing to increased demand for
« Abrasive paper for furniture, for example
consumers e DIY market development
Fine art paper e Watercolor paper Paper mer- e Macroeconomic factors No 1 globally
« Lithograph paper chants and affecting demand for hobby
exclusive products
 Catalogues and .
e packaging e Trends in leisure pursuits
companies

Gift certificates
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Mission

Munksj6’s mission is to provide
customers with flexible, value-creating
specialty paper products within
product segments showing growth.

Vision

Munksj6’s vision is to be a leading
global manufacturer of specialty
paper products that provide added
value for advanced, effective and
environmentally-friendly product
design.

Strategy

Munksjo strives to further strengthen
its position in the markets for decor
paper and specialty paper for industrial
applications. Expansion takes place
both organically and through acquisi-
tions, within current or adjacent prod-
uct areas, in markets with growth
potential.

Product development is conducted in
close cooperation with customers and
carried out by the sales and marketing
organizations, together with research
and process development resources.
Production is continually being devel-
oped for efficiency and flexibility, and
to adapt to customer requirements.

Group overview 5




CEO’s comments

Increased stability and profitability

The past two years of streamlining, combined with the positive market, led to Munksjo’s

improved profitability over the year.

Within the Decor business area price increases offset higher
commodity prices, which combined with increased volumes
led to increased profitability. Within Industrial Applications,
margins declined slightly due to increased raw material costs
and a stronger Swedish krona. Munksjo operations within
the Specialty Pulp business area benefited as prices rose in
early summer and remained at a high level throughout the
rest of the year.

Today'’s profitability is a direct result of the streamlining
program Munksjo carried out between 2007 and 2009. During
the period, three out of five decor paper mills closed, while
productivity of existing installations increased. Munks;jo
produced marginally lower volumes in 2010 compared with
2008, but with a significantly lower cost base. Thus, a good
foundation has been laid for continued expansion in the spe-
cialty paper area. Our factories are in good condition and the
Munksjo facilities are in good standing in a cost comparison
with the competition.

Early 2011 saw the acquisition of ArjoWiggins’ operations
in decor paper, abrasive backing paper, thin print paper and
fine art paper with associated production in Arches, France
and Dettingen, Germany. The acquisition makes Munksjo
one of the world’s leading specialty paper companies with
almost twice as much sales of decor paper. Decor paper rep-
resents after the acquisition of approximately two thirds of
Munksj0’s specialty paper sales. We added abrasive backing
paper and other specialty paper with growth potential to
our product range. In addition, the acquisition lead to that
Munks;jo basically buy as much pulp as the Group sells,
which lead to higher financial stability. From a strategic per-
spective, the deal is an important step in Munksjo’s develop-
ment. We are a leading player in the decor paper market and
wish to continue our profitable growth in the specialty paper
segments for industrial applications.

Munksjo’s sales in 2010 amounted to MSEK 3,701 and the
profit before depreciation and amortization (EBITDA)
amounted to MSEK 444.
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Decor showed strong growth

The Decor business area recorded a strong year and
increased sales by 22 percent. The market growth was good,
thanks in part to the strong construction sector in Europe.
Furthermore, Munksjo’s close customer relationships con-
tributed to increased market shares. We are continuing to
further improve cooperation with our key customers.

The strategy for our continued growth in decor paper is
established. The acquisition will enable Munksjo to provide a
complete range of decor paper products, giving the opportu-
nity for continued growth. The MSEK 150 investment of a
new power plant at the Unterkochen mill was finalized. The
power plant is owned jointly with the local utility company
Stadtverke Aalen. The plant became operational in August
and makes the Unterkochen mill self-sufficient for electrici-
ty, reduced energy costs significantly.

Operating profit in Decor rose to MSEK 116 from MSEK 34.

Throughout the financial crisis, the Industrial Applications
business area developed well. Orders for Electrotechnical
paper remained healthy in 2010, particularly at the trans-
former end. Insulation material for marine cables had, how-
ever, an off year in 2010 when a number of major projects
were delayed. Sales are expected to strengthen in the future
when these projects begin. Even the thin paper area showed
stability with increased prices. For foil, both new orders and
production were good, with sustained profitability.

Operating profit in Industrial Applications fell over the
year to MSEK 43 from MSEK 70 where the currency effect
clearly exceeded the difference.

The strong prices and demand for pulp over the year
boosted the Specialty Pulp business area. Meanwhile, an
ongoing efficiency drive means that the production facility in
Aspa Bruk now ranks among the most efficient mills in its
size class. Production volume over the year amounted to
177,000 tons, which is the largest volume ever.



From the fall of 2010 the business area sells only one type of
bleached pulp (elementary chlorine free, ECF) and one type of
unbleached pulp (Unbleached Kraft Pulp, UKP). Thus improv-
ing our delivery service. Munksjo has implemented a signifi-
cant part of an investment of MSEK 50 in a new electrostatic
precipitator needed to meet future emission standards for
dust release into the air. Specialty Pulp’s operating profit rose
over the year to MSEK 190 from MSEK —38.

Good conditions

Munksjo’s domestic markets in Europe will remain the
principal market area in the future. We're continuing to
improve operational efficiency while the acquisition pro-
vides the conditions for a stronger production network with
greater resources for product development, marketing and
sales. In 2011, major focus will be on integrating Munksjo’s
acquired operations and implementing identified cost sav-
ings and sales synergies. In 2010 it was decided to prepare
Munksjo for a future IPO. The preparatory work is in full
swing and Munksjo6 intends to be prepared for an IPO when
the right market conditions exist.

Finally, I would like to thank our motivated and skilled
employees who have managed to implement such major
changes in a short time and thus improved Munksjo’s profit-
ability. Together, we will pursue the integration of our new
operations to create the specialty paper industry’s leading
and most efficient company.

Stockholm, April 2011

Jan Astrém
President and CEO

CEQ’s comments
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Rani Kamil operating a machine
that cuts creped paper into narrow
strips in the Converting department.




Directors’ report

This document is a translation of the official annual report for Munksjo AB published in Swedish. In the event of discrepancy
between the English text and the Swedish, the Swedish text shall prevail.

Group operations

The Board and CEO of Munks;j6 AB (Publ), Corporate
Identity Number 556669-9731, hereby submit the
annual report for 2010.

Munksjo is one of the leading players in specialty paper

and specialty pulp. Operations are organized into three
segments/business units: Decor, Industrial Applications and
Specialty Pulp.

The Decor business area manufactures, markets and sells
decor paper, which is used in the manufacture of laminate
surfaces for floors, kitchens and furniture. The business area
works in a growth market driven by increased demand for
laminated products. The production of decor paper is based
in Unterkochen, Germany and Tolosa, Spain. The Industrial
Applications business area manufactures, markets and sells
specialty paper for industrial applications. Examples of prod-
ucts include Electrotechnical papers for the insulation of
transformers; foils for kitchen units and furniture, for exam-
ple; and thin paper used as interleaving in the steel, alumi-

Munksj6’s processing system

num and glass industries. The increased demand from
Industrial Applications is driven by infrastructure invest-
ment, demand for laminated products and developments in
the steel, aluminum and glass industries. Manufacture and
conversion of Electrotechnical paper takes place in Jon-
koping, Sweden, and conversion is also conducted outside
Shanghai, China. The manufacture of thin paper and foils
(e.g. edge banding) is located in Billingsfors, Sweden. Plastic
and paper products with flexo and gravure printing are pro-
duced in Ski, Norway and in Ed, Sweden.

The Specialty Pulp business area develops and produces
environmentally friendly long-fiber bleached and
unbleached kraft pulp used by customers with high demands
for the pulp’s brightness, purity and strength. Production
takes place at Aspa Bruk, Sweden.

At the end of 2010, Munksjo had around 1,100 employees
in Europe, North America and Asia. Most sales were to
customers in Europe, but also to Asia and the Americas.

In 2010, Aspa Bruk sold approximately 177,000 tons of long-
fiber pulp, exclusively to external customers. During the
same period the decor paper plants in Tolosa and Unterko-
chen, and those acquired from ArjoWiggins’ operations, used
approximately 160,000 tons of hardwood pulp purchased
from external producers. In addition, Munksjo produces pulp
in Billingsfors used in manufacturing specialty paper in Bill-
ingsfors and Jonkdping. As Munks;jo is both a buyer and seller
of pulp, from a Group perspective the company has a natural

hedge against fluctuations in the price of pulp, which con-
tributes to greater stability in profitability. Wood for the pulp
produced at Aspa Bruk is purchased from Sydved, a company
jointly owned by Munks;jo and Stora Enso. Joint ownership
with Sydved contributes to low transport costs for pulpwood
and delivery guarantees. Munksjo has its own purchasing
organization that manages the purchase of pulpwood for
Billingsfors.

Decor Paper from
Tolosa

Decor Paper from

Customers
(E.g. printing companies
and laminate producers)

Unterkochen

§ Pulp
[ 68,000 tons
a} ( )
g
'g 3 Woold a5 Pulp from
z (purchased from Billingsfors
,g a=] local suppliers and (61,000 tons)
£ & Sydved ABY) .
<
2 Wood
T & (purchased from Pulp from
s local suppliers and Aspa Bruk
& Sydved AB1Y) (177,000 tons)

. Purchasing

1) Sydved is owned by Stora Enso (67 percent) and Munksjo (33 percent).

Electrotechnical paper
from Jonkoping

[ in-house production

Thin paper and foil
from Billingsfors

Customers

(E.g. producers of
transformers and
submarine cables)

Customers

(E.g. producers of
electrotechnical paper
and filters)

Customers
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Munksjo’s geographical presence

Ski

(o)
Billingsfors ©), Il Stockholm
Ed Ooo Aspa Bruk

Jonk6ping

Unterkochen /

Arches @ © /
e eso Dettingen Vi

Varese © /
Tolosa /

Important events in 2010 and 2011

-7 © Fitchburg

. Headquarter

/ (o} Taichang

Production
(includes administration and sales)

o Sales offices

o Newly acquired facilities

Munksjo’s Board of Directors decided during the year to pre-
pare the company for an IPO.

Shortly before the end of the year, plans were announced
to acquire ArjoWiggins’ operations in decor paper, abrasive
backing paper, specialty thin paper and fine art paper with
the associated production facilities in Arches, France and in
Dettingen, Germany. The acquisition will increase Munksjo’s
net sales by approximately 50 percent. Following the acquisi-
tion, Decor paper stands for approximately two thirds of
Munksj0’s specialty paper sales. The acquistion also

10 Directors’ report

strengthened the product range with abrasive backing paper
and other specialty paper with growth potential.

The deal marks an important step in Munksjé’s ambition
to establish a leading position on the decor paper market
while growing in profitable specialty paper segments for
industrial applications. The deal was finalized in Q1 2011.
The acquisition was financed through a share issue of
MSEK 575 (MEUR 65) and a loan of MSEK 133 (MEUR 15). The
new Group’s net sales amounted to around SEK 6 billion, with
approximately 1,800 employees.



Net sales and profit

® Net sales increased to MSEK 3,701 (3,025), an upturn of
22.3 percent.

® Operating profit increased to MSEK 291 (-29).

® The operating margin was 7.9 percent (neg).

The operating profit amounted to MSEK 291 (-29). Demand
was good for all Munksjo’s business areas. Within Decor,
price increases were implemented gradually over the second
half of the year, which compensated for higher prices for raw
materials and electricity. Industrial Applications also imple-
mented price increases, particularly at the end of the year,
which did not fully compensate for the adverse changes in
product mix and currency effects. Within Specialty Pulp, the
price level remained at a historically high level while input
costs increased further. The profit reported by the Swedish
units was negatively impacted by the strengthening of the
Swedish krona. Net income was negatively affected by one-
off project costs due to the acquisition project and listing
preparations of around MSEK 20.

Munksjo’s total deliveries for the year amounted to 343,700
tons (308,000), i.e. an increase of 12 percent compared with
the same period as last year.

Net financial items amounted to MSEK -83 (-193). In June
2009, an agreement was made whereby the owners provided
equity of approximately MSEK 430, and subordinated loans
of around MSEK 1,400 were converted into equity. In addition,
the terms of the remaining bank loans were changed which
meant significantly lower interest rates, which explains the
improvement in net financial items.

The tax rate was 34 percent, implying a tax cost of around
MSEK -70 (29); while net income amounted to MSEK 138
(-193).

Net sales by segment 2010

Specialty Pulp 28%— Decor 47%

Industrial
Applications 25%

Income statement Net sales 2010
MSEK 2010 2009
MSEK
Net sales 3,701 3,025 1,200
Other income 35 21 1,000
Operating expenses -3,292 -2,904 -
EBITDA 444 142
o o 600
Depreciation and amortization =153 =171
Operating profit/loss 291 -29 poo
Net financial items -83 -193 200
Profit before tax 208 -222 0 QU Q2 Q3 Q4 Ql Q2 QB 4
Tax —-70 29 2009 2010
Profit/loss for the year 138 -193
Five-year overview
Balance Sheet According to According to previous
IFRS GAAP
MSEK 2010 2009 MSEK 2010 2009 2008 2007 2006
Fixed assets 3,349 3,752 Net sales 3,701 3,025 3,641 3,902 4,023
Inventories 456 446
Operating profit/loss 291 -29 -717 -65 177
Accounts receivable 533 473
Amortization of goodwill -89 -85 -84
Other current assets 150 258
Items affecting comparability - -49 -649 -194 -16
Cash and cash equivalents 281 254
Operating profit excluding
Total assets 4 Sk items affecting comparability
and amortization of goodwill 291 20 21 214 277
Shareholders' equity 1,235 1,209
Long-term liabilities 2,862 3,218 Total assets 4,769 5,183 5,174 5,999 5,568
Current liabilities 672 756 Interest-bearing net debt 1,983 2,154 3,499 3,866 3,867
Total shareholders' equity and liabilities 4,769 5,183 Employees, FTE 1,055 1,073 1,316 1,423 1,440
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Decor business area

Munksjo develops, manufactures, markets and sells decor paper. Decor paper is a specialty
paper used to print patterns and designs on laminate surfaces for use in the flooring,
interior design, kitchen and furniture industries. The Group is one of the leading players in
decor paper and provides innovative product solutions and customized services for most

applications.

Net sales amounted to MSEK 1,763 (1,444), an increase of 22.1
percent. The operating profit rose to MSEK 116 (34) with an
operating margin of 6.6 percent (2.4). Volumes and price
increases had a positive impact on earnings while higher raw
material costs reduced the increase. Delivered volumes
increased to 109,700 tons (89,700). The market for decor
paper continues to develop positively. The lack of the input
material titanium dioxide has led to some constraints in pro-
duction volumes, mainly for white papers.

Decor accounted for 47 percent of Munksjo’s total net sales
in 2010.

Sales and results

MSEK 2010 2009
Net sales 1,763 1,444
EBITDA 168 97
Depreciation and impairment -52 -63
Operating profit 116 34
Operating margin, % 6,6 2,4
Operating capital 2,273 2,539
Investments 40 25
Supply volumes, tons 109,700 89,700
Employees, FTE 440 463

Share of net sales in 2010 Net sales Operating profit and margin

MSEK MSEK %

Decor 47% 500 60 14
450 50 12
400 40
350 20 10
300 20 8
250

10 6

200
150
100

50

g Ql Q2 Q3 Q4 QI Q2 Q3 Q4

2009

Products
Munks;jo produces white and colored decor paper. The color
range comprises approximately 2,000 different colors, of
which about ten percent are different shades of white. An
important input into the production of decor paper is pulp,
mainly short-fiber eucalyptus pulp. Munksjo uses only pulp
of high quality in terms of purity, whiteness, thermal stabili-
ty and absorptive capacity. Another important input factor is
titanium dioxide, which regulates decor paper opacity and
enables color to maintain over a long period of time. Custom-
ers define the opacity grade of the paper and thus the need
for titanium dioxide in the production process.

The manufacture of decor paper is carried out at paper
mills in Unterkochen, Germany and Tolosa, Spain.

12 Directors’ report
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Product development

Munks;jo has highly specialized expertise in paper technolo-
gy, printing technology, impregnation and press technology,
which gives good opportunities for product development.
Product development in Decor is conducted at the facilities
in Unterkochen, Germany and Tolosa, Spain, to a large extent
in close cooperation with customers. Development work is
focused on achieving very high accuracy to provide decor
paper to customers’ specifications. This has resulted in thin-
ner paper and paper enabling faster impregnation.

Process and volume flows from paper to final product

Marketing, sales and customers
Munksjo’s marketing and sales activities for decor paper are
run from a joint sales organization in Unterkochen, Germany
and Tolosa, Spain. The organization also includes two sales
offices, one in Varese, Italy and one in Fitchburg, USA. Munk-
sjo is also represented by sales agents around the world.
Customer benefits of decor paper production are achieved
through improved refinement, customer-focused product
development, good customer relations and order-driven pro-
duction.

Thousands of tons (waste factors not accounted for here)

563 200

The global market in 2009 (excluding China): 563,000 tons

49 | 563

Decor paper Printers

manufacturers

Impregnators

HPL, CPL, LPL/DPL
Lamination on
wood-based panels
(particleboard, MDF, etc.)

Furniture, kitchen,
flooring and
other home

decoration products

Source: Munksjo
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Production and demand decor paper in tons, 2009

Western Europe

414 50

North America

364

Eastern Europe

China

94 17 77
33 8 41 T
Production _ Net Demand e e Net Do NGl
import export
Production Net Demand
import
Production Net Demand
export
Other Asia
/ and Pacific
South America
11 39 50
15 7 22 -
Production Net Demand Rest of the World Production Net Demand
import import
0 9 9
Production Net Demand
import

Market’s driving forces and trends

Macroeconomic factors

A positive development of relevant macroeconomic factors
means an increased demand for furniture, kitchen and floor-
ing, which in turn increases the demand for decor paper.

Lifestyle changes

The world population is increasing and is increasingly con-
centrated in metropolitan areas. Munksjo estimates that this
development leads to an increased demand for furniture and
interior products in the low and mid-price segment, such as
products made of laminates. In line with increased welfare in
some parts of the world, there is also growing interest in
designed innovative interior design solutions, where lami-
nate products are an excellent option.

Innovation

The capacity for innovation by manufacturers of laminate
products has been a major factor in accelerating the rate by
which traditional materials such as wood, veneer, stone, tiles
and plastic are replaced with laminate products in the man-
ufacture of furniture and interior products. Laminate prod-
ucts meet high standards of hygiene, fire proof and life
expectancy and lifetime, which according to Munksjo
increases demand for laminate based products, relatively
more than traditional products.

14 Directors’ report
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Increased environmental awareness

Consumers are demanding more and more products with a
clear environmental profile. Furniture and interior products
based on laminates provide more environmentally friendly
substitutes for traditional based on solid wood, even if
Munks;jo estimates that the end consumer’s awareness of
this is still relatively limited. Laminate products are, however,
the largest and fastest growing alternative material for furni-
ture production. Munksjo believes that a focus on develop-
ment of a sustainable society will continue to be strong,
which has the potential to further boost demand of laminat-
ed products.

Market size and growth

Munksjo estimates that the global market for decor paper in
2009 amounted to approximately 563,000 tons (excluding
China). According to Munksjo’s assessment, the market grew
by an average annual growth rate of around 3 percent
between 1999 and 2007 (excluding China) and has been
driven mainly by the increased demand for laminate floor-
ing. The reason why China is excluded is that reliable infor-
mation on this market is missing. Demand for decor paper
decreased significantly in 2007-2009 in connection with the
general economic downturn and turmoil in global credit
markets. Munksjo estimates that the global decor paper
market strengthened in 2010.

The largest geographical market is Europe, which repre-
sented around 60 percent of the global market in 2009.
Munksj0’s estimation of required volumes of decor paper by
geographic area for 2009 is shown in the figure above.



Acquired operations included in the Decor business area

In December, Munks;j6 published
its plans to acquire ArjoWiggins’
operations within decor paper and
abrasive backing paper, including
the mills in Arches, France and
Dettingen, Germany.

The acquisition makes Munks;jo one
of the major players on the decor
paper market, with a complete prod-
uct range. The product range was
extended to include colored prod-
ucts, which are primarily used in
kitchens, and a number of impreg-

nated products. A complete decor
paper supply allows Munksjo to
reach new customers and create
opportunities for further expansion
among existing customers as the
company can provide new paper
qualities. In addition, the acquisition
allows Munksjo a strengthened
manufacturing network and
increased resources for product
development, marketing and sales.
Thin print paper will be included as
part of the planned acquisition and
belong to the Decor business area.

Thin print paper is used primarily for
information leaflets in pharmaceuti-
cal packaging. Net sales for the Decor
business area following the planned
acquisition are estimated at around
MSEK 3,400. Decor Paper operations
will then represent more than half of
Munksjo’s sales.

Europe

The European decor paper market is more than double the
size of other markets in the world in terms of both produc-
tion and consumption. Munksjo estimates that approximate-
ly 508,000 tons of decor paper was produced in European
countries during 2009, of which about 441,000 tons were
consumed in Europe and about 67,000 tons were exported to
the rest of the world. Historically, demand for laminate-
based products has been much higher in southern European
countries than in Nordic countries.

Germany is the single largest European market with
respect to both production and consumption of decor paper.
Other major markets include France, Italy, Switzerland, Spain
and Austria.

Americas

Munksjo estimates that North and South America together
produced about 48,000 tons of decor paper in 2009 and con-
sumed approximately 63,000 tons. The furniture and interior
products industry in these geographic areas has historically
been characterized by a preference for solid wood products.

Asia and the rest of the world

Demand for decor paper from Asia is dominated by the Chi-
nese market. China’s demand for decor paper is met almost
entirely by domestic production. Munks;jo estimates that
China will mainly produce decor paper for domestic con-
sumption next year. Other markets account for a marginal
share of sales in the world.

Competition and Munksj6’s market position

The Decor paper market is concentrated to a limited number
of players. Munksjd’s main competitors are Malta-Decor,
Papierfabrik August Koehler and Technocell Decor, whose
production is mainly based in Europe. The figure below is an
estimate of these companies’ respective share of the decor
paper market in 2009 (excluding China).

Market Breakdown 2009

her 23%
i ey ,— Technocell 30%

Kohler 7%—

Malta 14%
Munks;jo 16%

ArjoWiggins 10% d

Source: Munksjo.
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Industrial Applications business area

Industrial Applications includes Munksjo’s development, manufacturing, marketing and

sales of Electrotechnical paper for insulating high voltage cables, transformers and bush-
ings, foil for e.g. kitchen counters, laminate flooring and furniture and thin paper used as
intermediate layer in steel, aluminum and glass industries. In addition, the company pro-
duces plastic and paper products with flexo and gravure printing primarily for packaging

solutions.
Net sales amounted to MSEK 924 (877). Operating profit Sales and results
amounted to MSEK 43 (70) with an operating margin of 4.7
percent (8.0). MSEK 2010 2009
Demand remained stable on all markets. Delivered vol- Net sales 924 877
umes increased slightly and amounted to 59,500 tons EBITDA 85 117
(57,600). . L Depreciation and impairment —42 —47
Industrial Applications accounted for 25 percent of A a s o
Munksj0’s total net sales in 2010. peraTne Pt
Operating margin, % 4.7 8.0
Operating capital 407 387
Investments 30 20
Delivery volumes, tons 59,500 57,600
Employees, FTE 429 422
Share of net sales in 2010 Net sales Operating profit and margin
Industrial MSEK MSEK %
Applications 25% <00 35 1
30 -
250 -
200 2 10
15 s
150 10
5 6
100 a .
-5
50
-10 2
0 -15 0
Ql Q2 Q3 Q4 Q1 Q2 Q3 4 Ql @ Q3 Q4 Q1 Q2 QB3 4
2009 2010 2009 2010
B Operating profit
= QOperating Margin
Products Spantex is a registered trademark for foil (impregnated
Electrotechnical paper is used for insulating high voltage paper) used in numerous applications, including the surface
cables, transformers and bushings. About 80 percent of the of particle board. The product range includes durable edge
Electrotechnical paper Munksjo produces is used in trans- banding foils, balancing foils that protect chipboard against

formers for isolating the transformer core from the windings. =~ moisture; and painted or printed patterns on ready-to-use

The paper is also an important component in manufacturing  foils. Spantex is produced at the mill in Billingsfors, Sweden.

submarine cables with high demands on the paper’s insula- Of the thin paper Munksj6 produces, about two thirds is used
tion, purity, strength and flexibility. Manufacture of Electro- as the intermediate layer in the steel, aluminum and glass
technical paper is conducted at the mill in Jonkdping, Swe- industries. There are stringent requirement for the interleav-
den. Conversion of Electrotechnical paper takes place in ing paper’s purity, as the smallest impurity, such as bark
Jonkdping, Sweden and in Taichang, China. spots, can destroy the material instead of protecting it.
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Other thin paper products produced by Munksj6 include
inkjet paper, which is used in the transmission of print to fab-
ric, carbon paper, which is used as an insert to copy, for exam-
ple, text from one document to another; and masking papers,
which are used in the textile industry to protect fabrics from
ink. Thin paper is produced at the mill in Billingsfors, Sweden.

