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Liquidity issue in 2014 still not resolved

Even weaker credit metrics

Based on negative operating cash flow, weaker credit ratios, a tough industry
environment and our expectation of a liquidity squeeze in 2014, we have
downgraded our rating on Norske Skog one step further to CCC/Negative. With
NOK 0.8bn of cash at the end of Q3, there is a cash shortage compared with the
NOK 1.1bn in maturing debt until October next year. Although the effect from the
sale (USD 33m) of its Singburi mill in Thailand will be a positive in Q4, we believe
further asset sales or a new bank facility (probably receivable financing) is needed to
resolve the liquidity squeeze — this assumes no excess free operating cash flow from
the company in the next 12 months and adjusting for restricted and minimum cash
balances.

Refinancing risk not resolved, maintain underweight due to uncertainty

It is positive that management are dedicated to addressing the refinancing/liquidity
issue, but as no news of a new debt facility has been announced (management said
they hope before the year-end), we assume the bank discussions are tough and
could fail. As a result, we maintain our Underweight recommendation on NSG15,
NSG17 and NSG18, but note that should a new bank facility be secured or if further
assets sales are completed, these bonds should react positively. With respect to the
2016 and 2017 EUR bonds, we note that the cash price is lower than the NOK
bonds, but that they still trade higher than our expected recovery estimates — thus
we also maintain our Underweight recommendation here. We rate the bonds the
same as the corporate rating, indicating a recovery expectation in the low end of the
30-50% range in the potential event of default.

EBITDA was 40% below our expectations

Norske Skog's Q3 EBITDA of NOK 176m was some 30% below consensus and 40%
below our forecast of NOK 295m. EBITDA was also weaker than Q3 2012
(NOK 371m) due to divestments and lower margins. Newsprint Europe surprised
negatively, as a 4.4% sequential increase in realised prices was offset by a decline
in operating rates and higher costs. Free operating cash outflow was NOK 201m,
mainly due to lower profitability and increased working capital. As result, net debt
increased by NOK 277m in the quarter to NOK 7.1bn, giving a net debt to EBITDA of
8.0x. However, as the RCF was cancelled (as earlier communicated), there are no
issues with breaching the financial covenant. Norske Skog guided for stable prices
and raw material costs, but somewhat lower fixed costs in Q4 versus Q3.
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Key credit metrics & ratios

2009 2010 2011 2012 2013E  2014E  2015E

Revenue growth
Adjusted EBITDA margin
Adjusted EBIT margin

231% -6.8%  -04% -122% -194% -11%7 -2.6%
12% 80% 85%  89% 1.9% 1 10.4%  10.2%
-104%  -3.7%  0.6% . 29% = -42% | 44%  41%

Adjusted EBITDA net int. cover. (x) 20 1.9 2.2 24 0.5 2.7 2.7
Adjusted net debt to EBITDA (x) 44 6.3 5.4 4.6 279 48 48
Adjusted net debt to capital 45% 48% 54% 61% 1% 69% 68%
FFO / Adj. net debt 11% 7% 6% 8% 4% 13% 13%

Source: SEB

www.seb.se

Important. All disclosure information can be found on pages 4 - 5 of this document
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Credit strengths Credit concerns

o  Geographically diverse operations with good market position. o Highly cyclical and capital intense industry and a structurally weak

newsprint business environment.
e Management dedicated to retain sufficient liquidity by selling assets in order to P

reduce debt and the fixed cost base. o High leverage and weak credit ratios, and potential liquidity squeeze in
2014 when the bond debt matures.

o  Exposed to FX risk and a high production cost.