Flexo and gravure printing on plastic and paper are used for
various packaging solutions and are manufactured in Ski,
Norway and Ed, Sweden. The operations in Ed, which were
acquired in 2010, also ensure the development of Spantex and
inkjet paper through increased capacity and better equip-
ment.

Production of all paper products in Industrial Applications is
based on pulp produced at the mill in Billingsfors, Sweden.

Product development

Munksjo’s product development in Industrial Applications is
carried out in close cooperation with customers. Customers
mainly comprise of large multinational companies that drive
their development centrally together with Munks;jo, but
development is also conducted locally with smaller custom-
ers. Much of the work is governed by national rules and
requirements.

Marketing, sales and customers

Munksjo’s marketing and sales activities for Electrotechnical
papers are conducted by a joint sales organization in
Jonkoping and through sales companies in Varese, Italy and

Fitchburg, USA, and by the wholly-owned company in Tai-
chang, China. Furthermore, almost the same sales agents are
used for the Decor business area. The technical dialogue is
always directly with end customers. Customers include some
of the largest global players in transmitting power.

About 70 percent of sales of interleaving paper products
are sold through agents. The remaining sales consist of the
qualities developed in partnership with customers. Sales of
these products go through wholesalers specializing in
customers with specific requirements. Customers include
the largest producers of high quality aluminum, glass and
stainless steel.

Within Spantex sales are conducted through its own sales
organization based in Billingsfors, Sweden and through
agents. Customers are a large number of stakeholders includ-
ing many suppliers to leading furniture manufacturers.

Market’s driving forces and trends

The development of the world’s energy needs and the cur-
rent upgrade of networks for energy distribution drive
demand for Electrotechnical papers. Energy demand is
increasing, mainly in Asia and South America, creating a
need for new installations. In Europe and the US, thereis a
great need for modernization of existing grids, which are
expected to have a positive impact on demand in both the
short and long term.
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Acquired operations included in the
Industrial Applications business area

In December, Munks;j6 published
its plans to acquire ArjoWiggins’
operations within decor paper and
abrasive backing paper, including
the mills in Arches, France and
Dettingen, Germany.

The acquisition brings with it addi-
tional specialty paper products,
which creates conditions for growth.

Insulating paper for submarine cables and to some extent
transformers are favoured by the fact that the buyers and
distributors of electricity works to ensure consistent, envi-
ronmentally friendly energy consumption to minimize local
peak loads. This is done by linking the national grid to meet
peak loads in one area with an injection of electricity from
another area. The market for interleaving paper is influenced
to a large extent by infrastructure investments and the steel,
aluminum and glass industries. The steel industry in itself is
driven by a trend in which end consumers increasingly want
stainless steel in kitchens, cars and other consumer prod-
ucts. Development is also moving towards stainless steel as a
substantial component in new buildings.

The foil market benefits from the positive development of
relevant macroeconomic factors. Furthermore, demand is
being driven by the world’s population becoming more
mobile and increasingly concentrated to metropolitan areas.
According to Munksjo’s assessment, this development brings
increased demand for furniture and interior products in the
low and mid-price segments.

Market size and growth

Munksjo estimates that the global market for its Electrotech-
nical paper products amounts to 40,000 tons. The market has
shown an average annual growth rate equal to the GDP of
each market. In Europe, where the GDP trend has been low,
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Products include abrasive backing
paper and fine art paper. Abrasive
backing paper is used as a compo-
nent of sandpaper for both industrial
use. The product enjoys a leading
position on the market. Half of sales
are in Europe, with the remaining
sales mainly in China. Examples of
fine art paper include exclusive
watercolor and lithograph paper.

Net sales for the Industrial Appli-
cations business area after the
planned acquisition are estimated to
about MSEK 1,400. The business area
will then represent approximately 25
percent of Munksjd’s net sales.

investment in infrastructure is higher than the GDP due to a
strong need for maintenance. About half of the world’s pro-
duction is sold to Europe. Asia is growing partly as a result of
customers’ production gradually shifting to Asia because of
the growth in China, and partly as a result of favorable pro-
duction conditions. Munksjo estimates that the global mar-
ket for interleaving paper to the steel industry is around
300,000 tons per year. Carbon paper is a small market with
limited growth.

The foil market is small, but with good growth potential.

Competition and market position

Munksjo estimates that the company’s market share for
Electrotechnical paper is about 40 percent. Competitors
include paper producers Nine Dragon, Tervakoski and Nordic
Paper.

Munksjo believes that the company is one of Europe’s lead-
ing producers of interleaving paper for steel and the compa-
ny is the sole supplier for some special quality grades. Munk-
sjo is the market leader in balancing foils for veneers and
laminates. In the decor foils area, Munksjo is a minor player.
Many markets use veneer on both sides of the furniture,
making balancing foils redundant. As veneers have gone up
in price, demand for this kind of balancing foils with decor
offered by Munksj6 has increased.



Specialty Pulp business area

The Specialty Pulp business area develops and produces environmentally friendly
unbleached and bleached long-fiber kraft pulp for external customers with high standards
for brightness, purity and strength. From a Group perspective, Munksjo is both a seller and
buyer of pulp, as the other business areas buy about as much short-fiber pulp as Specialty
Pulp sells long-fiber pulp. This reduces Munksjo’s exposure to pulp price movements.

Net sales increased to MSEK 1,027 (727). Operating profit
amounted to MSEK 190 (-38) with an operating margin of 18.5

Sales and results

percent (neg). MSEK 2010 2009
The market remained stable and the period of prices above  Sales 1,027 727
USD 900 per ton is historically long. Delivery volumes EBITDA 246 22
amoun.ted to 176,800 tons (168 OOO)' Depreciation and impairment -56 -60
Specialty Pulp accounted for 28 percent of Munksjd’s over- o . - 190 2
. eratin TOIlt/loSs =
all net sales in 2010 b el
Operating margin, % 18.5 neg
Operating capital 547 551
Investments 39 14
Delivery volumes, tons 176,800 168,000
Employees 175 174
Share of net sales in 2010 Net sales Operating profit and margin
i MSEK MSEK %
Specialty 350 100 30
Pulp 28%
300 80 25
250 60 20
200 40
15
150 20
100 0 10
50 -20 >
—40
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2009

Products

In paper production, a distinction is made between long and
short-fiber pulp. Long fiber pulp based on wood from soft-
wood gives the paper strength, while short fiber made from
wood from hardwood gives the paper good printing proper-
ties. Paper producers using various combinations of long and
short-fiber pulp adjust each type of paper according to how it
will be used.

Munks;jo produces environmentally friendly bleached
(elementary chlorine free, ECF) and unbleached (Unbleached
Kraft Pulp, UKP) long fiber kraft pulp for customers with high
standards for brightness, purity and strength. Bleached pulp
is used, for example, in the production of graphic paper,
printing and writing paper, coated paper, board and hygiene
products and specialty products outside the paper sector.

Q Q2 Q3 Q4 Q1 Q@ Q3 Q4 &

2010 2009 2010

B Operating profit
= Operating Margin

Unbleached pulp is used principally for the manufacture of
Electrotechnical papers and papers for various filters.

Production takes place at Aspa Bruk outside Askersund,
Sweden.

Product development

Product development in bleached pulp concentrate on pro-
ducing a cleaner and brighter pulp with high strength, which
justifies a higher price. Unbleached pulp is used mainly in
Electrotechnical paper for insulating high voltage cables,
transformers and bushings. Only a few players in the world
provide the quality that Munksjo produces. Development of
Munksjo unbleached pulp focuses mainly on further increas-
ing purity to achieve the highest insulation value.
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Marketing, sales and customers

Munksjo’s customers are mainly small and medium-sized
mills producing niche products. Sales outside Scandinavia
are primarily through agents, while in Scandinavia they are
handled directly from Aspa Bruk.

Customer relationships are long-term and stable, creating
operational stability. 90 percent of sales are to Europe, where
Germany is the largest submarket. Sales outside Europe
include those to India, Japan and China.

Market drivers and trends

The fact that Munksjo6 pulp sales are to a large extent to
niche players in a wide range of industry segments means
that the Group is not affected by individual trends to the
same degree as other pulp industries.

In addition to product quality and delivery reliability, the
ability to environmentally-adapt production is a key compet-
itive factor. Munksjo therefore chooses to be at the forefront
of environmental certification and is certified under the two
standards available on the market, the FSC (Forest Steward-
ship Council) and PEFC (Programme for the Endorsement of
Forest Certification).

Production and consumption of pulp

Competition and Munksjo’s market position

Munks;jo estimates that the market share of unbleached
specialty pulp amounts to about 20 percent, corresponding to
40,000 tons per year. Its main competitors include Arauco in
Chile; Canfor, Canada; Domtar, Canada; Mondi in Austria,
Pitkyaranta in Russia and Rottneros in Sweden. On the mar-
ket for bleached long-fiber pulp, Munksjo is a small player,
with an annual delivery volume of around 140,000 tons.

Pulp production a natural hedge for Munks;j6
In 2010, Munks;jo6 delivered 176,800 tons of long fiber pulp
from Aspa Bruk to external customers and purchased about
70,000 tons of short-fiber pulp for use in decor paper produc-
tion in Tolosa, Spain and Unterkochen, Germany. In addition,
the acquired operations in Arches, France and Dettingen,
Germany bought 90,000 tons of short and long-fiber pulp in
2010. Munks;jo will thereby sell about as much pulp as it buys.
From a Group perspective, this means that Munks;jo has a
natural hedge against fluctuations in the price of pulp, which
contributes to increased stability in its profitability.

The figure below illustrates Munksjo’s pulp production and
use in 2010, including operations from ArjoWiggins.

Thousands of tons

400
350
300
250
180 -70
200
150 110 -90
100
60 -60
Production at  Use at Billingsfors Production Use by Munksjé’s Use by Combined
Billingsfors and Jonkoping at Aspa MunksjéDecor net exposure ArjoWiggins net exposure
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Quarterly financial information

Quarterly and accumulated net sales by business area and Group

12 months 3 months

Jan-Dec Jan-Dec Oct-Dec July-Sep Apr-jun Jan-Mar Oct-Dec July-Sep Apr-jun Jan-Mar

MSEK 2010 2009 2010 2010 2010 2010 2009 2009 2009 2009
Decor 1,763 1,444 441 433 443 446 385 353 357 349
Industrial Applications 924 877 252 201 239 232 226 186 225 239
Specialty Pulp 1,027 727 246 258 289 233 181 183 184 179
Other and eliminations -13 -23 -2 -1 -5 -5 0 -4 -17 -2
Total Group 3,701 3,025 937 892 966 906 792 718 750 765

Quarterly and accumulated operating profit by business area and Group

12 months 3 months

Jan-Dec Jan-Dec Oct-Dec July-Sep Apr-jun Jan-Mar Oct-Dec July-Sep Apr-jun Jan-Mar

MSEK 2010 2009 2010 2010 2010 2010 2009 2009 2009 2009
Decor 116 34 53 20 23 22 22 17 14 -19
Industrial Applications 43 70 13 -10 27 13 25 -6 21 30
Specialty Pulp 190 -38 18 70 82 20 -7 -3 -9 -19
Other and eliminations -58 -95 -9 -10 -29 -10 -70 -2 -5 -18
Total Group 291 -29 75 70 103 44 -30 6 21 -26

Quarterly and accumulated operating margin by business area and Group

12 months 3 months

Jan-Dec Jan-Dec Oct-Dec July-Sep Apr-jun Jan-Mar Oct-Dec July-Sep Apr-jun Jan-Mar

% 2010 2009 2010 2010 2010 2010 2009 2009 2009 2009
Decor 6.6 24 11.9 4.5 5.1 4.8 5.7 4.8 3.9 neg
Industrial Applications 4.7 8.0 5.2 neg 11.3 5.5 11.1 neg 9.4 12.5
Specialty Pulp 18.5 neg 7.3 27.1 28.4 8.5 neg neg neg neg
Group 7L neg 8.0 7.8 10.6 4.9 neg 0.8 2.8 neg

Quarterly and accumulated supply volume by business area and Group

12 months 3 months

Jan-Dec Jan-Dec Oct-Dec July-Sep Apr-jun Jan-Mar Oct-Dec July-Sep Apr-jun Jan-Mar

Tons 2010 2009 2010 2010 2010 2010 2009 2009 2009 2009
Decor 109,700 89,700 25,400 26,400 28,900 29,000 25,400 22,600 22,200 19,600
Industrial Applications 59,500 57,600 15,900 13,000 14,600 16,000 15,500 14,000 14,100 14,000
Specialty Pulp 176,800 168,000 43,100 43,000 45,900 44,700 37,900 46,100 44,100 39,900
Other and eliminations -2,300 -7,300 -300 -600 -700 -700 -1,800 -1,900 -1,800 -1,800
Total Group 343,700 308,000 84,100 81,800 88,700 89,000 77,000 80,800 78,600 71,700
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Procurement

Munks;jo coordinates purchasing activities to build long-term
relationships with new and existing suppliers, and to maxi-
mize sourcing power in the purchase of raw materials, and
services.

Munksjo’s purchasing organization is divided into nine
separate categories with employees from each respective
business area. The purchasing organization is coordinated
centrally. Categories include the following: pulp, titanium
dioxide and fillers, logistics, packaging, maintenance and
capex, energy, chemicals, paper machine clothing, as well as
colors and pigments. Each category has an appointed person
responsible for negotiating frame agreements that serve all
businesses within the Group.

What We expect.

To maximize the Company’s flexibility and freedom of
action, Munksjo’s purchasing strategy is not to rely on a sole
supplier for any raw material.

Wood is an important raw material and Munksj6 owns 33
percent of Sydved AB*, a company that purchases and sup-
plies felled timber and stands of trees. Sydved delivered
833,000 cubic meters of pulpwood for Munksjo’s production
of long-fiber kraft pulp at Aspa Bruk. Munksjo has its own
organization for buying pulpwood to Billingsfors. Total pur-
chases for the year were about 173,000 cubic meters.

what we offer._.

Innovation

Total value
of ownership

Transparency for
cost and pricing

Continuous
cost reduction

Creativity

* Stora Enso Skog AB owns 67 percent

Investments

Reliable
business partner

Development
Commited to

long-term
relationships

Growing business

Win-Win
Situation

Supply to
Munks;jo

Promoting of

Cross-Group-
Awareness

RFQ Feedback

In 2010 the Group’s investments amounted to MSEK 112 (59).
Most investments were replacement capital expenditures.
The single largest investment concerned a new electrostatic
trecititator that reduces particle emissions from the recovery
boiler at Aspa Bruk. In addition the multi-annual investment
in a new power plant at the mill in Unterkochen was com-
pleted during the year.
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Research and development

Development projects are initiated and carried out in collab-
oration with customers as consulting assignments, and part-
ly within the framework of Munksjd’s own product develop-
ment. Research costs are expensed on a running basis.
Expenses identified for the development of new processes
and products are capitalized depending on the extent to
which they are likely to yield economic benefits.

Historically, a significant portion of research and develop-
ment costs in the paper industry is related to investments in
production equipment.

The acquisition of ArjoWiggins’ decor and abrasive backing
paper operations also included a modern and well-equipped
development center, which will provide opportunities for more
advanced research and development activities.

Parent company

The parent company’s primary activity is to manage shares
in its subsidiaries. The parent company’s operating loss was
MSEK 1.2 (-1.2).
The loss after net financial items was MSEK -0.8 (-516.7).
The parent company’s investments concerned the expan-

Remuneration to senior executives

sion of share capital in subsidiaries and amounted to MSEK
0.0 (1,405.4). Liquid assets amounted to MSEK 0.0 (3.1) and
interest-bearing liabilities amounted to MSEK 6.9 (8.0).

The annual general meeting on June 24, 2010, adopted princi-
ples for remuneration to the CEO and senior executives. They
shall be offered a fixed salary and, in some cases, variable
salary. The total remuneration should be competitive and in
line with the practice on the market as well as in relation to
the executive’s responsibilities and mandate.

The Remuneration Committee recommend a remunera-
tion package for the CEO that is subject to approval by the
Board. The CEO recommend remuneration packages for other
senior executives and submits them to the Remuneration
Committee for approval. The Board has the right to deviate
from the guidelines in special cases.

Salaries and variable remuneration are determined per
calendar year. The CEO and other senior executives may be
offered variable remuneration, which has a ceiling and is
linked to the fixed salary and based on the Group’s financial
targets. The Board makes the final decision on payment of
variable remuneration after the company’s results have been
approved and audited.

The CEO and other senior executives have contracts defin-
ing notice periods and severance packages, which cannot
exceed 18 months of compensation and with obligation to
work. Severance pay in addition to salary during the notice
period do not occur Additional information about remunera-
tion to senior executives see Note 8.
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Employees

At the end of the year Munks;jo had 1,127 employees, corre-
sponding to a total of 1,055 full-time employees. The geo-
graphical distribution of Munksjé’s employees is shown in
the chart below. Staff turnover in the Group is relatively low.

Munksjo recognizes the fundamental right of employees to
choose whether to be represented by a union and respects
the right to collective agreement of employees and their
unions. Munksjo has good relationships with the relevant
unions. Munksjo recognizes international labor standards
and takes into account local rules and regulations in the
various countries where it has business operations.

As an international Group above certain size, Munksjo has
chosen to have a European Works Council - Munksjo Works
Council, MWC. This is a forum for information and consulta-
tion between employees and Group management in matters
of common interest, to help ensure the performance of the
Group’s business objectives.

Munksjo’s Works Council comprises a total of eight repre-
sentatives elected for a period of four years at their respective
workplaces.

Competency and leadership development

Munksjo prioritizes competency and leadership develop-
ment. The company strives to ensure that each employee has
a personal development plan, created by the employee
together with his/her manager. The plan is established at
annual carrer- and personal development talks. Professional
training was conducted in various areas throughout the year.

Employees per country

During the year Munksjo sponsored a program for poten-
tial leaders. It was the second program of its kind and there
were eight participants. The program aims to promote the
personal and professional development of promising candi-
dates and includes components in leadership training, com-
munication, conflict resolution, goal-setting and personal
development. During the program participants worked on
projects based on business challenges assigned by the com-
pany’s management. After the program ended it transitioned
into a mentoring program, in which each participant was
assigned a mentor from the senior management team.

Health and safety

Munksjo strives for continous improvement of health and
safety in the workplace. The aim is to minimize the number
of incidents and accidents through preventive education and
follow-up. At a very minimum, Munksjo’s units adhere to all
national laws and/or if applicable, collective agreements.

Recruitment

Recruitment is an important issue for the future of the com-
pany. Munksjo needs qualified and motivated staff to ensure
that targets are achieved and that the business is successful.
A qualitative recruitment process and structure help ensure
recruitment of the best possible staff.

Equal opportunities

Munksjo strives for a culture of non-discrimination, respon-
sibility, competence and respect. Munksjo tries to foster work
environment characterized by respect for human equality,
regardless of gender, marital status, ethnic or national origin,
sexual orientation, religion, political opinion, disability or
other differences irrelevant to doing ones job well. All current
and potential employees should be treated fairly and without
discrimination. Munks;jo is committed to eliminating all
forms of discriminatory treatment of employees.

Salaries and benefits

Munks;jo apply salaries on an individual basis. Several subsi-
diaries apply a performance-based salary component based
on a combination of financial goals and other targets related
to operations. The company is committed to paying fair
wages and benefits in accordance with the relevant national
standards in the countries in which the Group is active.

Average number of employees

USA 1%
Norway 3%

W China 1%

Spain 15% —

Germany 25% Sweden 55%
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Year Number
2006 1,440
2007 1,423
2008 1,316
2009 1,073
2010 1,055




Sustainability initiatives

Insurances

The Group conducts licensed operations in Sweden, Norway,
China, Germany and Spain. Operations at the Group’s Swed-
ish plants are conducted in accordance with Sweden’s Envi-
ronmental Code. Operations at other plants are conducted
correspondingly, in accordance with national laws.

The Group’s primary environmental impact is through the
plants emissions into air and water. Permits regulate the
maximum allowable limits for emissions into the environ-
ment.

Munksj0’s operations shall be based on renewable raw
materials and have a profitability that allows for continued
sustainable development. The purpose of the environmental
work is to reduce the environmental impact of Munksjo’s
operations and products. The work includes the development
of and information about products, efficient and controlled
production, as well as knowledge and communication based
on an environmental perspective. Munksjo works continu-
ously to provide a strong range of “eco” products. At the same
time, production has clear goals concerning the use of ener-
gy, water consumption, greenhouse gas emissions and waste
management.

Munksjd’s goal is to reduce energy consumption over time.
In recent years Munks;jo has invested in environmentally
friendly alternatives to energy supply.

Energy supply

The pulp and paper industry’s biggest challenge is its need
for energy. Munksjo’s goal is to become self-sufficient in
energy. Therefore, Munksjo has taken various measures to
reduce its reliance on external energy sources. These meas-
ures include utilizing the heat from wastewater, incinerating
residues and using back-pressure turbines to generate elec-
tricity. Through these measures Munksjo has drastically
reduced its need for energy from external sources.

Control and monitoring

Munksjo protects the waterways and local environment and
constantly strives to reduce emissions to air and water and
minimize its environmental impact.

Munks;jo has a certified environmental management sys-
tem tool to ensure compliance with environmental legisla-
tion at its production facilities. Plants are certified according
to ISO 14001. However, Munksjo’s ambitions extend further
than that. The company constantly strives to advance its
environmental work. A key component of that work is main-
taining interested, committed and skilled employees. There-
fore, Munks;jo systematically provides training for employees
on environmental issues.

Munksjo has signed the following standard policies with
well-established insurance companies:

Property & Business interruption

Liability insurance

Directors & officers liability insurance

Transport insurance

Travel insurance

[ ]
(]
o
(]
(]
® Vehicle insurance

Prospects

Global economic trends are expected to have a continued
favorable impact on demand for Munks;jd’s specialty paper
products.

In the short term, price increases are expected to have an
impact on sales and earnings. During preparation of this
annual report, Munksjo’s orders corresponded to full produc-
tion for most of the coming quarter. Uncertainty regarding
the availability and price of titanium dioxide, as well as the
cost of wood and pulp, is expected to persist during the first
half of 2011.

During the second half of 2011, Munksj6 expects to see
positive cost-saving effects resulting from the integration of
the acquired businesses from ArjoWiggins.
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Risk factors

Munksj6 operates in a competitive international market.
Each business unit is responsible for assessing the operation-
al and financial risks. The risk analysis is regularly assessed
by the boards of the respective business units.

A collected risk analysis must contain all areas raised in the
annual report, as well as a general situational analysis. A
selection of risk factors is described below without any speci-
fic ranking of importance. These risk factors could, individual-
ly or in combination with other risks, have a negative impact
on Munksjd’s operations, results and financial position.

Risk areas

® Industry and market-related risks

® Risks related to operations and strategy
® Legal risks

® Financial risks

Industry and market-related risks

The effect of the economy on demand

Munksjo is affected by capital market conditions and the
economic situation in Europe and worldwide. An economic
downturn, generally, has a negative impact on Munksjo’s
activities. Economic trends within individual sectors affect
the company’s business areas to varying degrees. Decor is
primarily dependent on private consumption and construc-
tion activities. Industrial Applications is mainly exposed to
the steel industry but is also affected by infrastructure
investment levels, while Specialty Pulp is dependent on the
paper industry, among others.

Competition

Munks;jo operates in highly competitive industries. The com-
pany believes that the most critical competitive factors are
quality, flexibility, technology and service. If Munks;jo fails to
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meet and adapt to customer demands to the same extent as
Munksjo’s competitors, then the company’s shipment
volumes will decline. The price of Munksj6’s products is
affected by demand, the total production capacity in the
market, competitors’ product offerings and the price of
inputs. There is no guarantee that Munksjo will be able to
adjust to changing conditions in competition and price
levels.

Interchangeable parts and products

Demand for Munksjd’s products depends very much on how
the end customer values similar products made with alter-
native materials. If the use of other materials and products in
certain applications increases at the expense of special paper
or special paper products, then there is a risk that demand
for the company’s products will drop.



Risks related to operations and strategy

Variation in market price for Munksjo’s products
Movements in the market price of Munksjd’s products can
cause large swings in earnings for the respective segment,
unless there is a directly corresponding variation on the cost
side.

Risks related to raw materials and suppliers

Munksjo purchases include pulpwood, short-fiber kraft pulp,
titanium dioxide, energy, and transport services from exter-
nal suppliers. Disruptions in the supply of key raw materials
could have a significant adverse effect on Munks;jo.

Price increases in raw materials and services that cannot be
compensated by a corresponding price increase in Munksjo’s
products can have an adverse effect on the Company.

Pulp
Pulpwood is used in the production of long-fiber kraft pulp.
Munksjo owns 33 percent of Sydved AB, which accounted for
about 82 percent of the company’s total wood purchases in
2010. Remaining wood needs were covered by purchases in
the local wood market. The price of wood is driven mainly by
demand from the pulp industry, but is also influenced by
other wood consumers, used for bio-energy and thermal
plants, for example.

A decrease in availability or an increase in the price of
wood could have a negative impact on Munksjo.

Kraft pulp

Short-fiber kraft pulp is used to manufacture decor paper.
The price of short-fiber kraft pulp has been volatile histori-
cally and has shown a cyclical development. Prices are affect-
ed by the production capacity of pulp producers, their inven-
tory levels and market demands. A future rise in the price of
short-fiber kraft pulp could have a significant negative
impact on the profitability of Decor operations.

Munks;jo produces and sells long-fiber kraft pulp, but also
uses some of it for its own production. The price of long-fiber
kraft pulp has been volatile historically and has a cyclical
development. The price development is affected by the pro-
duction capacity of competitors, their inventory levels and
demand.

Munksj0’s total exposure to price fluctuations in pre-sold
long-fiber pulp is reduced by the purchase of short-fiber pulp
for its own products.

Titanium dioxide

Titanium dioxide is a key component in the production of
decor paper. The production of decor paper puts special
demands on the raw material’s characteristics. The decor
paper market’s consumption of titanium dioxide represented
about five percent of global consumption in 2010. Munksjo
works with several suppliers and typically signs volume
contracts.

The availability of titanium dioxide depends in part on
producers’ continued investment in the mining of minerals
used in the production of titanium dioxide. The price is
mainly influenced by demand from the industries in which

titanium dioxide is a key component, as well as the level of
mineral extraction and production costs. The price has risen
sharply in recent years and it cannot be ruled out that the
price will continue to rise.

Energy

Munksjod’s pulp and paper production is energy intensive.
The company has in recent years made considerable invest-
ments in in-house energy production to reduce energy con-
sumption. Munksjo produced about 50 percent of its energy
needs through its own production in 2010.

Transport services

Munksjo is dependent on external suppliers for the transpor-
tation of component materials to the company’s production
plants and delivery of products to customers. Any supply
disruption leading to loss of production or affecting the com-
pany’s ability to meet customer commitments could have a
negative impact.

Environmental responsibility

Munksjod’s activities in pulp and paper manufacturing are
licensed in accordance with the Environmental Code and
affect the external environment primarily through emissions
into the air and water. Production processes also result in
some waste products.

Munksjo has made significant investments to lower energy
consumption in the production process and reduce emis-
sions into the air and water. All of Munksjo’s licensed busi-
nesses operate within the constraints of the granted licenses
and permits. If the terms of the licenses or permits change,
there is a risk that Munks;jo could fail to live up to them. This
could lead to production losses and penalties for Munks;jo.
The company also risks being held liable for environmental
damage related to current or previous activities and would in
that case be liable for clean-up costs and other remediation
measures.

Environmental regulations in Sweden and internationally
are constantly changing and moving towards increasingly
stringent requirements. Any future changes in regulations
could mean that the company must make investments or
take other steps to continue production solutions. In addi-
tion, efficient production processes and capacity optimiza-
tion are important factors in cost control.

In recent years Munks;jo has invested in product develop-
ment and efficiency measures. Munksjd’s operations and
profit could be adversely affected if Munksjo fails to develop
production processes and products at the same rate as its
competitors or if the company is forced to make additional
investments because of technological advances in the
industry.

Production sites

Munksjo is dependent on maintaining an effective use of
capacity at its production sites. Production takes place in a
chain of processes where any disruption or breakdown any-
where in the process, for example as the result of handling
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errors, sabotage or fire, could cause a loss of production.
Munksjo prevents disruption and breakdowns through well-
developed checks and routines, by following maintenance
plans and training its employees. The company has also tak-
en out insurances for any future disruptions or breakdowns.

Product development and efficiency measures
Munks;jo works in an integrated way with its customers and
depends on its ability to provide flexible, customized product
solutions. In addition, effective production processes and an
optimal use of capacity are key factors for the company’s
ability of controlling costs.

In recent years Munksjo has invested in product develop-
ment and efficiency improvement measures. Munksjd’s busi-
ness and profits could be negatively impacted if the company
doesn’t develop its production processes and products at the
same pace as its competitors or if the company is forced to
make further investments due to technical developments in
the industry for example.

The integration process

The acquisition of operations from ArjoWiggins requires the
integration of two completely independent operations,
which have to a certain extent competed in the same market.
In doing so, Munksjo faces integration-related risks with
respect to staff, customers, added costs and synergies that do
not meet projections. Furthermore, the company’s manage-
ment will have to devote significant attention and time to
the integration process, in addition to managing the regular
daily operations.

Product liability

Munks;jo has rigorous quality assurance procedures to
ensure that its products, which are subject to detailed
specifications, meet customer demands. However, there is a
risk of delivering products that do not meet customer speci-
fications, and this can potentially damage customer relations
and increase costs.
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Workplace safety

To create a safe working environment Munksjo provides
regular training for personnel and rigorously applies safety
routines. Still, the possibility of work-related accidents
cannot be ruled out. Accidents can harm staff and interrupt
production, which can have a negative financial impact on
the company, damage its reputation and even its ability to
recruit qualified personnel.

Natural disasters

Munksjo’s operations are located in places where natural
disasters are uncommon, but storms, floods and earthquakes
cannot be ruled out. These kinds of disasters can either
directly or indirectly have a negative impact on the company.

IT infrastructure

Munksjo’s business depends on a functioning IT infrastruc-
ture for the management of certain internal processes.
Difficulties in maintaining, upgrading or integrating IT
systems, as well as breakdowns in the system, could disrupt
production and administrative procedures. Any problems or
work stops related to the IT infrastructure can thus affect the
company negatively.

Labor market-related risks

Most Munksjo employees belong to a union, depending on
their position and the country in which they are employed.
Disruptions and work stoppages to the company’s operations
as a result of labor-related disputes or organizational changes
can have a negative impact on the company.

Key employees

In some cases Munks;jo depends on key individuals. The
company operates in a high-tech industry in which skilled
and experienced employees for production is an important
competitive advantage. Munksjo’s ability to recruit and retain
personnel with the relevant qualifications is important for
the company’s future development. Not being able to recruit
and retain key personnel could have a significant adverse
effect on the company.



Legal risks

Insurance

Munksjo has insured itself for amounts the company consid-
ers sufficient. However, there are no guarantees that the
company’s insurance coverage can be maintained on accept-
able terms or that the insurance would cover all eventual
losses or requirements for potential future damages.

Disputes

Munks;jo is involved in certain litigation processes and
further disputes could arise in the ordinary course of busi-
ness on issues related to contracts, tax issues, alleged defects
in product deliveries and environmental issues. Ongoing and
potential future litigation is costly, time-consuming, and
could potentially disrupt normal operations. Furthermore,
the outcome of a complicated dispute is difficult to predict. It
is impossible to rule out the possibility of an unfavorable out-
come, which could have negative consequences for Munks;jo.

Financial risks

Munksjo is exposed to a number of financial risks. These
include currency risks, financial risks, liquidity risks, interest
rate risks, counterparty credit risks in financial transactions
and customer credit risks. The company’s financial risk man-
agement is described in Note 26.
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Consolidated statement of comprehensive income

MSEK Note 2010 2009
Net sales 2 3,701 3,025
Other operating income 35 21
Total operating income 3,736 3,046
Operating costs

Changes in inventories -26 =49
Materials and supplies -1,718 -1,348
Other external costs 45,6 -920 -891
Personnel costs 7,8,9 -629 -619
Depreciation, amortisation and impairment charges 10 -153 -171
Total operating costs -3,446 -3,078
Share of profit/loss in associated companies and joint ventures 1 3
Operating profit/loss 291 -29
Financial income 12 8 187
Financial costs 12 -91 -380
Net financial items 12 -83 -193
Profit/loss before tax 208 -222
Taxes 13 -70 29
Net profit/loss for the year 138 -193
Other comprehensive income/expenses

Translation differences on foreign operations for the year -111 -42
Change in cash flow hedge reserve 1 -38
Tax attributable to other comprehensive income 0 10
Total comprehensive income/expenses 28 -263
Comprehensive income/expenses attributable to; parent company's shareholders 133 -196
non controlling interests 5 3
Earnings per share*, MSEK 14 4.76 neg

*There were no dilution effects
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Consolidated statement of financial position

MSEK Note 2010-12-31 2009-12-31
ASSETS

Fixed assets

Intangible fixed assets 16 1,256 1,478

Tangible fixed assets 17 1,764 1,871

Financial fixed assets

Shares in associated companies 19 19 18
Deferred tax assets 13 310 385
Total fixed assets 3,349 3,752

Current assets

Inventory 20 456 446
Current tax assets 0 0
Accounts receivables 26 533 473
Other current receivables 128 237
Prepaid expenses and accrued income 21 22 21
Cash and cash equivalents 22 281 254
Total current assets 1,420 1,431
TOTAL ASSETS 4,769 5,183
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Consolidated statement of financial position

MSEK Note 2010-12-31 2009-12-31
EQUITY AND LIABILITIES
Equity
Parent company's shareholders
Share capital 14,15,23 28 28
Share premium 3,680 3,680
Reserves -197 -92
Profit/loss carried forward -2,308 -2,441
1,203 1,175
Non controlling interests 32 34
Total equity 1,235 1,209
Non-current liabilities
Non-current interest-bearing liabilities 22 2,294 2,526
Loans from shareholders 25,30 7 8
Other non-current liabilities 1 2
Provisions for pensions 9 183 213
Deferred tax liabilities 13 324 348
Other non-current provisions 24 53 121
2,862 3,218
Current liabilities
Current interest-bearing liabilities 22,25 - 58
Accounts payable 209 236
Liabilities to associated companies 46 38
Accrued expenses and prepaid income 27 223 301
Current tax liabilities 38 24
Other current liabilities 156 99
672 756
Total liabilities 3,534 3,974
TOTAL EQUITY AND LIABILITIES 4,769 5,183
Pledged assets 28 2,162 2,276
Contingent liabilities 28 43 46
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Consolidated statement of changes in equity

Other Retained Attributable to

Share contributed Translation Hedge earnings and associated TOTAL
MSEK capital equity reserve reserve profit for the year TOTAL companies EQUITY
EQUITY BALANCE ON
1 JANUARY 2010 28 3,680 -41 51 -2,441 1,175 34 1,209
Profit/loss for the year 133 133 5 138
Translation differences for the
year from translation of results
of foreign operations -106 -106 -5 -111
Changes in fair value of cash
flow hedges 1 1 1
Tax attributable to components
in other comprehensive income 0 0 0
Total profit/loss for the year -106 1 133 28 0 28
Transactions with shareholders
Dividends -2 -2
EQUITY BALANCE ON
31 DECEMBER 2010 28 3,680 -147 -50 -2,308 1,203 32 1,235
EQUITY BALANCE ON
1 JANUARY 2009 0 1,782 0 -23 -2,245 -486 35 -451
Profit/loss for the year -196 -196 3 -193
Translation differences for the
year from translation of results
of foreign operations —41 41 -1 -42
Changes in fair value of cash
flow hedges -38 -38 -38
Tax attributable to components
in other comprehensive income 10 10 10
Total profit/loss for the year -41 -28 -196 -265 2 -263
Transactions with shareholders
Dividends -3 -3
Shareholder contributions 80 80 80
New issues 28 28 28
New issues and offset issues 1,818 1,818 1,818
EQUITY BALANCE ON
31 DECEMBER 2009 28 3,680 -41 =51 -2,441 1,175 34 1,209
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Consolidated cash flow statement

MSEK Note 2010 2009
Operating activities

Operating profit/loss 291 -29
Adjustment for items not affecting cash flow

Depreciation 153 171
Interest received 8 53
Interest paid -74 -408
Tax paid -9 =5
Cash flow from operating activities before changes in operating capital 369 -218
Cash flow from changes in operating capital

Changes in inventories -40 83
Changes in operating liabilities -117 -37
Changes in operating receivables 46 -336
Cash flow from operating activities 166 -508
Investment activities

Acquisition of tangible fixed assets 17 -112 -59
Acquisition of intangible fixed assets - -
Acquisition of financial fixed assets - -
Cash flow from investment activities -112 -59
Cash flow after investment activities 54 -567
Financing activities

Dividends to minority shareholders -3 =3
Shareholder contributions - 80
New share and offset issue - 1,846
Amortization of shareholder loan - -4
Amortization of bank loan - -1,202
Cash flow from financing activities -3 717
CASH FLOW FORTHE YEAR 51 150
Cash and cash equivalents at the beginning of the year 254 106
Cash flow for the year 51 150
Currency effects -24 -2
CASH AND CASH EQUIVALENTS AT YEAR-END 22 281 254
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Parent company’s income statement

MSEK Note 2010 2009
Other external costs 6 -0.3 -0.4
Personnel costs 7,8 -0.9 -0.8
Operating profit/loss -1.2 -1.2
Profit/loss from participation in subsidiaries 11 - -515.0
Exchange rate profit 12 1.0 0.6
Interest expenses and similar items 12 -0.6 -1.1
Net financial items 0.4 -0.5
Profit/loss before taxes -0.8 -516.7
Current tax 13 0.2 -
Deferred tax 13 0.0 0.4
PROFIT/LOSS FOR THE YEAR -0.6 -516.3

There are no items related to comprehensive income.
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Parent company'’s balance sheet

MSEK Note 2010-12-31 2009-12-31
ASSETS
Fixed assets
Shares in subsidiaries 18 1,551.6 1,551.6
Deferred tax assets 0.4 0.4
TOTAL FIXED ASSETS 1,552.0 1,552.0
CURRENT ASSETS
Receivables in subsidiaries 1.7 0.0
Cash and bank balances - 3.1
Total current assets 1.7 3.1
CURRENT ASSETS 1,553.7 1,555.1
EQUITY AND LIABILITIES
Equity
Restricted equity
Share capital 15,23 27.9 27.9
Statutory reserve 22.7 22.7
50.6 50.6
Non-restricted equity
Share premium reserve 1,818.3 1,818.3
Accumulated profit/loss -321.5 194.1
Profit/loss for the year -0.6 -516.3
1,496.2 1,496.1
TOTAL EQUITY 1,546.8 1,546.7
LIABILITIES
Non-current liabilities
Shareholder loans 25,30 6.9 8.0
6.9 8.0
Current liabilities
Liabilities to subsidiaries 0.0 0.4
0.0 0.4
Total liabilities 6.9 8.4
TOTAL EQUITY AND LIABILITIES 1,553.7 1,555.1
Pledged assets 28 1,551.6 1,551.6
Contingent liabilities 28 None None
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Parent company’s changes in equity

Restricted equity Non-restricted equity

Share  Statutory Share Retaine  Net profit/loss EQUITY
MSEK capital reserve premium earnings for the year
OPENING BALANCE ON
1JANUARY 2010 27.9 22.7 1,818.3 194.1 -516.3 1,546.7
Previous year’s profit/loss brought forward - - - -0.6 -0.6
Equity part of group contribution - - - -516.3 516.3 0.0
Profit/Loss for the year = = = 0.7 - 0.7
CLOSING BALANCE ON
31 DECEMBER 2010 27.9 22.7 1,818.3 -321.5 -0.6 1,546.8
OPENING BALANCE ON
1JANUARY 2009 0.1 22.7 - 1,874.7 -1,761.0 136.5
Arets resultat - - - -516.3 -516.3
Previous year’s profit/loss brought forward -1,761.0 1,761.0 0.0
Shareholder contributions
New share and offset issues - - - 80.4 - 80.4
Profit/Loss for the year 27.8 - 1,818.3 - - 1,846.1
CLOSING BALANCE ON
31 DECEMBER 2009 27.9 22.7 1,818.3 194.1 -516.3 1,546.7

Equity is entirely related to the parent company’s shareholders.
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Parent company’s cash flow statement

MSEK Note 2010 2009
Operating activities

Operating loss -1.2 -1.2
Adjustment for items not affecting cash flow

Impairment of shares in subsidiaries - -515.0
Interest paid -0.6 -1.0
Taxes paid - -
Cash flow from operating activities before changes in operating capital -1.8 -517.2
Cash flow from changes in operating capital

Changes in operating liabilities -0.4 -0.9
Changes in operating receivables -1.7 3.7
Cash flow from operating activities -3.9 -514.4
Investment activities

New share and offset issue to subsidiaries 23 - -1,405.4
Cash flow after investment activities -3.9 -1,919.8
Financing activities

Shareholder contributions - 80.4
New share and offset issues - 1,846.1
Group contributions 0.8 -
Shareholder loans 0.0 -35
Cash flow after financing activities 0.8 1,923.0
Cash flow for the year -3.1 3.2
Cash and cash equivalents at the beginning of the year 3.1 -
Cash flow for the year -3.1 3.2
CASH AND CASH EQUIVALENTS AT YEAR-END 0.0 3.2
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Notes

Note 1 Significant accounting principles

General

Munksjo AB (publ), Corporate Identity Number, 556669-9731, is a Swedish
company, registered in Jénkoping, Sweden. The company’s address is
Tradgardsgatan 37, 551 12 Jonkdping. The consolidated accounts for 2010
comprise of the Parent Company and its subsidiaries, together called the
Group. The consolidated accounts and annual report were approved by the
Board of Directors on April 28 and are expected to be adopted by the AGM
on June 24.

Summary of key accounting principles
The key accounting principles applied during the preparation of this
annual report are presented below.

The functional currency of the Parent Company is MSEK and the finan-
cial statements are presented in MSEK. Amounts are stated in MSEK, unless
otherwise indicated.

Fixed assets and long-term liabilities essentially consist of amounts that
are expected to be recovered or paid more than 12 months after the report-
ing period. Current assets and current liabilities in the Parent Company and
the Group essentially consist solely of amounts that are expected to be
recovered or paid within 12 months of the end of the reporting period.

Basis for preparing the reports

The consolidated accounts have been prepared in accordance with the
International Financial Reporting Standards (IFRS) published by the Inter-
national Accounting Standards Board (IASB) and the interpretations issued
by the International Financial Reporting Interpretations Committee (IFRIC)
as approved by the Commission of the European Communities for applica-
tion in the European Union, and in accordance with the Annual Accounts
Act, RFR 1: Supplementary accounting rules for groups.

The Parent Company applies the same accounting principles as the
Group, with exceptions outlined in the section entitled “Parent Company’s
accounting principles”.

The deviations arising between the principles applied by the Parent
Company and the Group are caused by limitations to opportunities of
applying IFRS in the Parent Company as a consequence of the Annual
Accounts Act RFR 2, and the Pension Obligations Vesting Act (Tryggande-
lagen) and, in certain cases, tax considerations.

The accounting principles outlined below have, with those exceptions
that are described in more detail, been applied consistently on the report-
ing and consolidation of the Parent Company, subsidiaries, as well as when
incorporating associated companies and joint ventures in the consolidated
accounts.

Changes to accounting principles and disclosures
This annual report and set of consolidated accounts contains the first com-
plete financial statements prepared in accordance with IFRS. In connection
with the transition from previously applied accounting principles to a
report in accordance with IFRS, the Group has applied IFRS 1, which is the
standard that describes the way in which the transition to IFRS is to be
reported.

The main differences relate to pensions, leasing and financial instru-
ments.

Note 31 contains a summary with explanations of how the transition to
IFRS has affected the Group’s financial results and position, as well as its
reported cash flows.

New IFRS and interpretations yet to be applied

A number of new or amended standards and interpretations will come into
force during the coming financial year and have not been applied in
advance in the preparation of these financial statements. New rules and
changes applicable after 2010 are not scheduled to be applied in advance.
Other amendments to standards and interpretations that came into force
on January 1, 2011 are not considered to have any impact on Munks;jd’s
annual report.
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IFRS 9, Financial Instruments: Recognition and Measurement (Not yet
approved by the EU and schedule for approval not available at present)
This standard is the first phase of a complete reworking of the current
standard, IAS 39. The standard involves a reduction in the number of valua-
tion categories for financial assets, and means that the main categories are
reported at cost (amortized cost) or fair value respectively via the Consoli-
dated Statement of Comprehensive Income.

This first phase of the standard will be supplemented by regulations
relating to impairment, hedge accounting and valuation of liabilities. IFRS 9
must be applied for the financial year beginning January 1, 2013 or later.

Pending the completion of all the phases of the standard, the Group has
not evaluated the effects of the new standard.

Valuation principles applied in the preparation of the financial statements
Assets and liabilities are reported at historical cost, with the exception of
certain financial assets and liabilities, which are measured at fair value or
amortized cost. Financial assets and liabilities measured at fair value con-
sist of financial assets classified as financial assets measured at fair value
through profit/loss for the year or financial assets held for sale.

Translation of foreign currency

Transactions and balance sheet items

Transactions in foreign currencies are translated into the functional cur-
rency at the exchange rate in force on the transaction date. The functional
currency is the currency of the primary economic environments in which
the Group’s companies carry out their business.

Monetary assets and liabilities in foreign currencies are translated into
the functional currency at the exchange rate in force on the balance sheet
date. Exchange rate differences arising from the conversions are recog-
nized in profit/loss for the year.

Non-monetary assets and liabilities recognized at their historical costs
are translated at the exchange rate applicable at the time of the transac-
tion. Non-monetary assets and liabilities recognized at fair value are con-
verted into the functional currency at the rate in effect at the time of the
fair value assessment.

Group companies

The results and financial position of all Group companies (none of which
are operating with hyper-inflation currencies) that have an operational cur-
rency other than the presentation currency, are translated into the Group’s
presentation currency as follows:

a) Assets and liabilities for each of the consolidated statements of financial
position are translated according to the closing day rate.

b) Income and expenses for each of the income statements are translated
according to the average exchange rate (provided the average exchange
rate constitutes a reasonable approximation of the accumulated effect
of the exchange rates that were in force on the transaction date, other-
wise income and expenses are translated according to the exchange rate
on the transaction date).

c) All translation differences are reported in other comprehensive income.
Goodwill and adjustments to fair value that arise during the acquisition
of a foreign business are treated as assets and liabilities of that business
and translated according to the closing day rate.