Selected outstanding bonds

Issuer Ticker Public ratings Our view Issue date Maturity date Coupon Outst. Amount mid price  Recommendation
NSINO 30 Jun 2014 15.5% NSG17 Caa2/CCC ccc 30/06/2009 30/06/2014 15.500% NOK 508m 97.8 Underweight
NSINO 30 Jun 2014 N3M+1150  NSG18 Caa2/CCC ccc 30/06/2009 30/06/2014 Nibor + 1150 NOK 195m 974 Underweight
NSINO 24 Oct 2014 5.40% NSG15 Caa2/CCC Cccc 26/10/2004 24/10/12014 5.400% NOK 185m 87.8 Underweight
NSINO 16 Oct 2015 6.125% N/A Caa2/CCC Cccc 02/10/2003 15/10/2015 6.125% USD 158m 72.7 n/a
NSINO 15 June 2016 11.75% N/A Caa2/CCC Cccc 10/06/2011 15/06/2016 11.750% EUR 130m 73.0 Underweight
NSINO 26 June 2017 7% N/A Caa2/CCC Cccc 26/06/2007 26/06/2017 7.000% EUR 388m 56.6 Underweight
NSINO 15 Oct 2033 7.125% N/A Caa2/CCC Cccc 02/10/2003 15/10/2033 7.125% USD 200m n/a

Source: Bloomberg and SEB
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Financial statement summary (NOKm) Revenues and EBITDA margin
0,
Income statement 2011 2012 2013E 2014E (NOKm) (%)
Adjusted revenues 18004 16592 13377 13224 20000
Adjusted EBITDA 1,611 1,474 2478 1,375 15.000
Adjusted EBIT -109.0 486.3 -568.5 586.7
10,000
Cash flow statement 2011 2012 2013E 2014E 000
Funds from operations (FFO) 492.5 516.2 244.0 829.7 5
Change in working capital -38.0 465.3 0.0 0.0 0
Operating Cash Flow 454.5 981.5 244.0 829.7 2010 2011 2012 2013E  2014E  2015E
Free Operating cash flow -35.5 489.5 -356.0 329.7 s Total revenues === EBITDA margin
Balance sheet 2011 2012 2013E 2014E Adjusted net debt / EBITDA
Adjusted cash (and equivalents) 1,200 1,194 1,194 1,194 )
Adjusted total debt 9,957 8,018 8,121 7,792 300
Adjusted net debt 8,757 6,824 6,927 6,598
Adjusted equity 7,433 4314 2,784 2,900
20.0
Key credit metrics & ratios 2011 2012 2013E 2014E
Adjusted net debt to EBITDA (x) 54 4.6 279 48 10.0
Adjusted net debt to capital 54% 61% 1% 69%
FFO / Adjusted net debt 6% 8% 4% 13% 00
H 0, 0, 0, 0, .
RCF / Adjusted net debt 6% 8% 4% 13% 2010 2011 2012 2013E 2014 2015E
Source: SEB and Norske Skog financial reports Source: SEB and Norske Skog financial reports
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Profit & loss statement

(NOKm) 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013E 2014E 2015E
Total revenues 24,068 25,302 25,726 28,827 27,118 26,468 20,362 18,986 18,904 16,592 13,377 13,224 12,885
Total expenses -19,247  -21,062  -21,776 24820  -18,723  -24444 17,340  -19209  -19,947  -18,341  -13209  -11,929  -11,649
EBITDA 4,821 4,240 3,950 4,007 8,395 2,024 3,022 -223 -1,043 -1,749 168 1,295 1,236
Depreciation -3,014 -3,186 -3,320 -6,534 -4,918 -3,431 -4,347 -2,156 -1,658 -935 -763 -735 -730
Intangibles amortisation -271 -297 0 0 -2,800 0 0 0 0 0 0 0 0
EBIT 1,536 757 630 -2,527 677 -1,407 -1,325 2,379 -2,701 -2,684 -595 560 506
Associated companies -239 -41 -751 202 37 30 25 17 198 -70 26 21 20
Net interest expenses -898 -836 -733 -1,013 -1,101 -1,285 -913 775 -674 -585 -481 -436 -415
Value changes 814 142 0 0 0 0 0 0 0 0 0 0 0
Other financial items -443 118 -150 -142 622 117 1,194 -149 45 490 -441 0 0
Reported pre-tax profit 770 140 -1,004 -3,480 235 -2,779 -1,019 -3,320 -3,132 -2,849 -1,491 144 111
Minority interests -4 -8 -6 208 65 50 194 -6 8 3 0 0 0
Total taxes -364 523 156 463 -918 14 -380 851 588 69 262 -29 -22
Net profit 402 655 -854 -2,809 -618 2,715 -1,205 2,475 -2,536 2,778 -1,229 115 89
EBITDA margin 20.0 16.8 15.4 139 31.0 76 148 (1.2) (5.5) (10.5) 1.3 9.8 9.6
EBIT margin (%) 6.4 3.0 24 (8.8) 25 (5.3) (6.5) (12.5) (14.3) (16.2) (4.4) 42 39
Tax rate (%) 47.3 (373.6) 15.5 13.3 390.6 05 (37.3) 256 18.8 24 17.6 20.0 20.0
Growth rates y-0-y (%)

Total revenues 25 5.1 1.7 121 (5.9) (2.4) (23.1) (6.8) (0.4) (12.2) (19.4) (1.1) (2.6)
EBITDA na. (12.1) (6.8) 14 109.5 (75.9) 493  (1074) (367.7) (67.7) 109.6 6715 (4.6)
EBIT 17.6 (50.7) (16.8) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 (9.6)
Pre-tax profit (4.5) (81.8) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 (23.2)
Cash flow

(NOKm) 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013E 2014E 2015E
FFO 3,295 3,269 3,452 3,283 2,304 1,636 1,104 642 493 516 244 830 799
Changes in working capital -322 -1,116 -391 277 4,136 341 563 -245 -38 465 0 0 22
Operating cash flow 2,973 2,153 3,061 3,006 6,440 1,977 1,667 397 455 982 244 830 821
Net capital expenditures -1,200 -1,981 2,230 1,722 -1,746 -1,283 -580 -411 -490 -492 -600 -500 -500
Free operating cash flow 1,773 172 831 1,284 4,694 694 1,087 -14 -35 490 -356 330 321
Dividend paid -795 -817 -807 -1,046 -1,049 0 0 0 0 0 0 0 0
Acquisitions, divestments net 1565 -3,773 1,223 73 4,640 -921 624 965 761 246 0 0
Net loan proceeds 2,119 -356 91 -1,635 1,952 -1,025 -2,150 -412 -4,170 -1,257 110 -330 -321
Share issue 59 10 3,840 0 0 0 0 1 0 0 0 0 0
Net change in cash 62 -836 0 -174 5,670 4,309 -1,984 199 -3,240 -6 0 0 0
Capex/sales (%) 5.0 78 87 6.0 6.4 48 28 22 26 3.0 45 38 39
Balance sheet

(NOKm) 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013E 2014E 2015E
Cash and liquid assets 930 889 1,049 506 2,027 6,036 4,652 4,440 1,200 1,194 1,194 1,194 1,194
Other current assets 6,189 6,349 7,244 7,147 7,526 12,175 4,957 5,587 4,971 3,456 2,839 2,810 2,745
Fixed tangible assets 34,492 32,312 38,903 34,521 33,575 26,693 23,337 19,111 15,655 11,179 10,496 10,282 10,072
Intangibles 4,727 4,745 4,837 3,056 132 287 209 160 148 232 232 232 232
Total assets 46,338 44,295 52,033 45,230 43,260 45,191 33,155 29,297 21,974 16,061 14,761 14,517 14,242
Interest bearing debt 18,689 17,760 20,112 17,826 18,435 20,083 14,247 13,329 9,338 7411 7,521 7,192 6,871
Other liabilities 8,233 7,340 9,242 8,854 8,868 11,476 6,893 5,785 5,203 4,336 4,455 4,425 4,383
Minority interests 197 186 713 450 365 269 28 22 13 9 9 9 9
Shareholders' equity 19,219 19,009 21,966 18,100 15,592 13,363 11,987 10,161 7,420 4,304 2,775 2,890 2,979
Total liabilities and equity 46,338 44,295 52,033 45,230 43,260 45,191 33,155 29,297 21,974 16,061 14,761 14,517 14,242
Net debt (m) 17,759 16,871 19,063 17,320 16,408 14,047 9,595 8,889 7,863 6,021 6,131 5,802 5,481
Net debt/equity (%) 91.5 87.9 84.1 934 102.8 103.0 79.9 87.3 105.8 139.6 220.2 200.1 1834
Equity/total assets (%) 419 43.3 436 41.0 36.9 30.2 36.2 348 338 26.9 18.9 20.0 21.0
Net debt/EBITDA (x) 37 40 48 43 2.0 6.9 32 (39.9) (75) (34) 36.5 45 44
EBITDA Interest cover 49 47 5.2 39 75 18 2.7 (0.3) (1.5) (3.0) 0.3 2.7 27
Main shareholders Management Company information