Assessments and estimates in the financial accounts

Preparation of the financial statements in accordance with IFRS requires
management to make assessments, estimations and assumptions that
affect the application of the accounting principles and the figures reported
for assets, liabilities, income and expenses. The actual outcome may devi-
ate from these estimations and assessments. The estimations and assump-
tions are reviewed regularly. Changes in estimations are reported in the
period in which they are made if they only affect that period, or in the
period in which they are made and future periods if they affect both the



Note 1 Significant accounting principles cont.

period concerned and future periods. Assessments made by management
in the application of IFRS that have a significant effect on the financial
statements and estimates that may cause material adjustments to the
financial statements of the ensuing year are described in greater detail
under Note 3.

Operating segments

Munksjd’s operations are divided up into operating segments based on
which parts of the operations the company’s ultimate executive decision-
makers monitor, that is, according to the management approach. The
Group’s operations are organized in such a way that the senior manage-
ment team monitors the profit or loss and the operating margin generated
by the Group’s various product areas. Each operating segment provides reg-
ular reports to the senior management team on the outcome of the operat-
ing segment’s efforts and its resource requirements.

Since the senior management team monitors the profit or loss and
determines resource allocations based on the product areas for the Group’s
production and sales, these constitute the Group’s operating segments.
Munksjd’s operating segments have been identified as per IFRS 8 and com-
prise the business areas Decor, Industrial Applications and Specialty Pulp.
Furthermore, joint Group costs and eliminations are reported under the
heading Other.

Consolidated financial statements

Subsidiaries

Subsidiaries are companies in which Munks;jo AB has a controlling influ-
ence. Controlling influence entails a direct or indirect right to determine a
company’s financial and operational strategies with the purpose of benefit-
ing financially. Under normal circumstances this means that Munks;jo has
more than 50 percent of the voting rights. The assessment of whether a
controlling influence prevails takes into account potential voting shares
that can be exercised or converted without delay.

Subsidiaries are recognized in accordance with the acquisition method.
The cost of an acquisition consists of the fair value of assets given and lia-
bilities incurred or assumed at the date of acquisition. Transaction fees
directly attributable to the acquisition are reported directly in the income
statement at the rate at which they arise. Identifiable assets acquired and
liabilities assumed and contingent liabilities in a business combination are
measured initially at their fair values on the acquisition date, irrespective
of the extent of any non-controlling interest.

The surplus that consists of the difference between the cost and the fair
value of the Group’s share of identifiable assets, liabilities and contingent
liabilities acquired is recognized as goodwill. If the cost is less than the fair
value of the acquired subsidiary’s assets, liabilities and contingent liabili-
ties, the difference is recognized directly in the income statement. Intra-
Group transactions, balances and unrealized gains and losses on transac-
tions between group companies are eliminated. Accounting principles for
subsidiaries are changed where necessary to ensure consistent application
of the Group’s principles.

Subsidiaries’ financial accounts are included in the consolidated
accounts from the time of acquisition and until the Group no longer has a
controlling influence.

Transactions between owners

The Group applies the principle of reporting transactions with minority
shareholders as transactions with a third party. Divestments to minority
shareholders result in gains and losses for the Group, which are reported
under shareholders’ equity. Transactions between owners are reported
exclusively within shareholders’ equity.

Associated companies

Associated companies are those in which the Group has a significant, but
not controlling, influence over operational and financial control, commonly
through holdings corresponding to between 20 and 50 percent of votes.

From the point at which a significant influence is obtained, participations
in associated companies are reported in the consolidated accounts in
accordance with the equity method. The equity method entails the value of
holdings in associated companies reported in the consolidated accounts
being equivalent to the Group’s share of the associated companies’ share-
holders’ equity, as well as consolidated goodwill and any other consoli-
dated surplus or deficit. In the Consolidated Statement of Comprehensive
Income, “Participations in the earnings of associated companies” states the
Group’s share of associated companies’ earnings after tax attributable to
the owners of the Parent Company, adjusted for any depreciation, impair-
ment or reversals of acquired surpluses or deficits. These profit participa-
tions with dividends received from associated companies comprise the
main change in the carrying value of participations in associated compa-
nies. Any discrepancy at the time of acquisition between the cost of the
holding and the owning company’s share of the net fair value of the associ-
ated company'’s identifiable assets, liabilities and contingent liabilities is
recognized in accordance with the same principles used in the acquisition
of subsidiaries.

Where the Group’s share of losses reported by the associated company
exceeds the carrying value of the Group’s participations, the value of the
participations is reduced to zero. Losses are also offset against long-term
balances without security, the financial significance of which forms part of
the owning company’s net investment in the associated company. Contin-
ued losses are not recognized unless the Group has given guarantees to
cover losses arising in the associated company. The equity method is
applied until the point in time at which the significant influence ceases.

Joint ventures
For accounting purposes, joint ventures are those companies for which the
Group, via partnership agreements with one or more parties, has joint con-
trol over operational and financial management.

The Group’s participating interest may exceed 50 percent. Joint ventures
are consolidated in the consolidated accounts in accordance with the
equity method (see section under associated companies).

Transactions eliminated on consolidation

Intra-Group receivables and liabilities, income or expenses and unrealized
gains or losses arising from intra-Group transactions between Group com-
panies are eliminated in full when preparing the consolidated accounts.
Unrealized gains arising from transactions with associated companies and
joint ventures are eliminated to the extent of the Group’s participating
interest in the companies. Unrealized losses are eliminated in the same
way as unrealized gains, but only to the extent that there is no evidence of
impairment.

Income

Income encompasses the fair value of what has been received or is
expected to be received for sold goods and services in the Group’s operating
activities. Income is reported excluding VAT, returns and discounts, and
after elimination of intra-Group sales.

The Group reports income when the amount can be measured in a relia-
ble manner, when it is likely that future economic benefits will accrue to
the company and special criteria have been satisfied for each of the Group’s
businesses as described below. The Group bases its assessments on histori-
cal outcomes and takes into account customer type, transaction type and
special circumstances in each individual case.

Sale of goods

Munksjd’s income essentially comprises the sale of manufactured prod-
ucts. Revenue for sales of goods is recognized in the Consolidated State-
ment of Comprehensive Income when significant risks and rewards associ-
ated with the ownership of the goods are transferred to the buyer. This nor-
mally occurs in connection with delivery.

Financial accounts
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Note 1 Significant accounting principles cont.

Delivery is not regarded as having happened until the products have
been dispatched to the designated address and the risk of loss and decline
in value have been transferred.

Sale of services
Income from service assignments is recognized in profit or loss on the
basis of the degree of completion on the balance sheet date. Income is not
recognized if it is likely that the economic benefits will not accrue to the
Group. If there is significant uncertainty regarding payment, accompanying
expenses or the risk of returns and if the seller retains a commitment in
the ongoing administration which is usually associated with ownership, no
income is recognized.

Income is recognized at the fair value of what has been received or is
expected to be received, with deductions for discounts granted.

Interest income

Interest income is reported as income using the effective interest method.
When the value of a receivable in the loan receivables and accounts receiv-
able category has gone down, the Group reduces the carrying value to the
recoverable value, which consists of estimated future cash flow, less the
original effective interest for the instrument, and continues to resolve the
discounting effect as interest income. Interest income on impaired loan
receivables and accounts receivable is reported as original effective interest.

Dividend income
Dividend income is recognized when the right to receive payment has been
established.

Government subsidies

Any government subsidies are recognized in the Consolidated Statement of
Financial Position as deferred income when there is reasonable certainty
that the subsidy will be received and that the Group will meet the condi-
tions associated with the subsidy. Subsidies shall be systematically perio-
dized in the Consolidated Statement of Comprehensive Income in the
same way and across the same periods as the expenses that the subsidies
are intended to offset. Any government subsidies related to assets reduce
the gross cost of the fixed assets.

Leasing

Operating leasing agreements

Leasing, in which a significant part of the risks and benefits of ownership
reside with the leaseholder, is classified as operational leasing. Payments
made during the leasing period (after deductions for any rewards from the
lease provider) are booked as a cost in the Consolidated Statement of Com-
prehensive Income on a straight-line basis over the leasing period.

Financial leasing agreements

The Group leases certain tangible fixed assets. Leasing agreements of tan-
gible fixed assets where the Group essentially holds the economic risks and
benefits associated with ownership, are classified as financial leasing. At
the start of the leasing period, financial leasing is reported in the Consoli-
dated Statement of Financial Position at the lower of the leasing object’s
fair value and the current value of the minimum lease payments. Each
leasing payment is apportioned between reduction of the liability and
financial costs of achieving a fixed interest rate for the reported liability.
The equivalent payment obligations, after deductions for financial costs,
are included in the Consolidated Statement of Financial Position, items
Long-term borrowing and Short-term borrowing. The interest portion of the
financial costs is recognized in the income statement, distributed over the
lease term so that each accounting period is assigned an amount corre-
sponding to a fixed interest rate for the liability in the respective period.
Fixed assets that are held in accordance with financial leasing agreements
are depreciated over the asset’s useful life.
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Financial income and expenses

Financial income and expenses consist of interest income from invested
funds, dividend income, value gains from financial assets measured at fair
value in the Consolidated Statement of Comprehensive Income, as well as
those profits from hedging instruments that are reported in the income
statement.

Interest income from financial instruments is recognized according to
the effective interest method (see below). Dividend income is recognized
when the right to receive the dividend has been established. Results from
the sale of financial investments are recognized when the risks and bene-
fits associated with ownership of the instruments have been transferred to
the buyer and the Group no longer has control of the instrument. Financial
expenses consist of interest expenses on loans, the effect of the resolution
of present value calculations for provisions, value losses on financial assets
measured at fair value via the Consolidated Statement of Comprehensive
Income, impairment of financial assets, and those losses on hedging
instruments that are reported in the Consolidated Statement of Compre-
hensive Income.

All borrowing expenses are reported in the income statement using the
effective interest method, regardless of how the borrowed funds have been
used.

Borrowing expenses are not reported in the income statement to the
extent that they are directly attributable to the purchase, construction or
production of assets that take considerable time to complete for the
intended use or for sale. In such cases they are included in the cost of the
assets. Exchange rate gains and losses are reported net.

Interest income on receivables and interest expenses on liabilities are
calculated using the effective interest method. Interest expenses include
transaction fees for loans that are periodized over the loan period.

Current and deferred tax expense

The period’s tax expense is made up of current tax and deferred tax. Tax is
recognized in the result except when underlying transactions are reported
in other comprehensive income, whereby even the associated tax effect is
reported in other comprehensive income.

Current tax is tax due for payment or receipt in respect of the financial
year, using tax rates decided or virtually decided upon at the balance sheet
date. Adjustment of current tax related to earlier periods is also included.

Deferred tax is calculated in accordance with the balance sheet method,
proceeding on the basis of temporary differences between the carrying
amounts and taxable values of assets and liabilities. Temporary differences
are not taken into consideration that arise on initial recognition of goodwill
or of assets and liabilities that are not business combinations and that do
not affect either the reported or taxable profit at the time of the transaction.

Nor are temporary differences taken into account that are related to
participations in subsidiaries and associated companies which are not
expected to be reversed in the foreseeable future.

The valuation of deferred tax provided is based on how carrying
amounts of assets or liabilities are expected to be realized or settled.
Deferred tax is calculated by applying the tax rates and regulations decided
upon at the balance sheet date.

Deferred tax assets for tax-deductible temporary differences and loss
carry forwards are recognized only to the extent it is likely that it will be
possible to utilize these items. The value of deferred tax assets is derecog-
nized when it is no longer deemed likely that they can be utilized. Any
additional income tax arising from a dividend is recognized at the same
time as the dividend is recognized as a liability.

Deferred tax assets and liabilities are offset when there is a legal right of
offset for current tax assets and liabilities, and when the deferred tax
assets and tax liabilities are attributable to taxes charged by one and the
same tax authority and relate to either the same tax entities or different
tax entities, where there is an intention to settle the balances via net pay-
ments.
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Financial instruments

Recognition in and derecognition from the Consolidated Statement of

Financial Position

Classification and measurement

The Group classifies its financial assets and liabilities according to the fol-
lowing categories: financial assets and liabilities measured at fair value in
profit/loss, loan receivables and accounts receivable, and other financial.

On first recognition, a financial instrument is classified based on the
reason for its purchase. The classification determines how the financial
instrument is measured after the first recognition as described below.

Financial instruments recognized as assets in the consolidated State-
ment of financial position include cash and cash equivalents, accounts
receivable, financial investments and derivatives. Liabilities include
accounts payable, borrowing and derivatives.

Financial instruments which are not derivatives are initially recognized
at a cost corresponding to the instrument’s fair value including direct
transaction expenses for all financial instruments. Exceptions are those
categorized as financial assets or liabilities recognized at fair value via
profit/loss, which are recognized at fair value excluding transaction
expenses. Derivative instruments are initially recognized at fair value,
which means that any transaction expenses are charged against the earn-
ings for the period.

If a derivative instrument is used for hedge accounting and to the extent
that it is effective, changes in value of the derivative instrument are
reported in other comprehensive income. Where hedge accounting is not
applied, value gains and losses on derivatives are reported as income or
expense in operating profit/loss, or within net financial items based on the
purpose of using the derivative instrument and whether hedging is related
to an operating or a financial item. With hedge accounting, the ineffective
portion is recognized in the same way as for changes in value of derivatives
that are not used for hedge accounting. If hedge accounting is not applied
when using interest swaps, the interest coupon is recognized as interest
and other changes in value of interest swaps are recognized as other finan-
cial income or other financial expenses. Fair values are based on directly
observable market prices or via derivation from market prices.

Financial assets and liabilities measured at fair value in profit/loss

This category consists of two sub-groups: financial assets and liabilities
held for sale and other financial assets or liabilities that the company has
initially chosen to place in this category. A financial asset is classified as
being held for sale if it is retained with the intention of being sold in the
near future. Assets belonging to this category are continuously measured at
fair value with changes in value recognized in profit/loss for the year, with
the exception of derivatives that are an identifiable and effective hedging
instrument.

Changes in loans and accounts receivable

Loan receivables and accounts receivable are non-derivative financial
assets with fixed or determinable payments that are not quoted in an
active market. These assets are measured at the amortized cost. The amor-
tized cost is determined based on the effective interest calculated at the
time of acquisition. Receivables of less than three months are reported at
cost. Accounts receivable are recognized at the amount estimated to be
paid, i.e. with a deduction for doubtful receivables.

Cash and cash equivalents comprise cash and instantly accessible bal-
ances at banks and equivalent institutions, as well as current investments
with a term from the acquisition date of less than three months which are
exposed to only a negligible risk of fluctuations.

Other financial liabilities

Loans and other financial liabilities, such as accounts payable, are included
in this category. The liabilities are measured at the amortized cost. Liabili-
ties of less than three months are reported at cost. Details of the category

in which the Group’s financial assets and liabilities are placed are given
under note 25 Financial assets and liabilities.

Derivatives and hedge accounting

The Group’s derivative instruments have been acquired to financially
hedge its interest, exchange rate, electricity price and pulp price exposures.
In order to fulfill the requirements on hedge accounting in accordance with
IAS 39, there must be a clear link to the hedged item. Moreover, the hedging
must effectively protect the hedged item, the hedging documentation must
be drawn up and the effectiveness must be quantifiable. Gains and losses
concerning effective hedging instruments are transferred to profit/loss for
the year at the same time as profit and loss are recognized for the items
being hedged.

Receivables and liabilities in foreign currency
Currency forward contracts are used to hedge receivables or liabilities
against currency risks.

Hedge accounting is not used to protect against currency risks, because
a financial hedging instrument is reflected in the accounts when both the
underlying receivable or liability and the hedging instrument are recog-
nized at the exchange rate on the balance sheet date and exchange rate
changes are recognized in the Consolidated Statement of Comprehensive
Income.

Hedging of foreign currency - cash flow hedging

The currency forward contracts that are used to hedge future cash flows
and forecast sales and purchases in foreign currency are recognized at fair
value in the Consolidated Statement of Financial Position. Changes in value
concerning effective hedging are recognized directly against other compre-
hensive income until such time as the hedged flow meets profit/loss for the
year, whereby the hedging instrument’s accumulated changes in value are
transferred to profit/loss for the year, where they then meet and match the
effects of the hedged transaction on profit/loss.

When a hedging instrument expires, or is sold, terminated or exercised,
or the company revokes the designation of the hedge relationship before
the hedged transaction occurs and the forecast transaction is still expected
to occur, the accumulated profit/loss remains under other comprehensive
income and is recognized in the same way as above when the transaction
occurs.

If the hedged transaction is no longer expected to occur, the accumu-
lated gains or losses on the instrument are reversed immediately into
profit/loss for the year, in accordance with the principles described above
for derivatives.

Hedging of fixed interest - cash flow hedging

Interest swaps are used to hedge against the uncertainty of future interest
flows related to loans carrying variable rates of interest. Swaps are meas-
ured at fair value in the Consolidated Statement of Financial Position. The
interest coupon is recognized in the Consolidated Statement of Compre-
hensive Income continually as interest income or expense.

Other value changes in effective hedging instruments are recognized
directly against other comprehensive income until the hedged item affects
profit/loss for the year and provided the criteria for hedge accounting are
fulfilled. The gain or loss attributable to the ineffective portion is recog-
nized continually in profit/loss.

Electricity derivatives

Munksjo buys electricity from external suppliers. To continually hedge the
electricity price, Munksjo enters into derivative contracts for electricity.
Electricity derivatives that protect the forecast outward flow of electricity
are recognized in the Consolidated Statement of Financial Position at fair
value. Changes in value concerning effective hedging are recognized
directly in other comprehensive income until such time as the hedged out-
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flow meets profit/loss for the year, whereby the hedging instrument’s accu-
mulated value changes are transferred to profit/loss for the year, where
they then meet and match the effects of the hedged transaction on profit/
loss. The gains or losses realized on these electricity derivatives are recog-
nized continuously in operating profit/loss against electricity expenses.

Pulp derivatives

Munksjo buys some of the pulp it requires from external suppliers. To con-
tinually hedge pulp prices, Munksjo enters into derivative contracts for
pulp. Pulp derivatives that protect the forecast outward flow of expenses
for pulp are recognized in the Consolidated Statement of Financial Position
at fair value. Changes in value concerning effective hedging are recognized
directly in comprehensive income until such time as the hedged outflow
meets profit/loss for the year, whereby the hedging instrument’s accumu-
lated value changes are transferred to profit/loss for the year, where they
then meet and match the effects of the hedged transaction on profit/loss.
The gains or losses realized on these derivatives are recognized continu-
ously in operating profit/loss against raw material costs.

Offset of financial instruments

Financial assets and liabilities are offset and recognized with a net amount
in the Consolidated Statement of Financial Position only when there is a
legal right to offset the recognized amounts and an intention to balance the
items with a net amount, or to simultaneously realize the asset and settle
the liability.

Tangible assets

Owned assets

Tangible assets are recognized in the Group at cost less accumulated depre-
ciation and any impairment.

The cost includes the purchase price and expenses directly attributable
to bringing the asset to the location and condition necessary for it to be
capable of operating in the manner intended. Examples of directly attribut-
able expenses included in the cost are costs relating to delivery and han-
dling, installation, land registration certificates, consultancy services and
legal services.

Borrowing expenses directly attributable to the purchase, construction
or production of assets that take considerable time to complete for the
intended use or for sale are capitalized.

The cost for self-constructed fixed assets includes expenses for materi-
als, employee benefits, other manufacturing costs considered directly
attributable to the fixed asset where applicable, as well as estimated
expenses for dismantling and removing the asset and restoring the site or
area where it is located. Tangible assets comprising parts with different
useful lives are treated as separate components of tangible assets. The car-
rying value of a tangible asset is derecognized from the Consolidated State-
ment of Financial Position on scrapping or sale, or when no future eco-
nomic benefits are expected from the use, scrapping or sale of the asset.

Gains or losses arising from the sale or scrapping of an asset constitute
the difference between the sale price and the asset’s carrying value, less
direct sales expenses. Gains and losses are recognized as other operating
income/expense. Accounting principles for the impairment of assets are
shown below.

Leased assets

Leases are classified in the consolidated accounts as either financial or
operating leases. A financial lease is a lease whereby the financial risks and
rewards associated with the ownership are in all essential respects trans-
ferred to the lessee. If this is not the case the lease is considered an operat-
ing lease. Assets leased through financial leasing agreements are recog-
nized as fixed assets in the Consolidated Statement of Financial Position
and initially valued at the lower of the fair value of the leased item and the
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current value of the minimum leasing fees upon the commencement of the
agreement. Obligations to pay future lease payments have been recognized
as long-term and current liabilities.

Subsequent expenses

Subsequent expenses are only added to the cost if it is probable that the
future economic benefits associated with the asset will accrue to the com-
pany and the cost can be measured reliably. All other subsequent expenses
are expensed in the period they arise. A subsequent expense is added to
the cost if the expense relates to the replacement of identified components
or parts thereof. Even in cases where new components are constructed, the
expense is added to the cost. Any non-depreciated carrying amounts for
replaced components, or parts of components, are scrapped and derecog-
nized in connection with replacement. Repairs are expensed as they are
incurred. At paper mills, maintenance shutdowns are carried out at regular
intervals. The major maintenance measures that recur on these occasions
are treated as a separate component. Depreciation is carried out over time
up until the next maintenance shutdown, which normally occurs after
12-18 months.

Depreciation principles

Depreciation is carried out on a linear basis over the asset’s estimated use-
ful life. The Group applies the component approach, whereby the compo-
nents’ assessed useful lives form the basis for depreciation. The following
depreciation periods are used:

Industrial buildings 20 years
Office buildings 30-50 years
Land improvements 20 years
Machinery used for pulp and paper 20 years
Other machinery 10 years
Vehicles, equipment and components 1-5 years

The residual value and useful life of each asset is assessed annually.

Intangible assets

Goodwill

Goodwill is reported at cost less any accumulated impairment. Goodwill is
allocated to cash generating units and tested for possible impairment
annually (see accounting principle Impairment of tangible and intangible
assets and participations in subsidiaries, associated companies and joint
ventures). Goodwill arising from the acquisition of associated companies
and joint ventures is included in the carrying value of the participations.

Research and development

Munksjo pursues product and process development activities focusing
mainly on meeting customer requirements in relation to product proper-
ties and adaptations.

Activities are divided into a research phase and a development phase.
Examples of expenditure included in the research phase are costs related
to acquiring new knowledge, and costs relating to the evaluation of and
search for alternative grades and processes. Costs for the research phase
are expensed continually in the Consolidated Statement of Comprehensive
Income in accordance with IAS 38. Where research results or other knowl-
edge are applied to achieve new or improved processes, product develop-
ment expenses are reported as an asset in the Consolidated Statement of
Financial Position if the product or process is technically and commercially
viable and the company has sufficient resources to complete development
and subsequently use or sell the intangible asset. The carrying amount
includes costs for materials, direct costs for salaries and indirect costs
attributable to the asset. Other development expenses are recognized in
the Consolidated Statement of Comprehensive Income as a cost as they
arise.
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Software

Costs for the development and maintenance of software are expensed as
incurred. Costs that are directly linked to the development of identifiable
and unique software products controlled by the Group and likely to have
economic benefits for more than one year and that exceed the costs are
recognized as intangible assets.

Electricity certificates

Electricity certificates are awarded for production of renewable electricity
and are measured at the estimated fair value and recognized as accrued
income. Corresponding income is recognized in operating profit/loss as a
correction of electricity costs and the certificate is divested in the following
month.

Emission rights

Munks;jo has been allocated emission rights for carbon dioxide within the
EU. The allocation for the initial three-year period 2005-2007 exceeded the
actual total emissions.

The allocation for 2008-2010 also exceeded the anticipated emissions
somewhat. When emission rights are received, the estimated surplus is
recognized at fair value as accrued income, the surplus is continually val-
ued at market value.

Depreciation principles
Depreciation is reported over the asset’s estimated useful life.