Name (%) Votes Capital Title Name Contact

Nobelsystem Scandinavia AS 45 45 COB Eivind Reiten Internet www.norskeskog.com
AT Skog BA 35 35 CEO Sven Ombudstvedt Phone number (47) 67 59 90 00
Nordnet Bank AB 32 32 CFO Rune Gjessing

Company description: Since the mid-1990s, Norske Skog has transformed itself from a domestic forest industry conglomerate into one of the world's
largest newsprint producers, with production assets on three continents. Norske Skog is also a significant European magazine paper producer. Various
Norwegian forest owners' associations account for the largest shareholding in the company.

Please note: The data in several tables and charts in this document have been adjusted in line with common practice in the field of credit research. This
mainly refers to adjustments of operating leases, pensions, derivatives and other contingent liabilities. For a detailed breakdown of the adjustments, please
contact the author of this report.
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Credit Research Disclaimer

Authors' statement of independence (Analyst Certification)

We, the authors of this report, hereby confirm that notwithstanding the existence of any such potential conflicts of interest referred to herein, the views expressed in this report
accurately reflect our personal views about the companies and securities covered. We further confirm that we have not been, nor are or will be, receiving direct or indirect
compensation in exchange for expressing any of the views or the specific recommendation contained in the report. None of the authors of this research report are registered or
qualified as a research analyst, representative or associated person under the rules of the FINRA, the New York Stock Exchange any other US regulatory organization or the
laws, rules or regulations of any State in the USA.

This statement affects your rights
This report is confidential and may not be reproduced, redistributed or republished by any recipient for any purpose or to any person.

Recipients

This report has been prepared, approved and issued by Skandinaviska Enskilda Banken AB (publ) (“SEB”), on behalf of itself and its affiliates for institutional investors. This
report must not be distributed to retail clients except for to retail clients of SEB, Oslo Branch and, in case of research distributed via SEB Helsinki Branch, to its retail clients
located in Finland.

Use

This research report is produced for the private information of recipients and SEB is not soliciting any action based upon it. If you are not a client of ours, you are not entitled to
this research report, and should destroy it. The document is not, and should not be construed as, an offer to sell or solicitation of an offer to buy any securities. Opinions
contained in the report represent the author's present opinion only and may be subject to change. In the event that the author's opinion should change or a new analyst with a
different opinion becomes responsible for our coverage of the company, we shall endeavour (but do not undertake) to disseminate any such change, within the constraints of
any regulations, applicable laws, internal procedures within SEB, or other circumstances.

Good faith and limitations

All information, including statements of fact, contained in this research report have been obtained and compiled in good faith from sources believed to be reliable. However, no
representation or warranty, express or implied, is made by SEB with respect to the completeness or accuracy of its contents, and it is not to be relied upon as authoritative and
should not be taken in substitution for the exercise of reasoned, independent judgement by you. Recipients are urged to base their investment decisions upon such
investigations as they deem necessary. To the extent permitted by applicable law, no liability whatsoever is accepted by SEB for any direct or consequential loss arising from
the use of this document or its contents.