Goodwill and other intangible assets with an indefinite useful life or that
are not yet ready for use are tested for possible impairment annually and
as soon as indications arise that the asset in question has decreased in
value. Intangible assets with a definite useful life are depreciated from the
point at which they are available for use.

The estimated useful lives for capitalized development expenditure and
software is 3-7 years. Useful lives for goodwill are indefinite.

The useful lives of assets are reassessed at least once a year.

Impairment

The Group’s reported assets are assessed on each balance sheet date to
determine whether an impairment requirement is indicated. IAS 36 is
applied in impairment testing for assets other than financial assets, which
are recognized in accordance with IAS 39, assets for sale, inventories and
deferred tax assets. For the exceptions stated above, the carrying value is
assessed according to the relevant standard.

Impairment of tangible and intangible assets and participations in
subsidiaries, associated companies and joint ventures

The value of tangible and intangible assets is assessed at least once a year
and if an event occurs that may have affected the value.

If a need for impairment is indicated, the recoverable amount of the
asset is calculated (see Impairement of financial assets). The recoverable
amount for goodwill and other intangible assets with indefinite useful lives
and intangible assets that are not yet ready for use is calculated annually.

If, in connection with impairment testing, largely independent cash
flows cannot be established for an individual asset, and its fair value less
selling expenses cannot be used, assets are grouped at the lowest level at
which largely independent cash flows can be identified - this is known as a
cash generating unit.

Impairment is recognized when an asset’s or cash generating unit’s
(group of units’) carrying value exceeds the recoverable amount.

Impairment is recognized as a cost in the Consolidated Statement of
Comprehensive Income. Impairment identified for a cash generating unit
(group of units) is applied first of all to goodwill. After this, a proportional
impairment of all other assets included in the unit (group of units) is imple-
mented.

The recoverable amount is the higher of fair value less selling expenses
and value in use. Upon calculating the value in use, future cash flows are
discounted at a discount rate that takes into account risk-free interest and
the risk associated with the specific asset.

Impairment of financial assets

At each reporting date, the company evaluates whether there is objective
evidence that any impairment is necessary for a financial asset or group of
assets.

Objective evidence constitutes observable events that have an adverse
impact on the potential to recover the cost, and a significant or long-term
decrease in the fair value of a component of a financial investment classi-
fied as a financial asset available for sale. The impairment loss that is
reported in the Consolidated Statement of Comprehensive Income is the
difference between the cost and the actual fair value, less any previously
expensed impairment. The recoverable amount of assets classed as invest-
ments held to maturity and loan receivables and accounts receivable,
which are recognized at amortized cost, is calculated as the present value
of future cash flows discounted by the effective interest rate applicable on
the initial recognition of the asset. Current assets are not discounted.
Impairment is recognized as a cost in the Consolidated Statement of Com-
prehensive Income.

Reversal of impairment

Impairment of assets included in IAS 36 area of application is reversed if
there is an indication that it is no longer necessary, and there has been a
change in the assumptions which formed the basis of the calculation of the
recoverable amount. However, impairment of goodwill is never reversed. A
reversal is only made to the extent that the asset’s carrying value after
reversal does not exceed the carrying value that the asset would have had,
with a deduction for amortization, if no impairment had been carried out.
Impairments of investments or loans held to maturity or loan receivables
and accounts receivable recognized at amortized cost are reversed if a sub-
sequent increase in the recoverable amount can be objectively attributed to
an event that occurred after the impairment was implemented.

Inventories
Inventories are stated at the lower of cost and net realizable value.

The cost for inventories is based on the first-in first-out principle (FIFO)
and includes expenses arising upon acquisition of the inventories and their
transport to their current location and condition. For manufactured goods
and work in progress, cost includes a reasonable proportion of indirect
expenses based on normal capacity. The net realizable value is the
expected sale price in current activities less expected selling costs.

Earnings per share

The calculation of earnings per share is based on Group profit for the year
attributable to the Parent Company’s shareholders and the weighted aver-
age number of shares outstanding during the year.

Employee benefits

Pension commitments

Group companies operate various pension schemes. These schemes are
generally funded through payments to insurance companies or trustee-
administered funds, where the payments are established based on periodic
actuarial calculations. The Group has both defined benefit and defined con-
tribution plans. A defined contribution plan is a pension plan under which
the Group pays fixed contributions into a separate entity. The Group has no
legal or constructive obligations to pay further contributions if this legal
entity does not hold sufficient assets to pay all employees the benefits
relating to employee service in the current and prior periods.
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A defined benefit plan is a pension plan that does not have a defined
contribution. The distinguishing feature of defined benefit plans is that
they define an amount of pension benefit that an employee will receive on
retirement, usually dependent on one or more factors such as age, years of
service and salary.

The liability recognized in the Consolidated Statement of Financial Posi-
tion with respect to defined benefit pension plans is the present value of
the defined benefit obligation at the end of the reporting period less the fair
value of the plan assets, adjusted for unrecognized actuarial gains and
losses, as well as for unrecognized costs for earlier periods of service. The
defined benefit obligation is calculated annually by independent actuaries
using the project unit credit method. The current value of the defined ben-
efit obligation is established by discounting estimated future cash flows
using interest rates for first class corporate bonds issued in the same cur-
rency as the remuneration will be paid in and with a term comparable with
the pension liability. If there is no active market for such corporate bonds,
the market rate for government bonds with a corresponding maturity is
used instead.

The obligations for retirement and survivors’ pension for professional
employees in Sweden are insured through a policy with Alecta. Such insur-
ance is a defined benefit plan covering several employers. Munks;jo has not
had access to such information during the 2010 financial year that would
allow the plan to be recognized as a defined benefit plan. The pension plan
according to ITP that is insured through a policy with Alecta is therefore
recognized as a defined contribution plan.

Actuarial gains and losses resulting from experience adjustments and
changes in actuarial assumptions are recognized in profit/loss for the year
during the period in which they arise.

Past-service costs are recognized immediately in profit/loss for the year,
unless the changes to the pension plan are conditional on the employees
remaining in service for a specified period of time.

In this case, the past-service costs are amortized on a straight-line basis
over the vesting period.

For defined contribution pension plans, the Group pays fees to publicly
or privately managed pension insurance plans on a compulsory, contrac-
tual or voluntary basis. The Group has no other payment obligations once
the fees are paid. The fees are reported as personnel costs when they fall
due for payment. Prepaid fees are reported as an asset to the extent that
cash repayment or reduction of future payments can benefit the Group.

Where there is a discrepancy between how pension expenses are deter-
mined for legal entities and for the Group, a provision or receivable is
posted for special employers’ contributions based on this discrepancy. The
provision or receivable is not discounted to current value.

Severance benefits

An expense for remuneration in connection with termination of employ-
ment for employees is recognized only if the company is demonstrably
obliged in a formal detailed plan to terminate employment ahead of the
normal point in time, with no realistic possibility of withdrawal. When
remuneration is paid as an incentive for voluntary redundancy, an expense
is recognized if it is likely that the offer will be accepted and the number of
employees accepting the offer can be reliably estimated.

Provisions
A provision differs from other liabilities in that there is a degree of uncer-
tainty regarding the timing of the payment or its size to settle the provi-
sion. A provision is recognized in the Consolidated Statement of Financial
Position when the Group has a present legal or constructive obligation as a
result of a past event, and it is probable that an outflow of economic
resources will be required to settle the obligation and a reliable estimation
of the amount can be made.

Provisions are made based on the best estimate of the amount required
in order to settle the present obligation on the balance sheet date.
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When the effect of the timing of the payment is important, provisions
are calculated by discounting the expected future cash flow at a pre-tax
interest rate which reflects current market assessments of the time value
of money and, if applicable, the risks associated with the liability.

Guarantees

A provision is made for guarantees when the underlying products or serv-
ices are sold. The provision is based on historical data regarding guarantees
and a total appraisal of conceivable outcomes in relation to the probabili-
ties with which those outcomes are associated.

Restructuring

A provision for restructuring is reported when the Group has adopted a
comprehensive and formal restructuring plan, and the restructuring has
either been started or published. No provisions are made for future operat-
ing costs.

Contingent liabilities

A contingent liability is recognized when there is a possible obligation aris-
ing from past events and the existence of which is substantiated only by
one or more uncertain future events, or when there is an obligation which
is not recognized as a liability or provision because it is not likely that an
outflow of resources will be required.

Parent Company’s accounting principles

The Parent Company has prepared its Annual Report in accordance with
the Swedish Annual Accounts Act (1995:1554) and Recommendation RFR 2
of the Swedish Financial Accounting Standards Council, on Accounting for
Legal Entities. Statements issued by the Swedish Financial Reporting Board
are also applied. RFR 2 means that the Parent Company in the annual
report for the legal entity shall apply all EU-approved IFRS standards and
statements as far as possible within the framework of the Annual Accounts
Act, the Pension Obligations Vesting Act (Tryggandelagen) and taking into
consideration the relationship between accounting and taxation. The rec-
ommendation stipulates which exceptions and additions to IFRS shall be
applied.

Differences between the Group’s and Parent Company’s accounting
principles

The differences between the Group’s and Parent Company’s accounting
principles are shown below. The accounting principles shown below for the
Parent Company have been applied consistently to all periods presented in
the Parent Company'’s financial statements.

Classifications and presentation

The Parent Company’s income statement and balance sheet have been pre-
pared in accordance with the schedule set by the Annual Accounts Act. The
difference to IAS 1 Presentation of Financial Statements, which is applied
for the consolidated accounts, mainly concerns reporting of financial
income and expenses, fixed assets, equity and the use of provisions in the
balance sheet.

Subsidiaries, associated companies and joint ventures
Participations in subsidiaries, associated companies and joint ventures are
recognized in the Parent Company in accordance with the cost method. All
dividends from subsidiaries, associated companies and joint ventures are
recognized in the Parent Company’s income statement.

Under certain circumstances, such dividends can serve as an indication
that the shares have declined in value and thus a test for impairment
should be performed.
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Note 2 Net sales per market and Reporting per segment

Financial instruments and hedge accounting

The rules on financial instruments and hedge accounting are not applied
to the Parent Company as a legal entity. The Parent Company measures
financial fixed assets at cost less any impairment losses and current finan-
cial assets according to the lowest value principle. The cost of interest bear-
ing instruments is adjusted for the periodized difference between what
was originally paid, after deductions for transaction expenses, and the
amount paid on the due date (premium and discount).

Forward contracts used to hedge changes in foreign exchange rates on
receivables and liabilities in foreign currency are measured at the spot rate
on the date the contract is made for measurement of the underlying receiv-
able or liability.

Interest swaps that effectively hedge cash flow risks in interest bearing
payments on liabilities are measured at the net of accrued receivables at
variable interest and accrued liabilities with regard to fixed interest and the
difference is recognized as either interest income or expense. Hedging is
effective if the economic outcome of hedging and the liability is the same
as if the liability had instead been reported at a fixed market interest rate
when the hedging relationship was initiated.

Anticipated dividends

Anticipated dividends from subsidiaries are recognized if the Parent Com-
pany has the sole right to determine the size of the dividend and has deter-
mined the size of the dividend before publishing its financial statements.

Employee benefits - Defined benefit plans

The Parent Company uses different assumptions than those set out in IAS
19 when calculating defined benefit plans. The Parent Company follows the
Pension Obligations Vesting Act (Tryggandelagen) and Swedish Financial
Supervisory Authority’s rules, because they are a condition for tax deduc-
tions.

The crucial differences compared to the IAS 19 rules are how the dis-
count rate is determined, that the calculation of the defined benefit obliga-
tion is based on current salary levels with no consideration of future salary
increases, and that all actuarial gains and losses are recognized in the
income statement as they occur.

Taxes

In the Parent Company, untaxed reserves are recognized in the balance
sheet without dividing them into equity and deferred tax liability, unlike in
the consolidated accounts. Correspondingly the Parent Company does not
recognize in its income statement deferred tax expense as a part of appro-
priations.

Group contributions and shareholder contributions for legal entities

The company reports Group contributions and shareholder contributions
in accordance with the statement from the Swedish Financial Accounting
Standards Council (UFR2). Shareholder contributions are recognized
directly against shareholders’ equity by the recipient and set up as an asset
in shares and holdings by the issuer, to the extent that impairment is not
required. Group contributions are reported on the basis of substance over
form. This means that Group contributions made with the aim of minimiz-
ing the Group’s total tax are recognized directly against retained earnings
after deductions for their current tax effect.

Group contributions comparable with a dividend are recognized as
income. This means that Group contributions received and their current
tax effect are recognized in profit/loss for the year. Group contributions
made and their current tax effect are recognized directly against retained
earnings. Group contributions comparable with shareholder contributions
are recognized, taking into consideration the current tax effect, by the
recipient directly against retained earnings.

The issuer reports the Group contribution and its current tax effect as an
investment in participations in Group companies, to the extent impair-
ment is not applicable.

Munksjo is one of the leading players in specialty paper and specialty pulp
in Europe. Operations are organized into three segments/business units:
Decor, Industrial Applications and Specialty Pulp.

The Decor business area manufactures, markets and sells decor paper,
which is used in the manufacture of laminate surfaces for floors, kitchens
and furniture. The business area works in a growth market driven by
increased demand for laminated products. The production of decor paper
is based in Unterkochen, Germany and Tolosa, Spain. The Industrial Appli-
cations business area manufactures, markets and sells specialty paper for
industrial applications. Examples of products include electrotechnical
papers for the insulation of transformers; foil for kitchen units and furni-
ture, for example; and thin paper used as shim in the steel, aluminum and
glass industries. The increased demand from Industrial Applications is
driven by infrastructure investment, demand for laminated products and
developments in the steel, aluminum and glass industries. Manufacture
and conversion of Electrotechnical paper takes place in Jonkdping, Sweden,
and conversion is also conducted outside Shanghai, China. The manufac-
ture of thin paper and foils (e.g. edge bands) is located in Billingsfors,
Sweden. Plastic and paper products with flexo and gravure printing are
produced in Ski, Norway and in Ed, Sweden.

The Specialty Pulp business area develops and produces environmen-
tally friendly long-fiber bleached and unbleached kraft pulp used by cus-
tomers with high demands for the pulp’s brightness, purity and strength.
Production takes place at Aspa Bruk, Sweden.

At the end of 2010, Munksjo had around 1,100 employees in Europe,
North America and Asia. Most sales were to customers in Europe, but also
to Asia and the Americas.

Operational governance

The Group’s operations are primarily conducted in business units that may
include several subsidiaries of Munksjo AB. All business units operate
active management/follow-up work led by the CEO and President and the
group managers. The management work includes following up on the on-
going work and evaluating and adopting business plans and budgets for
the business units. The businesses are conducted in accordance with the
rules, guidelines and policies established for the Group as well as the local
rules adopted for each business unit. The heads of the business units are
responsible for the result and should ensure the development of their units
and also monitor that any synergies between the Group’s various units are
utilized.

Financial expenses, financial income, and income tax are dealt with at
Group level.

Income and expenses that have been reported to corporate management
are valued in the same way as in external financial reporting. Assets and
liabilities reported to corporate management are valued in the same way as
in external financial reporting.

Inter-segment sales are made at market prices.

No individual customer accounts for more than 10 per cent of the com-
pany’s income.
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Note 2 Net sales per market and Reporting per segment cont.

Group Industrial Speciality Other and

2010 Decor Applications Pulp eliminations Group
Income

Net sales, external 1,763 924 1,013 1 3,701
Net sales, internal 14 -14 0
Net sales 1,763 924 1,027 -13 3,701
Operating profit 116 43 190 -58 291
Financial income 8 8
Financial costs -91 -91
Tax -70 -70
Profit/loss for the year -211 138
Other information

Operating capital 2,273 407 547 43 3,270
Investments 40 30 39 3 112
Depreciation and impairment 52 42 56 3 153
Average number of employees 440 429 175 11 1,055
Group Industrial Speciality Other and

2009 Decor Applications Pulp eliminations Group
Income

Net sales, external 1,444 877 704 3,025
Net sales, internal 23 -23 0
Net sales 1,444 877 727 -23 3,025
Operating profit 34 70 -38 -95 -29
Financial income 187 187
Financial costs -380 -380
Tax 29 29
Profit/loss for the year -259 -193
Other information

Operating capital 2,539 387 551 -127 3,350
Investments 25 20 14 0 59
Depreciation and impairment 63 47 60 1 171
Average number of employees 463 422 174 14 1,073
Income by market 2010 2009 Operating capital by country 2010 2009
Sweden 250 201 Sweden 986 868
Germany 1,003 826 Germany 1,489 1,625
Rest of the European Union 1,270 1,020 Spain 765 857
Rest of Europe 319 251 Other 30 0
Asia 436 443 Group total 3,270 3,350
Rest of the world 423 284

Group total 3,701 3,025

Income in the table above has been divided based on customers’ geo-

graphic location. During the financial year, the parent company has made

no sales to or purchases from the subsidiaries.
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Note 3 Assessments and estimations

According to corporate management, the following assessments and esti-
mations are critical to the amounts recognized in the accounts, and there is
arisk that future events and new information affect the basis for these
assessments and estimations:

Goodwill

Every year, Munks;jo carries out impairment testing of goodwill. The good-
will is divided among cash-generating units corresponding to the Group
segments.

The value of the cash-generating units is calculated based on the exist-
ing plans of the Group. The plans are based on market assumptions and
comprise expected future cash flows for the existing operations, which are
discounted with the relevant weighted average cost of capital (WACC). No
impairment has been established. The Group’s recognized goodwill as of
December 31, 2010 amounted to MSEK 1,256, see Note 16.

Environment

Supported by environmental legislation in various countries, the authori-
ties bring up issues regarding soil explorations and potential remediation
in case of discontinued operations. The responsibility for any remediation
is decided on a case-by-case basis, often aided by reasonability assess-
ments.

Note 4 Other external costs, MSEK

The provisions for environmental costs connected to discontinued oper-
ations are based on assessments regarding future restoration costs.

In addition, it is assumed that there will be a responsibility for environ-
mental costs that cannot be quantified at present, but which may entail
costs in the future.

Pensions

The costs for and values of the pension commitments related to defined
benefit pension plans are based on actuarial calculations based on
assumptions made regarding discount rates, expected return on plan
assets, future salary increases, inflation, and demographic distribution.
The net of the Group’s pension commitments and the value of the plan
assets amounted to MSEK 183 as of December 31, 2010, see Note 9.

Taxes

Deferred tax is calculated on temporary differences between the carrying
amounts and taxable values of assets and liabilities. Assessments and esti-
mations are made to determine the value of various assets and liabilities
and regarding the future taxable profit in case the future recovery of
deferred tax assets would depend upon this. As of 31 December, deferred
tax assets of MSEK 310 were recognized, see Note 13.

Group 2010 2009
Transport costs -174 -157
Energy costs 285 -260
Repair, maintenance and development costs -155 -139
Equipment, storage material and other production costs -170 -157
Leasing and rental costs -9 -7
Operating costs for administration, sales, purchasing and IT -120 -95
Result from exchange rate losses and hedging -2 -27
Provision for environmental measures -5 -20
Provision for closure costs USA and Italy - -26
Other - -3
Other external costs -920 -891
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Note 5 Leasing commitments, MSEK

The Munksjo Group has, as the lessee, signed financial and operational leasing contracts.

Future leasing commitments for operational leasing contracts are distributed as follows:

2010 2009
Future minimum Of which, Future minimum Of which,
Operational leasing leasing fees premises leasing fees premises
Within 1 year 13 8 12 8
2-5 years 29 23 40 31
More than 5 years - - - -
Total 42 31 52 39
The Group’s operational leasing costs for machinery and equipment plus rent on external properties amounted to MSEK 9 (MSEK 7).
Future rental payments for financial leases is divided as follows:
2010 Present value 2009 Present value
Future minimum of future minimum Future minimum of future minimum
Financial leasing leasing fees Interest leasing fees leasing fees Interest leasing fees
Within 1 year 5 2 3 5 2 3
2-5years 43 4 39 48 6 42
More than 5 years
Total 48 6 42 53 8 45
Division of financial leasing costs 2010 2009
Fixed rate - -
Variable rate 4 5
Leases with the company as lessor - -
Total 4 5
Assets in the balance sheet under financial leasing: 42 45

Machinery

Note 6 Remuneration to auditors, MSEK

Group Parent Company
2010 2009 2010 2009

Ernst & Young AB
Audit fees 2 2 0.1 0.1
Audit-related fees 1 0 - -
Tax service fees - - - -
Other fees 1 0 - -
Total 4 2 0.1 0.1
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Note 7 Employees

2010 2009 2009
Group’s average number of Average Average Group salaries, other fees and Board Bonus to Other
employees employees Men employees  Men social security fees, MSEK and CEO Board and CEO Employees
Sweden 579 83% 575  82% Parent company:
Norway 30 82% 29 79% Sweden 1 - -
Germany 267 90% 273 90%  Group companies:
Spain 160 89% 159  90% Sweden 3 = 215
Italy 2 50% 2 50% Norway 1 0 8
USA 10 60% 28 93% Germany = = 150
China 7 86% 7 86% Spain - 0 74
Average number employees 1,055 1,073 Italy = = 1
USA 0 = 7
Board and other senior China 0 - 1
executives 20107 2009 Salaries and other fees 5 0 456
Board members
Women % 4% 7% Total salaries and other fees 461
Men % 96% 93% Social security fees 156
617
CEO and other senior executives .
Of which are pension fees for
e % Bl Bl board and CEO 1
Men % 9%% 9% Of which are pension fees for
other employees 30
2010
Group salaries, other fees and Board RS Other For CEO, board and management group’s salaries, see Note 8.
social security fees, MSEK and CEO Board and CEO Employees
Parent Company: Parent company
Sweden 1 = = The parent company has no employees.
Group companes: Salary costs include fees to Board Members, including social security costs
Sweden 6 9 293 of MSEK 0.9 (0.8).
Norway 1 = 10
Germany = = 153
Spain - 0 74
USA - - 4
Italy - -
China 0 0 1
Salaries and other fees 8 2 466
Total salaries and other fees 476
Social security fees 151
627
Of which are pension fees
for board and CEO 2
Of which are pension fees
for other employees 23

Financial accounts 51



Note 8 Remuneration to the Board of Directors and senior executives

Remuneration to the Board of Directors

According to resolutions by the Annual General Meeting, an annual fee of
EUR 25 thousand will be paid to the Chairman of the Board, and annual fees
of EUR 12.5 thousand will be paid to the other Board Members appointed by
the Annual General Meeting, who are not employed by the company.

MSEK

Annual remuneration for period: 2009 2008
Year paid out: 2010 2009
Fredrik Cappelen Chairman from 2009 176 127
Jan Reinas Chairman until 2009 179 258
Ingvar Petersson 120 127
Richard Chindt 30 -
Jan Astrom CEO - -

Caspar Callerstrom - -

Senior executives (12)

Senior executives refers to the CEO, who is also the President of the Group,
the business area managers/presidents or equivalent, and the Group staff
managers.

Remuneration guidelines

The CEO and other senior executives will be offered a fixed salary (base
salary) and, in some cases, variable remuneration. The total remuneration
shall correspond to market practice, be competitive, and related to the
officer’s responsibilities and authority.

Fixed and variable salary

Salaries and variable remuneration shall be fixed per calendar year. The
CEO and other senior executives may be offered variable remuneration.
Any variable remuneration shall be limited and in proportion to the fixed

salary and be based on the financial objectives of the Group. The final reso-
lution on the payment of variable remuneration shall be passed by the
Board of Directors after the approval and audit of the company’s profit or
loss. Any variable remuneration shall not be pensionable.

Notice periods and severance pay

Agreements are in place with the CEO and other senior executives regard-
ing notice periods when notice is given by the company, and such notice
periods cannot exceed 18 months, with remuneration and an obligation to
work. There are no provisions for severance pay in addition to salary during
notice periods.

Pensions

Pension solutions for senior executives include customary occupational
pensions with amounts not exceeding what is tax deductible for the com-
pany.

Other benefits
To the extent that other benefits are paid, they consist of company cars,
housing and health insurances.

Application of the remuneration guidelines

The Remuneration Committee prepares the supporting documentation for
remuneration to the CEO, for approval by the Board of Directors. The CEO in
turn prepares the proposal for remuneration to other senior executives,
and submits it for approval by the Remuneration Committee. The Board of
Directors is allowed to divert from the guidelines in individual cases if
there are special reasons to do so.

Proposal for amended guidelines for 2011

The Board of Directors has adopted partially amended guidelines for fixing
salaries and other remuneration to the CEO from 2011. The variable remu-
neration to the CEO cannot exceed 65 (100) per cent of the fixed salary. The
CEO’s pension provision should correspond to 35 (20) per cent of the fixed
salary.

Remuneration and benefits for the CEO Variable Other Pension-

KSEK Year Gross salary remuneration benefits expenses Total
Jan Astrém 2010 3,169 2,482 7 1,8962 7,554
Jan Astrém 2009 1,475 = 0 433 1,908
Remuneration to the CEO of Munksj6 AB was accounted for in the subsidiary Munksjé Holding AB.

1) Variable remuneration applies to operating year 2010, but was paid out in 2011.

2) Of which SEK 1 420,000 was the conversion of a previous wage waiver.

Remuneration and benefits for other leading members of

the company Variable Other Pension-

KSEK Year Gross salary remuneration benefits expenses Total
Other senior executives (12 executives) 2010 14,001 2,376 1 845 2,839 20,061
Other senior executives (12 executives) 2009 14,640 8522 871 2,626 18,989

1) Variable remuneration applies to operating year 2010, but was paid out in 2011.
2) Variable remuneration applies to operating year 2010, but was paid out in 2011.
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Note 9 Provisions for pensions and similar obligations

Munks;jo has defined benefit pension plans for salaried employees in Swe-
den (the ITP plan) and to a certain extent for employees of foreign subsidi-
aries, primarily in Germany. The most significant defined benefit plans are
based on length of service and the remuneration paid to the employees at
or close to their retirement. The calculations are made according to the pro-
jected unit credit method with the assumptions set out below. These plans
are unfunded. Some of the pension obligations for salaried employees in
Sweden are met through provisions in the balance sheet according to the
FPG/PRI system. Munksjo6 also has defined contribution pension plans. A
certain part of the pension obligations for salaried employees in Sweden is
ensured through a policy with Alecta. Alecta cannot provide sufficient data
to recognize the ITP plan as a defined benefit plan, and it is therefore recog-
nized as a defined contribution plan, according to UFR 3. This year’s pen-
sion plan contributions to Alecta amounted to MSEK 4.

Pension costs for the year, MSEK
(Reported as employee costs)

At year-end, Alecta’s surplus, in the form of its collective funding ratio,
amounted to 146 per cent (2009: 141 per cent). The collective funding ratio
is the market value of the manager’s assets as a percentage of insurance
commitments.

In accordance with UFR 4, the special payroll tax has been calculated
based on the pension cost fixed according to IAS 19.

The tables below show a breakdown of pension costs (net) as recognized
in the income statement, the difference between the commitments and the
plan assets and the amounts recognized in the balance sheet for each plan:

Sweden Germany Other Total Sweden Germany Other Total
2010 2010 2010 2010 Assets/liabilities for pension plans 2010 2010 2010 2010
Service costs for the period 3 1 0 4 Present value of unfunded defined-
TN———. 4 3 4 1 benefit obligations 88 75 0 163
Expected return on plan assets = = 4 q LACSE:E val}le o funde'd or Part.lally
funded defined-benefit obligations 1 - 70 71
Actuarial gains and losses -1 2 -2 -1
Fair value of plan assets -1 - -50 -51
Pension costs for the period 6 6 6 18
Pension liabilities for the period 88 75 20 183
Sweden Germany Other Total
2009 2009 2009 2009 Sweden Germany Other Total
Service costs for the period 1 1 1 3 Assets/liabilities for pension plans 2009 2009 2009 2009
e Gasie 4 4 5 12 Present value of unfunded defined-
benefit obligations 99 87 6 192
Expected return on plan assets - - 4 4
Actuarial gains and losses 1 10 11 1 Present value of funded or partially 71 71
5 funded defined-benefit obligations - -
Pension costs for the period 6 15 =il 20 :
Fair value of plan assets - - -50 -50
Pension liabilities for the period 99 87 27 213
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Note 9 Provisions for pensions and similar obligations cont.

Changes to defined benefit obligations are stated in the table below:

The following table shows the fair value of plan assets:

Sweden Germany Other Total Sweden Germany Other Total
Defined-benefit obligations 200 200 200 20
January 1, 2009 96 82 87 265 Shares - - 32 32
Interest costs 4 4 5 13 Bonds - - 18 18
Current year service costs 1 1 1 3 Endowment insurance 1 = = 1
Remuneration paid -3 -6 -9 -18 Total 1 0 50 51
Transfer of ITKP - 0
Employee contributions 0 0
Settlements -2 -2 Sweden Germany Other  Total
. . 2009 2009 2009 2009
Actuarial gains and losses
for obligations 1 10 1 12 Shares - - 31 31
Exchange rate translation -4 -5 -10  Bonds - - 19 19
Obligations December 31,2009 99 87 78 263  Total = = 50 50
Interest costs 8 B 4 11
Current year service costs 3 1 0 4 The table below shows the key actuarial assumptions used to calculate the
Remuneration paid ) 7 ~10 -20 defined-benefit plan obligations:
Transfer of ITKP 0 - - 0
2010 2009
Benefits redeemed -12 - - -13 N
Discount rate:
Actuarial gains and losses -1 2 4 5
Sweden 3.75% 3.75%
Exchange rate translation - -11 -5 -16
Germany 4.80% 5.25%
Obligations December 31, 2010 89 75 71 234
Other 5.25% 5.80%
The fair value of plan assets is shown below:
Expected return on plan assets:
Sweden Germany Other Total
Fair value of plan assets 2010 2009
anuary 1, 2009 - - 48 48
J W Sweden - -
Expected return - - 4 4
Germany = =
Employer contributions - - 1 1
el Other 8.00% 8.00%
Employee contributions - - 0 0
Remuneration paid - - -9 -9 .
Expected future salary increases:
Actuarial gains and losses - - 9 9
Exchange rate translation - - -3 -3 2010 2009
Fair value of plan assets Sweden 3.00% 3.00%
December 31, 2009 - - 50 50 Germany 2.50% 2.50%
Expected return - - 4 4 Other 3.75% 3.75%
Employer contributions 1 - 3 4
Remuneration paid B - = = Expected future pension increases:
Actuarial gains and losses - - 2 2
Exchange rate translation - - -5 -5 2010 2009
Fair value of plan assets Sweden 2.00% 2.00%
December 31, 2010 1 0 50 51 Germany 2.00% 2.00%
Other 3.00% 3.00%
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Note 9 Provisions for pensions and similar obligations cont. Note 10 Depreciation, amortisation and impairment charges, MSEK

Three-year overview Group
2010 2009
Sweden AU AT a0 Machinery and inventory -134 -150
Obligations & 2 % Industrial buildings -17 -19
Plan assets - - ~  Land improvements 0 0
Deficit/surplus & ZE % Other intangible fixed assets -2 -2
Total depreciation -153 -171

Experience-based adjustments
in obligations -1 1

. Note 11 Profit/loss from participating interests in subsidiaries, MSEK
Three-year overview

Germany 2010 2009 2008 Parent Company

Obligations 75 87 83 2010 2009
Plan assets - - - Impairments of shares in Munksj6 Holding AB * - -515.0
Deficit/surplus 75 87 83  Total - _515.0

*) In 2009, there was an impairment of the equivalent amount that

Experience-based adjustments
P ) Munksj6é Holding AB received as shareholder contributions.

in obligations 2 10

Three-year overview

Other 2010 2009 2008
Obligations 70 71 80
Plan assets =51 -50 —48
Deficit/surplus 19 21 32

Experience-based adjustments

4 2
in obligations
Experience-based adjustments 3 s
in plan assets
Note 12 Net financial items, MSEK

Group Parent Company
2010 2009 2010 2009

Interest income on cash and current investment 5 53 0.0 0.0
Exchange rate gains and losses 3 134 1.0 0.6
Financial income 8 187 1.0 0.6
Interest income on financial liabilities 749 -369Y -0.6 -1.1
Exchange rate gains and losses -3 0 0.0 0.0
Other financial costs -14 -11 - -
Financial costs -91 -380 -0.6 -1.1
Net financial income -83 -193 0.4 -0.5

1) This includes losses from realized interest derivatives of MSEK —20 and MSEK —4 respectively.
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Note 13 Taxes, MSEK

Group Parent Company
2010 2009 2010 2009
Profit/loss before taxes 208 -222 -0.8 -516.7
Current tax income/expenses
Tax income for the period, Sweden 0 2 0.2 -
Tax attributable to previous years, Sweden 4 - - -
Tax expense for the period, outside Sweden -23 -10 - -
Adjustment of tax attributable to previous years, outside Sweden -3 3 - -
-22 =5 0.2 0
Deferred tax:
Deferred tax value capitalized during the year in tax loss carry forwards -56 63 0 0.4
Income relating to temporary differences 8 -29 - -
-48 34 0 0.4
Total tax expense -70 29 0.2 0.4
The parent company’s tax for 2010 is made up of 26.3% Group contributions received.
Reconciliation of effective tax rate, MSEK
Group Parent Company
2010 2009 2010 2009
Profit/loss before taxes 208 -222 -0.8 -516.7
Swedish income tax -55 58 0.2 -135.9
Effect of other tax rates for foreign subsidiaries 0 -5
Taxes from prior years 1 2
Tax losses carry forward not capitalized 0 -5
Non-deductable expenses and tax exempt income -16 -21 135.4
Tax in income statement -70 29 0.2 0.4
Change in deferred tax on temporary differences and loss carry forwards, MSEK
Recognized
in other
Opening  Recognized comprehen- Closing
Group balance 2010 in profit/loss  siveincome balance 2010
Deferred tax assets
Receivables 1 0 - 1
Utilization of loss carry forwards 325 -70 - 255
Other 59 -5 - 54
Total deferred tax assets 385 -75 - 310
Deferred tax liability
Tangible assets 149 22 - 127
Untaxed reserves 175 0 - 175
Others 24 2 - 22
Total deferred tax liability 348 24 - 324
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Note 13 Taxes, MSEK cont.

Recognized
in other
Starting  Recognized comprehen- Closing
Group balance 2009 in profit/loss  sive income balance 2009
Deferred tax assets
Inventories 8 -8 - 0
Receivables 14 -13 - 1
Utilization of loss carry forwards 293 32 - 325
Other 105 -56 10 59
Total deferred tax assets 420 -45 10 385
Deferred tax liability
Tangible assets 191 42 - 149
Untaxed reserves 176 1 - 175
Other 61 37 = 24
Total deferred tax liability 428 80 - 348

The Swedish Tax Agency initiated an audit of Munksjé Holding AB in
relation to the 2004 and 2005 financial years. The audit was completed
without further action, except with regard to the issue of the company’s
fiscal deduction entitlement for borrowing costs and consultancy costs in
the 2006 tax assessments. In the 2010 financial year, the case was finally
decided by a Court of Appeal judgment, which became final in

January 2011.

According to the Court of Appeal judgment, the company has been
refused to deduct costs amounting to approximately MSEK 37.To some
extent, it has been possible to mitigate the impact of the company’s revised
tax assessment with recognized loss carry forwards in the 2006 tax assess-
ments. As a result of the reduction in the company’s loss carry forwards,
the company has incurred additional taxes of approximately MSEK 9 on
income derived from business activities in the 2007 tax assessment. The
outcome of the case has no impact on existing loss carry forwards or the
possibility of utilizing them.

Munks;jo applied for an advance ruling on the fiscal effects in connection
with the refinancing in 2009, but the Council for Advance Tax Rulings has
not yet taken a position and, accordingly, they have not yet made any
advance ruling. There is therefore some uncertainty as to the value of the
deferred tax assets.

The Group has loss carry forwards of MSEK 1,196 (2009: 920), which are
available for offsetting against future taxable profits in the companies that
incurred the losses.

All loss carryforwards have a perpetual term apart from in Spain, where
the limit is 15 years. In Spain the loss carryforward amounts to MSEK 271
(324), which expires from 2030.

Parent company
The company’s tax income in the financial year consists of deferred tax
income in taxable values in loss carry forwards capitalized during the year.

Note 14 Earnings per share

The earnings per share are calculated by dividing the profit/loss attributa-
ble to the shareholders of the parent company by the weighted average
number of outstanding shares during the period.

The table below shows the values used in calculating earnings per share:

2010 2009
Earnings attributable to the parent company’s
shareholders, from remaining operations 133 neg
Weighted average number of outstanding
shares (millions) 27.92
Earnings per share 4.76 neg
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Note 15 Paid and proposed dividends

No dividends were paid in 2010 and 2009. There is no proposal to distribute
dividends.

Note 16 Intangible fixed assets for the Group, MSEK

2010-12-31 Total Goodwill  Intangible

Accumulated acquisition value

Opening 1,481 1,476 5

Exchange differences -220 -220 -

Closing 1,261 1,256 5

Accumulated depreciation according to plan

Opening

Depreciation during the year

Exchange differences

w o N w
I

Closing

Accumulated impairment losses

Opening - - -

Exchange differences - - -

Closing = = -

Residual value at year-end

according to plan 1,256 1,256 0

2009-12-31 Total Goodwill  Intangible

Accumulated acquisition value

Opening 1,581 1,576 5

Exchange differences -100 -100 -

Closing 1,481 1,476 5

Accumulated depreciation according to plan

Opening 1 1

Depreciation during the year 2 2

Exchange differences - -

Closing 3 3

Accumulated impairment losses

Opening - - -

Exchange differences = - -

Closing - - -

Residual value at year-end

according to plan 1,478 1,476 2
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Goodwill is allocated to cash-generating units, corresponding to the operat-
ing segments, which have identifiable cash flows according to the organiza-
tion of Munksjd’s operations. Goodwill is distributed as follows:

Division of goodwill by cash-generating unit 2010 2009
Decor 1,256 1,476
Industrial Applications - -
Specialty Pulp - -
Group total 1,256 1,476

Goodwill is tested annually for impairment. Impairment losses are recog-
nized if the recognized value exceeds the value in use. The value in use is
the present value of the estimated future cash flows. The cash flows are
based on financial plans that normally cover a period of five years. The
financial plans have been prepared by the corporate management and
approved by the Board of Directors. Cash flows beyond this five-year period
have been extrapolated using an estimated growth rate of 1.0 per cent.

The calculation of the value in use is based on assessments and estima-
tions. The most significant estimations concern organic sales development,
current market prices, current cost levels with supplements for decreases
in real price reductions and cost inflation, estimations regarding the devel-
opment of the operating margin and the current weighted average cost of
capital (WACC) used to discount future cash flows. The volume estimations
generally adhere to an average organic growth of 1-3 per cent, depending
on the business, based on historic experience. For the calculation of
present value of expected future cash flows, a pre-tax WACC of 10.2 (8.6 per
cent post-tax) has been used for all cash-generating units. All cash-gener-
ating units were tested for impairment in the fourth quarter of 2010.
According to the result of the impairment testing of goodwill, there is no
impairment. A sensitivity analysis shows that even if WACC is increased by
one percentage point, there is no impairment.



Note 17 Tangible fixed assets for the Group, MSEK

Machinery & Land and land Construction in
2010-12-31 Total Equipment Buildings improvements. progress
Accumulated acquisition value
Opening 4,951 3,914 674 345 18
Investments 112 40 3 = 69
Divestments and disposals for the year -163 -163 0 0 0
Reclassification 0 31 1 = -32
Exchange differences -252 -200 42 -9 -1
Closing 4,648 3,622 636 336 54
Accumulated depreciation according to plan
Opening 2,853 2,474 378 1 =
Depreciations 151 134 17 0 -
Divestments and disposals for the year -164 -164 0 - -
Exchange differences -170 -144 -27 1 -
Closing 2,670 2,300 368 2 =
Accumulated amortization losses
Opening 227 111 51 65 -
Exchange differences -13 -7 -6 - -
Closing 214 104 45 65 =
Residual value at year-end according to plan 1,764 1,218 223 269 54

Machinery & Land and land Construction in
2009-12-31 Total Equipment Buildings improvements. progress
Accumulated acquisition value
Opening 5,453 4,355 685 350 63
Investments 59 17 7 - 35
Divestments and disposals for the year —423 -423 0 - -
Reclassification 0 79 1 - -80
Exchange differences -138 -114 -19 -5 0
Closing 4,951 3,914 674 345 18
Accumulated depreciation according to plan
Opening 2,840 2,468 371 1 =
Depreciations 169 150 19 0 -
Divestments and disposals for the year -78 -78 - - =
Exchange differences -78 -66 -12 - -
Closing 2,853 2,474 378 1 -
Accumulated amortization losses
Opening 591 472 54 65 -
Divestments and disposals for the year -334 -334 0 - -
Exchange differences -30 -27 -3 - -
Closing 227 111 51 65 =
Residual value at year-end according to plan 1,871 1,329 245 279 18

The taxable value of buildings and land in Sweden is MSEK 447 (461), of which buildings account for MSEK 402 (412).
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Note 18 The parent company'’s participating interests in group companies,

MSEK
2010 2009
Acquisition value
Opening value at the beginning of the year 3,825 2,419
Investments - 1,406
Closing value at year-end 3,825 3,825
Accumulated impairment losses
Opening value at the beginning of the year 2,273 1,758
Impairment losses for the year - 515
Closing value at year-end 2,273 2,273
Book value 1,552 1,552
Share of Share of Number of Book
Corporate ID Registered Office votes % equity % shares value
Munksjo Holding AB 556671-5552 Jonkoping 100 100 1000 1552
Munksjo Sweden AB 556000-2262 Jonkoping 100 100 -
Munksjo Aspa Bruk AB 556064-6498 Askersund 100 100 -
Munksjo Paper AB 556117-9044 Jonkoping 100 100 -
Munks;jo Inpak AS 950 511 346 Ski, Oslo, Norway 100 100 -
Munks;jo Inpak AB 556718-5292 Dals Ed 100 100 =
Munks;jo Paper S.P.A. 02666640129 Besozzo, Italy 100 100 -
Munksjo Vendite Italia S.r.1 03090000120 Busto Arsizio, Italy 100 100 -
Munks;jo Spain Holding, S.L B-63681605 Berastegui, Spain 100 100 -
Munksjo Paper, S.A. A-20012563 Berastegui, Spain 100 100 -
Munksjo Paper (Taicang) Co., Ltd. 79109300-3 Taicang, China 100 100 =
Munksjé Germany Holding GmbH HRB 501626 Unterkochen, Germany 100 100 =
Munksjo Paper GmbH HRB 501106 Unterkochen, Germany 100 100 -
Kraftwerksgesellschaft Unterkochen GmbH HRB 720446 Unterkochen, Germany 60 60 -
Munks;jo Paper Inc. 52-1517747 Fitchburg, USA 100 100 -
1,552
Note 19 Participating interests in associated companies, MSEK
Koncernen
2010 2009
Book value at the beginning of the year 18 15
Share of earnings for the year 1 3
Book value 19 18
As of December 31, 2010, there was no goodwill associated with this item.
The Group’s liabilities to associated companies amounts to MSEK 46 (38).
Share of Share
Associated company Corporate ID Registered Office Country equity % of votes %
Sydved AB 556171-0814 Jonkdéping Sweden 33 33

Sydved AB has no contingent liabilities.
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Note 20 Inventories, MSEK

Note 23 Equity, MSEK

Group
2010 2009
Materials and supplies 75 68
Work in progress 23 26
Finished products 258 262
Advances paid 100 90
Total inventories 456 446

Operating costs include impairment losses of inventories amounting to
MSEK 14 (13)

Note 21 Accrued expenses and deferred income, MSEK

Number Share equity

Period Change in share capital of shares MSEK
2004-09-30 Company formed 100,000 0.10
2005-02-25 New share issue 20,005 0.02
2009-07-21 New share and offset issue 27,480,184 27.48
2009-12-16 New share and offset issue 319,466 0.32

27,919,655 27.92
Share capital 2010-12-31  2009-12-31
Number of preference shares 22,080,097 22,080,097
Number of ordinary shares 5,839,558 5,839,558
Total number of shares 27,919,655 27,919,655
Value per share, MSEK 1 1
Share capital, MSEK 27.92 27.92

Group
2010 2009
Deferred income 16 16
Accruals 4 3
Other 2 2
Total accruals and deferred income 22 21

Note 22 Cash and cash equivalents, MSEK

Cash and cash equivalents are made up of the following items in the
Group’s cash flow analysis:

Group
2010 2009
Cash in banks 281 254
281 254

Bank deposits earn variable interest based on the bank’s daily deposit rate.

The fair value for cash and cash equivalents is MSEK 281 (254)

2010 2009
The total credit limit for the Munksjo Group amounts to 2,378 2,653
Of which, the following was utilized at the closing date: 2,317 2,611

The book value is affected by the periodization of borrowing costs
MSEK -23 (-28).

The preferential shares have priority to the company’s assets and profits
up to an amount corresponding to a preferential amount of MSEK 20 per
preference share, adjusted upwards with an annual interest rate of 10 per
cent. All shares carry equal voting rights.

Other contributed capital

Refers to equity contributed by the shareholders. This includes share
premium reserves transferred into the statutory reserve. Provisions to the
share premium reserve are also recognized as contributed capital.

Reserves

Translation reserve

The translation reserve includes all exchange rate differences arising in the
conversion of financial reports of foreign businesses, which prepared their
financial reports in a currency other than the Group’s functional currency.
The parent company and the Group present their financial reports in
Swedish kronor.

Hedge reserve

The hedge reserve comprises the effective portion of the cumulative net
change in the fair value of a cash-flow-hedging instrument related to
hedged transactions that have not yet occurred.

Retained earnings

Retained earnings, including the net profit/loss of the year, include the
retained earnings of the parent company and its subsidiaries and associ-
ated companies.

Parent company

Under Swedish law, equity shall be allocated between non-distributable
(restricted) and distributable (unrestricted) funds. The restricted equity
consists of the share capital and the statutory reserve. The non-restricted
equity consists of the share premium reserve and the retained earnings.

The Board of Director’s management of shareholder equity
Munksjo’s shareholder’s equity is composed of the equity attributable to
Munksjo’s shareholders and equity attributable to minority shareholders.
At year-end, the Group’s equity amounted to MSEK 1,235 (1,209).

In order to preserve the relevant capital structure, the Group may dis-
tribute dividends to shareholders or sell assets to reduce interest-bearing
liabilities.
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Note 24 Other long-term provisions, MSEK

Environmental Environmental
2010 reserves Tax reserves 2009 reserves Tax reserves
Opening balance on January 1, 2010 91 30 Opening balance on January 1, 2009 91 30
Provisions made during the year 7 - Provisions made during the year 20 -
Provisions used -75 - Provisions used -20 -
Closing balance on December 31, 2010 23 30 Closing balance on December 31, 2009 91 30

Of which were current provisions - Of which were current provisions -
Of which were other non-current provisions 23 30 Of which were other non-current provisions 91 30
23 30 91 30

Note 25 Financial assets and liabilities, MSEK

The provisions above have been made based on the risk assessment

described in Note 3.

Group Parent Company
2010 2009 2010 2009
Liabilities to credit institutions and shareholders that fall to payment:
within 1 year - 58 - -
between 1-5 years 2,294 21 - -
after 5 years 7 2,513 6.9 8.0
Total interest-bearing liabilities 2,301 2,592 6.9 8.0
Financial liabilities
Derivatives Financial assets at at fair value
used in hedge fair value through Accounts and through
Group 2010 accounting profitand loss  loan receivables profit and loss Carrying value Fair value
Customer financing receivables 533 533 533
Other current receivables 359 0 93 128 128
Accruals and deferred income B o B
Cash and cash equivalents 281 281 281
Summa 35 0 929 0 964 964
Interest-bearing liabilities 2,301 2,301 2,301
Accounts payable 209 209 209
Accrued expenses
and prepaid income 223 223 223
Other current liabilities 1142 - 42 156 156
Total 114 = 2,775 2,889 2,889

1) of which currency derivatives 14, electricity derivatives 18
2) of which pulp derivatives 50, interest derivatives 56

62 Financial accounts



Note 25 Financial assets and liabilities, MSEK cont.

Derivatives Financial assets at

Financial liabilities
at fair value

used in hedge fair value through Accounts and through profit

Group 2009 accounting profitandloss  loan receivables and loss Carrying value Fair value
Customer financing receivables 473 473 473
Other current receivables - 2 235 237 237
Accruals and deferred income 21 21 21
Cash and cash equivalents 254 254 254
Summa - 2 983 0 985 985
Interest-bearing liabilities 2,592 2,592 2,592
Accounts payable 236 236 236
Accrued expenses

and prepaid income 301 301 301
Other current liabilities 84" - 15 g9 99
Summa 84 = 3,144 3,228 3,228

1) of which currency derivatives 28, of which pulp derivatives 50 and interest derivatives 6.

Munks;jo has syndicated loans in MEUR and MSEK. The MEUR loan amounts
to MEUR 150 and the MSEK loan amounts to MSEK 860. The interest on the
loans are based on the 6-month Euribor rate plus 50 points and the
6-month STIBOR rate plus 50 points. The interest margin will be increased
from 50 points to 100 points in 2012 and to 200 points in 2013.

Note 26 Financial risk management

According to Munksjo’s financial covenants, the company shall, within
each given calendar month, ensure that the average liquidity does not fall
below the minimum amount of MEUR 5. There is also a capital expenditure
limit for each year that must not be exceeded. The applicable amounts are
MEUR 19 in 2010, MEUR 18 in 2011, MEUR 17 in 2012 and MEUR 18 in 2013.

The Group’s main exposure to financial risk consists of currency risk
(extensive transaction and translation exposure), liquidity and financing
risk, interest risk and credit risk (also referred to as counterparty risk).

Munksjo’s financing activities and the management of financial risks are
generally carried out centrally and in compliance with a financial policy
adopted by the Board of Directors. The financial risks are described below,
as well as the most significant aspects of the management intended to
mitigate them.

Currency risk
Transaction exposure
Munks;jo’s Swedish units are exposed to exchange rate fluctuations, as the
main share of its income is invoiced in foreign currencies, primarily MEUR
and USD, while costs are in MSEK. The transaction exposure is the profit
and loss effect that arises between the time of sale and the time of pay-
ment following an exchange rate fluctuation. The foreign entities will pri-
marily invoice in MEUR and their costs are incurred in the same currency.
Munksjd’s operative entities are governed by the exchange rates applica-
ble at any given time in order to achieve a continuous adjustment of the
commercial conditions of the existing currency situation. The main objec-
tive of the operative entities is the operating margin, which is measured
excluding the profit and loss effects from the hedging of the currency
flows.
To reduce the effects of the transaction exposure, Munksjé continuously
hedges a forecasted net flow in the foreign currencies according to the

financial policy, which states that up to 75 per cent of the net flow in the
upcoming 9-month period shall be hedged. At the end of 2010, the currency
contracts that had not yet been nominally recognized as income amounted
to MSEK 8 for MEUR and MSEK 9 for USD.

MSEK MSEK USD EUR Other
Sales 2010 510 700 2,430 10
Costs 2010 -1,340 -170  -1,900 0
(Net operating cash flow)

Cash flow from operations -830 530 580 10
(Transaction hedges as at 31 Dec 2010)

Total secured 2010-12-31 120 200

Translation exposure

Munks;jo has assets in foreign currencies, primarily through the owner-
ship of its German and Spanish subsidiaries. The translation exposure is
the profit and loss effect that arises when the net assets of the foreign sub-
sidiaries are translated into MSEK. The net assets in MEUR are partially
hedged through borrowings in that currency.
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Note 26 Financial risk management cont.

Liquidity and financing risk

Liquidity and financing risk refers to the risk that Munksjo cannot meet its
payment obligations due to insufficient liquidity or difficulties in raising
new loans. Munksjo has access to long-term financing of its operations. A
refinancing was carried out in 2009, which included a new share issue,
which strengthened the company’s financial position. After the end of the
period, an additional new share issue amounting to MEUR 65 was imple-
mented, and a smaller loan of MEUR 15 was raised to finance an acquisi-
tion.

Even if the new share issue strengthens the Group’s financial position, it
cannot be precluded that Munksjoé might still require additional financing
in the future, such as through the raising of a loan or through a new share
issue.

The access to additional financing is affected by a number of factors,
including market conditions, the general availability of credit as well as
Munksjo’s credit rating and credit capacity. The access to additional financ-
ingis further dependent on the fact that customers, suppliers, and lenders
must not get a negative opinion of Munks;jé’s short and long-term financial
prospects. Disturbances and uncertainties on the capital and credit mar-
kets may also limit the availability of the capital required to operate the
business.

Interest risk

The interest risk consists of the profit and loss effect caused by an interest
rate fluctuation. The speed with which an interest rate trend will impact
the profit or loss depends on the fixed interest terms of the loans and
investments. If the entire loan portfolio had a variable interest rate, the
profit and loss effect in one year of an interest rate fluctuation of 1 percent-
age point would amount to MSEK 23, calculated based on liabilities of MSEK
2,301 at year-end. The Group had an average fixed interest term of 6
months at year-end.

At the beginning of 2011, Munks;j6 held interest rate swaps of MSEK 1,260
(MEUR 140) on the syndicated loan. The fixed portion of the loan had an
interest rate of 3.42 per cent, while the flexible portion held by Munksjo is
based on the 3 months Euribor rate.

The interest rate swaps lessens the impact of an interest rate fluctuation.

In case of an interest rate fluctuation, costs are affected as stated below.

Interest +1% MSEK +9.5 m

Interest +2% MSEK+19.0 m

Credit risk

Credit risk refers to the risk that a counterparty, in a financial transaction,
cannot meet its obligations. To avoid this, it is clearly defined in Munksjo’s
financial policy how any excess liquidity may be invested. The calculation
of credit risk includes positive profit and loss effects on derivative contracts
with a counterparty. Munksjd’s maximum credit risk exposure corresponds
to the fair values of the financial assets, see Note 25.

Customer structure and customer credit
Munks;jo has long-standing customer relations, and the major share of the
sales, 77 per cent, is to Europe. The sales can be based on framework agree-
ments specifying general terms and conditions of supply and planned sup-
ply quantities; alternatively, the customer submits a request regarding the
quality and quantity for a specific purpose. Various pricing models are
used, either according to an issued price list or using a fixed price for a cer-
tain period. As regards pulp, there are market prices. The extension of cred-
its to customers varies depending on the market and the product. Accounts
receivables amounted to MSEK 533 at year-end 2010.

The Group has a credit policy that governs the management of customer
credits. No credit insurance was used. The fair value of accounts receiva-
bles and supplier credits is commensurate with the recognized value.
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Accounts receivable

Group

MSEK 2010 2009
Accounts receivable not due 457 391
Non-impaired accounts receivable overdue

<30days 48 52

30-90 days 12 9

> 90 days 16 21
Non-impaired accounts receivable overdue 76 82
Total accounts receivable 533 473

Sensitivity analysis

It is stated below how the profit/loss before tax is affected in case of an iso-
lated change in some of the most important income and cost factors of
2010.

Price risk

Munksjo hedges 50 per cent of its electricity consumption for the Swedish
entities. This entails a price risk for the un-hedged portion. With regard to
pulp, Munks;jé has a policy of hedging no more than 50 per cent of the
sales/purchases.

Each month, sales of 3,500 tons of long fiber pulp are hedged, as well as
the purchase of 1,000 tons of short fiber pulp. The long fiber pulp is manu-
factured and sold by Munks;jo, whereas the short fiber pulp is used in pro-
duction.

Liquidity and financing risk
Munksjo has a syndicated loan from a consortium of international banks.
The loans mature in 2015.

MSEK

Syndicated loans MEUR 1,350
Syndicated loans MSEK 853
Other interest-bearing liabilities 91
Total 2,294

Maturity structure and terms

The currency forward contracts are entered into on a monthly basis, with a
maturity of nine months. At year-end 2010, there were 9 forward contracts,
maturing in January-September.

Interest rate swaps up to a value of MSEK 1,260 (MEUR 140) commence
on January 3, 2011 with a maturity date of January 3, 2013. Settlement
occurs on a quarterly basis. At year-end 2010, there was also a contract of
MSEK 405 (MEUR 45) with a maturity date of August 8, 2011.

The electricity hedging is arranged via Statkraft, within predetermined
maximum/minimum levels until 2013.

The pulp swaps have an agreed maturity of December31, 2012. Both
electricity and pulp hedging are settled on a monthly basis.

Financial instruments, per level
The table shows derivative instruments valued at fair value (MSEK ).

The division per level is made as follows: Level 1 means that there are
quoted prices on active markets, which prices have been used in the valua-
tion. Level 2 means that the valuation of the derivative is indirectly attrib-
uted from quoted prices. Level 3 means that the derivative instrument has
been valued based on non-observable market data.

Munksjd’s derivatives are classified in levels 1 and 2. No changes
between levels occurred during the year.



Note 26 Financial risk management cont.

Note 27 Accrued expenses and prepaid income, MSEK

Assets, MSEK Level 1 Level2 Level3 Total
Derivative instruments used for
hedging purposes 18 17 35
Liabilities
Derivative instruments used for

58 56 114

hedging purposes

Financial instruments 2010

The currency and electricity made positive contributions as the Swedish
kronor became stronger and electricity prices increased. The increased

prices on long fiber pulp have negative impact on the pulp swaps and the

continued low interest rate has a negative impact on the interest rate

swaps.
Realized hedging MSEK 2010 2009
Currency 15 -94
Electricity 7 -6
Pulp derivatives -37 62
Interest derivatives -20 —4
Total =35 -42

Note 28 Assets pledged and contingent liabilities, MSEK

Group

2010 2009
Provision for structural reorganization 44 95
Provision for invoices not yet received 41 53
Accrued wages and salaries 50 46
Accrued vacation pay 36 33
Accrued social security costs 33 31
Accrued customer bonus 6 14
Unrealized exchange-rate differences 5 10
Other 8 19
Total accrued expenses and prepaid income 223 301

Group Parent company

2010 2009 2010 2009
Property mortgages for other commitments 811 854 - -
Blocked bank accounts 37 184 - -
Other pledged assets 124 139
Pledge of shares in subsidiaries - - 1,551.6 1,551.6
Chattel mortgages 1,190 1,099 - -
Total pledged assets 2,162 2,276 1,551.6 1,551.6

The properties and shares in the subsidiaries have been pledged with Deutsche Bank AG London as the representative of a bank syndicate that provides

long-term financing to the Munksjo Group. The securities provided by the Munksjé Group’s subsidiaries for the Group loans cannot be utilized in the cases

when this would breach the laws and limitations in the country in question.

Group Parent company
2010 2009 2010 2009
Guarantees and other contingent liabilities 43 46 - -
Total contingent liabilities 43 46 - -

- of which apply to the subsidiaries

The subsidiaries have signed a general guarantee in respect of the Group’s joint loan. The contingent liabilities provided by the Munksjé Group’s subsidiar-

ies in relation to the Group loans cannot be utilized in the cases when this would breach the laws and limitations in the country in question.
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Note 29 Events after the balance sheet date

Note 31 Effects of the transition to IFRS

On December 14, 2010, Munksjo announced its intention to acquire
ArjoWiggins’ operations within decor paper, abrasive backing paper, thin
papers, and artists’ paper. The primary companies acquired were Arjo-
Wiggins Arches SA and ArjoWiggins Deutschland GmbH with mills in
Arches (France) and Dettingen (Germany). The acquisition was completed
in March 2011 after clearance by the competition authorities, and the
business will be included in the accounts as a part of the Munksjoé Group as
of March 1, 2011. The preliminary purchase price amounts to MSEK 840
(MEUR 95) on a debt-free basis. In March 2011, Munksjo issued new shares
for approximately MSEK 575 (MEUR 65) to existing shareholders to partially
finance the acquisition, which was otherwise financed by available funds
and new loan financing of approximately MSEK 133 (MEUR 15). The
acquired companies had sales of MSEK 2,150 (MEUR 225) in 2010, based on
unaudited data, and their operating profit in the same period amounted to
approximately MSEK 50 (MEUR 5). Approximately MSEK 1,670 (MEUR 175) of
the sales is attributable to activities that will be recognized in the Decor
business area by the Munksjé Group. Munksjo intends to recognize the
remaining portions of the operations in the Industrial Applications busi-
ness area. As Munks;jo and the acquired entities have in part been compet-
ing on the same markets, Munksj6 had no access to key people in the man-
agement of the acquired companies or to detailed financial information
until after the acquisition was completed in mid-March 2011. Accordingly,
it has not been feasible to complete the first report on the acquisition or
provide further information than that which has already been stated above.

Note 30 Transactions with related parties

Salaries and remuneration to Board Members and senior executives are set
out in Note 8 Remuneration to the Board of Directors and senior executives.
Munks;jo has a shareholder loan of MSEK 7, which can be attributed as
follows: EQT: MSEK 2, Board Members: MSEK 1 and current and former sen-

ior executives of the Munks;jé Group: MSEK 4, the loan has an interest of
EURIBOR +7.5 percent.. There have been no additional loans, purchases, or
sales in relation to the Board of Directors or senior executives.

Munks;j6 Luxembourg Holding S.a.r.l. in Luxembourg owns 79 per cent of
Munksjo AB’s shares. The parent company of the largest group to which the
parent company belongs is the venture capital company EQT (fund number
11I). Munks;jo is invoiced on an annual basis for any expenses incurred by
EQT that are directly attributable to Munksjo; in 2010, these expenses
amounted to MSEK 0 (1).

One per cent of the shares in Munksjé AB are held by senior executives
of the Munksj6 Group. The remaining 20 per cent are held by former credi-
tors in relation to subordinated loans.

The subsidiary Munksjoé Aspa Bruk AB purchases wood from the associ-
ated company Sydved AB. Other than as stated above, there are no signifi-
cant transactions with related parties.
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This is the first financial report for Munksjo that has been prepared in
accordance with IFRS. The accounting principles found in the accounting
principles section have been applied by Munks;jo in the preparation of the
Group’s financial statements for 2010 and the comparative year 2009 as
well as the opening balance sheet as of January 1, 2009. In the preparation
of the opening balance sheet for the Munksjo Group, all amounts recog-
nized according to previously used accounting principles were translated
in accordance with IFRS.

Explanations on how the transition from the previous accounting princi-
ples to IFRS have affected the financial position and profit/loss of the
Munksjo Group are provided in the tables and explanatory notes below.

Applied IFRS standards
The standards set out below affected the Group’s profit/loss and balance
sheet.

a) IFRS 1 The first application of IFRS 1

Munksjo has decided to apply the exemption, which means that acquisi-
tions made prior to January 1, 2009 do not need to be translated. Acquisi-
tions made after January 1, 2009 have been recognized in accordance with
IFRS 3R.

Munks;jo has chosen to set the accumulated translation differences
present at the beginning of the 2010 financial year to zero. Any translation
differences incurred thereafter are recognized separately under the head-
ing exchange rate differences in other comprehensive income and they are
included below the heading reserves in the balance sheet.

b) IFRS 3 Business combinations

In the consolidated financial statements, IFRS 3 R has been applied to all
acquisitions made after January 1, 2009. According to IFRS 3, goodwill shall
no longer be subject to amortization; instead, goodwill should be tested for
impairment. This testing shall occur regardless of whether there is any
indication of a decrease in value. There shall also be a more detailed distri-
bution of intangible assets in case of corporate acquisitions. Until January
1, 2009, goodwill was amortized according to plan over its estimated service
life. An impairment assessment was at least made annually. In accordance
with IFRS, Munks;jo stopped its amortization of goodwill on January 1, 2009.

) IAS 39 Financial instruments

According to IAS 39, all financial assets and liabilities, including deriva-
tives, should be accounted for according to their classification, either at fair
value or at amortized cost. For any assets and liabilities recognized at fair
value, the arising profit or loss of the evaluation should be recognized in
the income statement or against equity, depending on whether hedge
accounting has been applied or not. Munks;jo applies hedge accounting for
all derivatives as of 2010.

d) IAS 19 Employee benefits

As 0f 2009, IAS 19 is applied through the reporting of defined benefit plans
in all subsidiaries of the Group according to shared principles instead for,
as previously, according to the local regulations in each country. The differ-
ence that arose in relation to the establishment of a new opening liability
as of January 1, 2009 has been recognized as an increase/decrease in the
provision for pensions as well as a corresponding increase/decrease in
equity. The payroll tax on the difference has been treated in a similar man-
ner. Actuarial profits and losses are recognized in the operating profit/loss.



Note 31 Effects of the transition to IFRS cont.

Balance sheet for Group 2009-12-31

Effects on the income statement and the balance sheet

The schedule below shows the effects of the above applications of IFRS to
the 2009 income statement and balance sheet as of January 1, 2009 and

December 31, 2009.

Balance sheet for Group 2009-01-01

According Adjust- According
to previous ment to

standards IFRS IFRS
Assets
Intangible fixed assets 1,581 - 1,581
Tangible fixed assets 1,857 165 2,022
Other assets 373 62 435
Total fixed assets 3,811 227 4,038
Inventories 541 - 541
Current receivables 532 216 748
Cash and cash equivalents 290 -184 106
Total current assets 1,363 32 1,395
Total assets 5,174 227 5,433
Equity and liabilities
Equity -315 -171 —486
(Non-controlling interests)
Minority interests = 35 35
Total equity -315 -136 -451
Provisions and non-current liabilities 4,327 216 4,543
Current liabilities 1,162 179 1,341
Total equity and liabilities 5,174 259 5,433

(Income statement for the Group 2010) Balance sheet for the Group

2009-01-01 -2009-12-31

According Adjust- According
to previous ment to
standards IFRS IFRS
Total income 2,979 67 3,046
Changes in inventories - -49 -49
Raw materials and supplies -1,344 -4 -1,348
Other external costs -896 5 -891
Personnel costs -615 -4 -619
Depreciation and impairments of
fixed assets -257 86 -171
(Share of result from assosiateed
companies) Income from invest-
ments in associated companies - 3 3
Operating profit -133 101 -29
Financial income 54 133 187
Financial expenses —411 31 -380
Profit after net financial items -490 265 -222
Income tax 79 -50 29
Profit/loss for the year -411 215 -193

According Adjust- According
to previous ment to

standards IFRS IFRS
Assets
Intangible fixed assets 1,383 95 1,478
Tangible fixed assets 1,697 174 1,871
Other fixed assets 361 42 403
Total fixed assets 3,441 311 3,752
Inventories 445 1 446
Current receivables 538 193 731
Cash and cash equivalents 438 -184 254
Total current assets 1,421 10 1,431
Total assets 4,862 312 5,183
Equity and liabilities
Equity 1,160 15 1,175
(Non-controlling interests)
Minority interests - 34 34
Total equity 1,160 49 1,209
Provisions and non-current liabilities 3,028 190 3,218
Current liabilities 674 82 756
Total equity and liabilities 4,862 321 5,183
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Proposed allocation of profit

Distribution of profit by the parent company

Unrestricted equity in the parent company:

Share premium reserve 1,818.3
Profit brought forward -321.5
Net profit -0.6
Total 1,496.2

The Board of Directors and the CEO propose:

the total to be brought forward 1,496.2

Jonkdping April 28, 2011

The Board and the CEO certify that the financial statements have been prepared in accordance with GAAP, that the consolidated financial statements have
been prepared in accordance with the international accounting standards referred to in European Parliament Regulation (EC) No 1606/2002 of 19 July 2002
regarding the application of international accounting standards, and that these give a true and fair view of the company’s and the Group’s financial posi-
tion and profit/loss, and that the Annual Report and the Group management report respectively give a true and fair view of the company’s and the Group’s
activities, financial position and performance and describes significant risks and uncertainties that the company and the companies included in the Group
stand for.

Fredrik Cappelen Caspar Callerstrom
Chairman
Richard Chindt Annika Krave
Ingvar Petersson Jan-Christer Sjélinder
Jan Astrom
CEO

Our audit report was issued on May 10, 2011
Ernst & Young

Karin Grann
Authorized Public Accountant
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Audit Report

To the Shareholders of Munksjo AB (publ)
Org.nr 556669-9731

We have audited the annual accounts, the consolidated
accounts, the accounting records and the administration of
the Board of Directors and the Managing Director of Munksjo
AB (publ) for the year 2010. The annual accounts and the con-
solidated accounts of the company are included in the print-
ed version of this document on pages 9-68. The Board of
Directors and the Managing Director are responsible for
these accounts and the administration of the company as
well as for the application of the Annual Accounts Act when
preparing the annual accounts and the application of the
International Financial Reporting Standards IFRSs as adopt-
ed by the EU and the Annual Accounts Act when preparing
the consolidated accounts. Our responsibility is to express an
opinion on the annual accounts, the consolidated accounts
and the administration based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards in Sweden. Those standards
require means that we plan and perform the audit to obtain
reasonable assurance that the annual accounts and the con-
solidated accounts are free of material misstatement. An
audit includes examining, on a test basis, evidence support-
ing the amounts and disclosures in the accounts. An audit
also includes assessing the accounting principles used and
their application by the Board of Directors and the Managing
Director and significant estimates made by the Board of
Directors and the Managing Director when preparing the
annual accounts as well as evaluating the overall presenta-
tion of information in the annual accounts and the consoli-
dated accounts.

As a basis for our opinion concerning discharge from liability,
we examined significant decisions, actions taken and
circumstances of the company in order to be able to deter-
mine the liability, if any, to the company any board member
or the Managing Director, have, in any other way, in acted in
contravention of the Companies Act, the Annual Accounts
Act or the Articles of Association. We believe that our audit
provides a reasonable basis for our Opinion set out below.

The annual accounts have been prepared in accordance
with the Annual Accounts Act and give a true and fair view of
the Company’s financial position and results of operations in
accordance with generally accepted accounting principles in
Sweden. The consolidated accounts have been prepared in
accordance with the International Financial Reporting
Standards IFRSs as adopted by the EU and the Annual
Accounts Act and give a true and fair view of the Group’s
financial position and results of operations. The statutory
administration report is consistent with the other parts of
the annual accounts and the consolidated accounts.

We recommend to the annual meeting of shareholders
that the income statement and balance sheets of the parent
company and the income statement or the statement of
comprehensive income and the statement of financial posi-
tion for the Group be adopted, that the profit of the parent
company be dealt with in accordance with the proposal in
the administration report and that the members of the Board
of Directors and the Managing Director be discharged from
liability for the financial year.

Jonkoping, May 10, 2011

Ernst & Young AB

Karin Grann
Authorized Public Accountant
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Corporate governance

Munksjo AB (publ), with registered office in Jonkdpingis a
Swedish public limited company, majority-owned by EQT III
Fund. Munks;jo is a specialty paper company with a focused
selection of high value-added paper products. The basis for
corporate governance is the Articles of Association and the
Swedish Companies Act, several Swedish and foreign laws
and regulations, and Swedish Code of Corporate Governance.

This report has not been reviewed by the company’s auditors.

Annual General Meeting

The AGM is the Group’s highest decision making body. There,
shareholders exercise their influence through discussions
and decisions. The AGM shall be held once a year to deter-
mine the income and balance statements, to decide on how
the financial results will be distributed, and to elect the
Board and auditors.

At the AGM in June 2010, the consolidated income state-
ment and financial statement, adopted the Board’s proposal
not to pay dividends, and granted the Board and CEO dis-
charge from liability. Board members Caspar Callerstrom,
Fredrik Cappelen, Ingvar Petersson, Richard Chindt and Jan
Astrém were re-elected and Joakim Lundvall was appointed
deputy director.

Nomination

The Nomination Committee’s main task is to propose at the
AGM Board members, Chairman, auditors and their remu-
neration. The Nomination Committee shall also provide pro-
posals for new nomination or to propose a model for how the
Nomination Committee shall be appointed.

Board composition

Munksjo AB’s Board consists of five elected full members, a
deputy and two members with two deputies appointed by
the local trade unions Unionen, Ledarna as well as Svenska
Pappersindustriarbetareférbundet. Board members are pre-
sented under the section entitled “Board”.

Chairman

Fredrik Cappelen is Chairman of the Board and leads the
Board’s work. He has particular responsibility to monitor the
company’s developments between Board meetings and
ensure that the members regularly receive the information
needed to perform satisfactory work. The Chairman should
liaise with the CEO and conduct meetings on various issues
as needed.

The Board’s work

The Board’s role is to manage the company’s business in the
best possible way and in their work protect the shareholders’
interests. The Board’s work follows a calendar and rules of
procedure as revised annually at the constituent meeting.
The calendar indicates the main issues to be examined at
different times of the year. The rules of procedure specify the
distribution of labor between the Board and CEO and outline
the work of the Audit Committee and Remuneration Com-
mittee and sets certification and delegation. The CEO partici-
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pates in Board work and other members of Group Manage-
ment participate when necessary. The Group’s CFO is
Secretary to the Board. In 2010, the Board held seven regular
meetings including the statutory Board meeting in conjunc-
tion with the AGM, plus two additional sessions. The mem-
bers’ attendance is indicated in the table on page 71.

Through monthly reports and meetings, the Board receives
information about the company’s economic and financial
status. Prior to each Board meeting, the Chairman and CEO
go through the issues to be considered in the meeting and
the basis for the Board’s consideration of matters are sent to
members approximately one week before each Board meet-
ing.

At the beginning of the year, Munksjo’s Board decided to
prepare Munksjo for a potential IPO in 2011. As a conse-
quence, a full audit of a number of steering documents for
the Group has been carried out.

In December, Munksjo signed an agreement with Sequana
to acquire ArjoWiggins’ operations in decor paper, abrasive
paper, thin print paper s and fine art papers along with the
production facilities in Arches, France and Dettingen, Germa-
ny. The acquisition was discussed repeatedly by the Board
during the year.

The company’s auditors reported their findings from their
audit of the financial statements and their review of interim
financial statements and internal control of at least one
meeting during the year.

The Chairman ensures that the work of the Board is evalu-
ated annually and that the Nomination Committee receives
the necessary information the results of the evaluation.

Policies, guidelines and instructions

The Board revises and adopts the Group’s policies and guide-
lines annually, and the Group’s Code of Conduct. The Code of
Conduct, available on Munksjd’s website, aims to give guid-
ance to employees and business partners, minimize risks,
strengthen the corporate culture and convey Munks;jd’s core
values.

The CEO establishes guidelines and operational instruc-
tions based on the Board’s established policies and guide-
lines. Guidelines and operating instructions issued by the
CEO primarily involves financial reporting. All policies and
guidelines are available on the Group’s website.

Audit committee

The Board has established an audit committee to ensure the
quality of the company’s financial reporting. The Audit Com-
mittee consists of the entire Board. The person reporting is
the CFO. The Audit Committee has been operational since
January 1, 2011. The company’s auditors will report to the
Committee on their findings from the audit of financial
statements and review of internal controls conducted in con-
nection with the financial statements for the third quarter.
The Committee meets each reporting period and whenever
needed. The Audit Committee works to an annual calendar
and instructions set by the Board and issues the results of its
findings to the Board.



Remuneration committee

The Board has appointed a Remuneration committee com-
posed of Chairman Frederick Cappelen and Board member
Caspar Callerstrom. The Remuneration committee operates
in accordance with instructions set annually by the Board
and issues the results of its findings to the Board. The Com-
mittee delivers proposals on the CEQ’s salary and other
employment conditions to the Board for approval. The Com-
mittee also approves the CEQO’s proposal for salaries and
employment terms for senior executives under the “grandfa-
ther principle”. Current principles state that the CEO and
senior executives be offered a fixed market-based salary and
in some cases even variable remuneration. The variable
remuneration shall be limited and related to the fixed salary
and based on the Group’s financial goals.

Fees paid to Board

The total Board fees in Munksjo AB for 2010 amounted to
MSEK 387,300. As decided at the AGM, the Chairman of the
Board receives MSEK 220,000 per year and Board members
MSEK 110,000 per year. Members appointed by trade unions
receive an input fee per Board meeting. No additional fees
are paid to members of the Board.

Auditors

At the AGM in 2006, the registered accounting firm Ernst &
Young was appointed as auditor for the period until the
Annual General Meeting 2011. The responsible auditor is
authorized public accountant Karin Grann. Remuneration to
the auditors shall be paid in accordance with an approved
invoice after agreement. For information on remuneration in
2010, see Note 6.

Board attendance

CEO and corporate management

Munksjé’s Board has appointed Jan Astrém as President and
CEO responsible for the ongoing management of the compa-
ny. He leads the operational activities and prepares informa-
tion and decisions to support the Board and presents his
findings at Board meetings. The CEO has appointed corporate
management consisting of the CFO, functional managers and
managers of the various business areas.

Corporate management meets monthly to discuss the
Group’s and business areas’ performance and financial sta-
tus and issues concerning strategy, budget, forecasting and
business development. The CEO and Group staff managers
are located in Stockholm and Jénkdping. In accordance with
the policies and guidelines established by the Board, Group
functions are responsible for business development, distri-
bution of financial resources between the Group’s operations,
capital structure and risk management. Their duties also
include matters concerning Group-wide research and devel-
opment, acquisitions and sales, purchasing coordination,
consolidated financial reporting, internal and external com-
munications, IT and coordination and monitoring of safety,
environmental, occupational health and quality and some
major projects.

Operational control

The Group’s operational activities are carried out in business
units which may include several subsidiaries of Munksjo AB.
In all business units active management/ monitoring work is
conducted under the leadership of the CEO and group staff
managers. Management work includes following ongoing
activities and that the business plan and budget are evaluat-
ed and determined for the business units. The operations are
conducted under the rules, guidelines and policies estab-

Independent of Independent of

Board members Elected Attendance Company Owners
Fredrik Cappelen 2005 9/9 Yes Yes
Jan Reinas (resigned 2010-08) 2005 2/5 Yes Yes
Caspar Callerstrém 2005 9/9 Yes No
Richard Chindt 2009 9/9 Yes Yes
Ingvar Petersson 2005 9/9 Yes Yes
Jan Astrém 2008 9/9 No Yes
Jan-Christer Sjélinder, Employee 1997 9/9 No Yes
Annika Krave, Employee 2004 5/9* No Yes
Joakim Lundvall, deputy 2009 9/9 Yes No
Jan-Erik Blomqvist, employee, deputy 2003 4/9* No Yes
Lennart Jonasson, employee, deputy elected 2010-06 2010 3/5* No Yes
Lars-Inge Johansson, employee, deputy resigned 2010-06 2005 1/4* No Yes

*union representatives alters their participation in Board meetings during the year
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lished for the Group and in accordance with local rules estab- ~ ® Authorization instruction
lished for each business unit. Results unit managers are ® Finance Manual

responsible for financial performance and shall ensure o Financial and Business Planning

development of their units, and must also ensure that the o Financial reporting

synergies between the Group’s various units are utilized. o Financing and Cash Management

o Investments and acquisitions

Internal control o Hedging

Internal control is designed to ensure that: ® Risk management and insurance

® Company objectives and strategies are monitored

® Shareholders’ interests are protected Control activities are continuously carried out by the Group’s

e External financial reporting, with reasonable certainty, controller organization and at company level within the dif-
reflects reality ferent parts of the accounting and reporting process. Control

® Financial reports are produced in accordance with activities are performed with a focus on known risks, but also
accounting rules, laws and regulations and other require- to identify and correct any errors and discrepancies. Process-
ments for a listed company es and systems are assessed continuously to identify

improvements.

The Board has overall responsibility for ensuring that the
Group has effective internal controls. The CEO is responsible
for ensuring that processes and structures are in place to
ensure the internal control and quality of financial reporting.
Munks;jo has no separate internal audit function (internal
audit). The audit of internal controls is conducted by Group
Controlling and Finance staff as an integrated part of the
business and financial controller’s work, which the Board has
found appropriate in light of the Group’s size and complexity.
The assessment is based on a comprehensive risk analysis,
which is then based on material aspects verified by direct
examination. The Group has relatively few operating units
with mainly well-established processes. Structural and steer-
ing documents in the form of policies, guidelines and
instructions are in place to ensure a common vision and way
of working within the Group. These include:
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Board of directors and auditors

Fredrik Cappelen
Stockholm, Sweden

Born 1957

Chairman since 2009

(member since 2005)

Other board assignments:
Chairman, Byggmax Group AB,
ICC Sweden and Sanitec Oy.
Board member, Carnegie
Investment Bank AB, Securitas
AB and Granngarden AB.
Previous positions: President and
CEO, Nobia AB 1994-2008.
Marketing Director, Stora
Finepaper.

Education: Finance

Holdings: 26,634 shares

Richard Chindt
Stockholm, Sweden

Born 1962

Board member since 2009

Other board assignments:

Board member, Equity Trust
Sweden AB and Green Savings
Scandinavia AB

Previous positions: CEO, Heart of
Brands AB

Education: Finance

Holdings: 0 shares

Jan Astrém

Danderyd, Sweden

Born 1956

President and CEO of Munks;jo
AB since 2008.

Other board assignments:

Board member SEKAB AB and
Sydved AB.

Previous positions: President and
CEO, SCA. Deputy CEO and
Executive Vice President, SCA
AB. President and CEO of Modo
Paper AB and President of SCA
Fine Paper, Germany.
Education: Civil engineering
Holdings: 70,133 shares

Caspar Callerstrom
Stockholm, Sweden

Born 1973

Board member since 2005
Other board assignments:

Board member, Sanitec Oy and
Scandic AB

Previous positions: Partner, EQT
Partners AB

Education: Finance

Holdings: 0 shares

Employee representatives

Annika Krave

Bengtsfors, Sweden

Born 1971

Employee representative since
2004. Member of Unionen trade
union.

Employed at Munksjo Paper AB,
Billingsfors, Sweden.

Education: Finance/computer
science/marketing

Holdings: 0 shares

Ingvar Petersson
Stockholm, Sweden

Born 1941

Board member since 2005
Other board assignments:
Chairman, Billerud AB,
Forsakringsbolaget PRI
Pensionsgaranti Omsesidigt,
RAM One AB and Econova AB
Previous positions: Vice Presi-
dent, Stora Enso. First Execu-
tive Vice President, Stora. CEO,
Kopparfors AB.

Education: University studies in
business economics.

Holdings: 11,006 shares

Jan-Christer Sjoélinder
Askersund, Sweden

Born 1956

Employee representative since
1997. Member of the Swedish
Trade Union Confederation
(LO). Employed at Munksjo
Aspa Bruk AB, Sweden.
Education: Finance

Holdings: 0 shares
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Deputy board members

Joakim Lundvall Jan-Erik Blomqvist Lennart Jonasson
Stockholm, Sweden Jonkdping, Sweden Bengtsfors, Sweden

Born 1970 Born 1947 Born 1963

Deputy board member since Deputy board member since Deputy board member since
2009 2003. Member of the Swedish 2010. Member of the Swedish
Other assignments: Director, EQT Trade Union Confederation Trade Union Confederation
Partners AB (LO). Employed at Munksjo (LO). Employed at Munksjo
Previous positions: CEO, Essve. Paper AB, Jonk&ping, Sweden. Paper AB, Billingsfors, Sweden.
Self-employed with sales of Education: Studies in metal Education: Systems sciences
heavy machinery and real working and economics. Holdings: 0 shares

restate. Engagement Manager, Holdings: 0 shares

McKinsey & Company

Education: Finance. MBA
Holdings: 0 shares

Secretary to the board Auditor

Bo Eriksson Karin Grann

Stockholm, Sweden Authorized Public Accountant,
Born 1950 Ernst & Young AB, Jonkoping,
CFO, Munksjo AB (until January Sweden.

31,2011) Auditor at Munksj6 since 2006

Vice President Corporate
Development (as of February 1,
2011)

Education: Finance

Holdings: 46,756 shares
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Management

Jan Astrom

President and CEO

Education: Civil engineering
Born: 1956

Employed since: 2008
Background: President and CEO,
SCA. Deputy CEO and Executive
Vice President, SCA AB. Presi-
dent and CEO of Modo Paper
AB and President of SCA Fine
Paper, Germany.

Other board assignments:

Board member, SEKAB AB and
Sydved AB

Holdings: 70,133 shares

Anna Bergquist
Vice President Strategic
Development

Education: Civil engineering
Born: 1980

Employed since: 2010
Background: McKinsey
Holdings: 56,050 shares (2011)

Bo Eriksson

Controller Stora (until January
21,2011)

Vice President Corporate
Development (as of February 1,
2011)

Education: Finance

Born: 1950

Employed since: 2009
Background: 1999-2009 SVP Risk
Management/Group Controller,
Stora.

Other board assignments: Board
member of Global Preparers
Forum (GPF) and Joint Interna-
tional Group (JIG)

Holdings: 46,756 shares

Bernhard Beck

Vice President Procurement

Education: Civil engineering,
woodworking and technology
Born: 1956

Employed since: 1988
Background: Head of Purchasing.
Head of Order Center and
Head of Customer Service PWA
Dekor (Munksjo Decor).
Technical manager Papalera
Calparsoro.

Holdings: 3,065 shares

Kim Henriksson

CFO (as of February 1, 2011)
Education: Finance

Born: 1968

Employed since: 2010
Background: 1994-1996 and
1999-2008: Morgan Stanley,
most recently as Managing
Director at M&A in Stockholm,
Sweden.

Holdings: 74,755 shares (2011)

Christian Mandl

Director Manufacturing Decor
Education: Civil engineering,
mechanics

Born: 1949

Employed since: 1974
Background: Technical manager,
Director of Manufacturing PWA
Dekor (Munksjo Decor).
Holdings: 6,130 shares

Asa Fredriksson

Vice President HR and
Information

Education: Finance

Born: 1972

Employed since: 1999
Background: Group Controller
Munks;jo Sweden AB, Controller
Munks;jo6 Paper AB, Economist
Swedish Match Industries AB.
Holdings: 4,675 shares

Norbert Mix

Director Sales and Marketing
Decor

Education: Finance, forestry
economics

Born: 1957

Employed since: 2005
Background: 2006-2010 Presi-
dent and CEO of Munksj6 Inc,
USA. Sales and Technical Direc-
tor Technocell Decor, Canada
and USA. Technical Director
Teknik Munksjé Decor, Inc
USA. Head of Technical
Customer Support PWA Dekor,
Germany.

Holdings: 9,251 shares
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Gerold Bausch

Director Technology and
Development Decor
Education: Civil engineering,
paper technology

Born: 1955

Employed since: 2005
Background: 1999-2004
Technical Manager, Koehler
décor GmbH. Head of Technical
Customer Support (interna-
tional operations) PWA Dekor.
Product Manager Julius Glatz
GmbH. Product M Papeterie
Versoix SA.

Holdings: 2,990 shares

Sam Wiklund

Vice President Sales and
Marketing Specialty Pulp
Education: Finance

Born: 1947

Employed since: 1983
Background: 1980-1983 Export
Manager Kraft of Sweden AB.
Area Export Manager Luxor AB.
Holdings: 1,195 shares
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Mats Flood

President Electrotechnical
Paper

Education: High school engi-
neering program, university
studies in economics

Born: 1956

Employed since: 1984
Background: 1984-1991 Director
of Sales Electrotechnical Paper
AB and Converted Products.
Holdings: 2,390 shares

Ulf Maxén

President Thin Paper and
Spantex

Education: Civil engineering
Born: 1964

Employed since: 2008
Background: 2006-2008 Site
Manager Lantmé&nnen Farsk-
bréd AB. Technical Manager/
Production Manager, and
Factory Manager SCA Hygiene
Products and Director of Oper-
ations SCA Hygiene Products,
Germany. Production Manager
Molnlycke Tissue AB.

Holdings: 4,675 shares

Bengt Lindqvist
President Specialty Pulp
Education: Technical education
Born: 1950

Employed since: 2000
Background: 2000-2006 Factory
Manager Munksjo Aspa Bruk
AB.

Factory Manager Sédra Cell.
Fiber line Project Manager
Sodra Cell. Block Manager SCA.
Block Manager Sodra Cell.
Department Manager MoDo
Husum.

Holdings: 2,240 shares

Rune Arnes
President Packaging Solutions
Education: BA in international

marketing

Born: 1967

Employed since: 2008
Background: 2005-2008 CEO
Fagerdala Cellplaster AB. Direc-
tor of Administration, Director
of Marketing Industry and
Director of Production Industry
Fagerdala Tradex AS, Norway.
Sales Consultant Freia Malaco
AS.

Holdings: 19,857 shares



Others

Key definitions

EBITDA
Operating profit/loss before depreciation and amortization.

EBITDA margin
EBITDA as a percentage of net sales.

Operating margin
Operating profit/loss after depreciation and amortization as
a percentage of net sales.

Return on shareholders’ equity
Profit/loss for the year as a percentage of average sharehold-
ers’ equity.

Operating capital

Balance sheet total less interest-bearing assets, tax assets
and non interest-bearing operating liabilities, including pen-
sion provisions.

Return on operating capital
Operating profit/loss as a percentage of operating capital.

Capital employed
Operating capital less net tax liability.

Return on capital employed
Operating profit/loss as a percentage of average capital
employed.

Interest coverage ratio
Operating profit/loss plus financial income divided by finan-
cial expenses.

Interest-bearing net liability
Interest-bearing assets (including cash and equivalents) less
interest-bearing liabilities.

Debt/equity ratio
Interest-bearing net debt divided by shareholders’ equity
including non-controlling interests

Equity/assets ratio
Shareholders’ equity including non-controlling interests as a
percentage of total assets.

Earnings per share
Profit/loss for the period divided by the average number of
shares outstanding.

Equity per share
Shareholders’ equity divided by the number of shares out-
standing at the end of the period.

Number of employees
Number of permanent employees.

FTE
Number of hours worked divided by normal annual working
hours.

Net sales per employee
Net sales divided by the average number of employees.
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Production facilities

Unterkochen, Germany
Products: Decor paper

No. paper machines: 3
Capacity: 85,000 tons
FTEs: 267

Tolosa, Spain
Products: Decor paper
No. paper machines: 2
Capacity: 45,000 tons
FTEs: 160

Billingsfors, Sweden

Products: Spantex, thin paper, pulp and converting facility
for Spantex

No. paper machines: 3

Paper capacity: 48,000 tons

Pulp capacity: 60,000 tons

FTEs: 279
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Jonkoping, Sweden

Products: Electrotechnical paper
No. paper machines: 1

Capacity: 22,000 tons

FTEs: 111

Taichang, China

Products: Paper converting, creping and/or cutting
Slitting machine: 1

Capacity: 500 tons

FTEs: 7

Aspa Bruk, Sweden

Products: Bleached and unbleached long fiber kraft pulp
Capacity: 200,000 tons

FTEs: 175
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Arches, France

Products: Decor paper, abrasive backing paper and fine art
paper

No. paper machines: 7

No. presses: 3

Decor capacity: 53,000 tons

Abrasive capacity: 22,000 tons

Fine arts capacity: 2,000 tons

Printing press capacity: 7,500 tons

FTEs: 465

Dettingen, Germany

Products: Decor paper, thin print paper
No. paper machines: 2

Capacity: 53,000 tons

FTEs: 196
Newly acquired production facilities
In December 2010, Munksjo signed an agreement to acquire production facilities in Arches, France and Dettingen, Germa-
ArjoWiggin’s operations within decor paper, abrasive backing  ny.The acquisition was completed on March 10, 2011. Above
paper, thin print paper and fine art paper and the affiliated is a brief summary of each of the new facilities.
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Addresses

Munks;j6 AB, Stockholm

Box 70365

111 64 Stockholm, Sweden

Visiting address: Klarabergsviadukten 70,
Elevator C, 5th Floor

Tel. +46 10 250 10 00

Fax: +46 36 12 90 58

Email: info@munksjo.com

Munksj6 AB, Jonkoping

Box 14

551 12 Jonkoping, Sweden

Visiting address: Tradgardsgatan 37
Jonkoping

Tel. +46 10 250 10 00

Fax: +46 36 12 90 58

Email: info@munksjo.com

Munks;j6 Aspa Bruk AB

Fabriksvigen

696 80 Aspabruk, Sweden

Tel: +46 583 815 00

Fax: +46 583 503 35

Email: info.specialtypulp@munksjo.com

Munks;j6 Paper AB, Billingsfors
Strandvagen 7

660 11 Billingsfors, Sweden

Tel: +46 531 376 00

Fax: +46 531 305 17

Email: info.spx@munksjo.com,
info.tp@munksjo.com,
virke.billingsfors@munksjo.com

Munksj6 Paper AB, Jonkdping
Box 624

551 18 Jonkoping, Sweden
Visiting address: Banarpsgatan 41
Tel: +46 36 30 33 00

Fax: +46 36 30 33 80

Email: paperinfo@munksjo.com

Munksj6 Inpak AS

Box 1311

1401 Ski, Norway

Visiting address: Anolitveien 5
Ski Naeringspark

Tel: +47 649 188 88

Email: inpak@munksjo.com

Munks;j6 Inpak AB
Hokedalen 40

668 92 Ed, Sweden

Tel: +46 10 250 19 00

Fax: +46 10 250 19 01

Email: inpak@munksjo.com

Munksj6 Paper GmbH

Box 9152

73416 Aalen, Germany

Visiting address: Waldh&user Strasse 41
Tel: +49 736 150 60

Fax: +49 736 150 62 48

Email: info@de.munksjo.com

Munks;jo6 Paper, Inc.

100 Erdman Way

Suite S100

Leominster, MA 01453
United States

Tel: +1 978 342 10 80

Fax: +1978 343 01 83

Email: info@us.munksjo.com

Munks;j6 Paper S.A.

Eldua, Berastegui, Apartado 15

20492 Tolosa, Spain

Visiting address: Barrio de Eldua s/n,
20400, Tolosa

Tel: +34 943 68 30 32

Fax: +34 943 68 33 98

Email: info@es.munksjo.com

Munks;jo6 Paper (Taicang) Co. Ltd
Fada Rd, Taicang Economy
Development Area

Taicang 215 00

Jiangsu Province

China

Tel: +86 512 539 866 18

Fax: +86 512 539 866 98

Email: zimn.leng@cn.munksjo.com

Munksj6 Vendite Italia Srl
Strada Statale del Sempione 39
21029 Vergiate

Varese Italy

Tel: +39 033 196 43 02

Fax: +39 033 194 99 23

Email: info@it.munksjo.com

New units:

Munks;j6 Dettingen GmbH
Schwalbenstadt 1

72581 Dettingen, Germany
Tel: +49 (0) 7123 977 111
Fax: +49 (0) 7123 977 95 111

Munksj6 Arches SAS
48 route de Remiremont
88380 Arches, France
Tel: +33 329 32 60 00
Fax: +333293274 96

Munksj6 Arches SAS (Sales office)
Etablissement de Lingolsheim

Parc Club des Tanneries

6 rue de la Faisanderie - BP 42

67831 Lingolsheim Tanneries Cedex,
France

Tel: +33 (0) 390 22 30 50

Munksj6 Italia S.r.l.
Via Susa 31

101 38 Torino (TO), Italy
Tel: +39 (0) 114 359 820

Munksj6 Arches SAS

Centre de recherche Apprieu
40 Rue du Grand Champ
38140 Apprieu, France

Tel: +33 (0)4 76 937272

Fax: +33 (0)4 76 65 19 30

Photographer: Mats Andersson, Concret pages 4-5, 7, 13, 17, 26, 73-76 and Casper Hedberg pages 8, 22-24, 28

Layout: Intellecta Corporate » Production: Intellecta Finanstryck 115442
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Munksjo AB
Box 14
55112 Jonkoping
Tel: 010-250 1000
www.munksjo.com