Distribution

This research report has been prepared by SEB or its affiliates and is being distributed by SEB offices in Stockholm, Copenhagen, Gothenburg, Oslo, London, Helsinki, Hong
Kong, Malmd and Frankfurt. It is being distributed in the United States by SEB Securities Inc. ('SEBSI'), a wholly owned subsidiary of SEB organized under the laws of the
State of Delaware, USA. Any United States institutional investor receiving the report, who wishes to obtain further information or to effect a transaction in any security
discussed in the report, should do so only through SEBSI and not its affiliates. Addresses and Phone numbers for each office can be found at the end of the report.

The SEB Group: members, memberships and regulators

Skandinaviska Enskilda Banken AB (publ) is incorporated in Sweden, as a Limited Liability Company. It is regulated by Finansinspektionen, and by the local financial regulators
in each of the jurisdictions in which it has branches or subsidiaries, including in the UK, by the Financial Conduct Authority and Prudential Regulation Authority (details about
the extent of our regulation by the Financial Conduct Authority and Prudential Regulation Authority are available from us on request); Denmark by Finanstilsynet; Finland by
Finanssivalvonta; Germany by Bundesanstalt fir Finanzdienstleistungsaufsicht, Hong Kong by Securities and Futures Commission and Norway by Finanstilsynet. In the US,
SEB Enskilda Inc (‘'SEBSI’) is a U.S. broker-dealer, registered with the Financial Industry Regulatory Authority (FINRA); SEBSI is a direct subsidiary of SEB, which is not itself
such a registered broker-dealer. SEB is active on major Nordic and other European Regulated Markets and Multilateral Trading Facilities, in as well as other non-European
equivalent markets, for frading in financial instruments. For a list of execution venues of which SEB is a member or participant, visit http:/www.seb.se.

Prevention and avoidance of conflicts of interest

All research reports are produced by SEB'’s Credit Research department, which is separated from the rest of its activities by an Information Barrier; as such, research reports
are independent and based solely on publicly available information. The remuneration of staff within the Research department is determined exclusively by research
management and senior management and may include discretionary awards based on the firm’s total earnings, including investment banking income; however, no such staff
receive remuneration based upon specific investment banking transactions. SEB’s Compliance department monitors the production of research and the observance of the
group's procedures designed to prevent any potential conflicts of interest from affecting the content of research.

Your attention is also drawn to the fact that:
Unless explicitly stated otherwise in this report, SEB expects (but does not undertake) to issue updates to this report following the publication of new figures or forecasts by the
company covered, or upon the occurrence of other events which could potentially have a material effect on it.

Specific disclosures for institutional investors

The analysis and valuations, projections and forecasts contained in this report are based on a number of assumptions and estimates and are subject to contingencies and
uncertainties; different assumptions could result in materially different results. The inclusion of any such valuations, projections and forecasts in this report should not be
regarded as a representation or warranty by or on behalf of the SEB Group or any person or entity within the SEB Group that such valuations, projections and forecasts or their
underlying assumptions and estimates will be met or realized. Past performance is not a reliable indicator of future performance. Foreign currency rates of exchange may
adversely affect the value, price or income of any security or related investment mentioned in this report.
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Company specific disclosures and potential conflicts of interest:

A member of, or an entity associated with, SEB or its affiliates, officers, directors, employees or shareholders of such members (a) is not, and has never been, represented on
the board of directors or similar supervisory entity of Norske Skog, (b) has from time to time bought or sold the securities issued by the company or options relating to the
company, (c) SEB or its affiliates beneficially own less than 1% of a class of common equity securities of Norske Skog, and (d) SEB or its affiliates beneficially do not own debt
securities of Norske Skog, as of 30 Sep 2013.

The analyst(s) responsible for this report (jointly with their closely related persons) hold(s) 0 shares, employees of SEB, Oslo Branch hold 54035 shares, and SEB, Oslo Branch
holds 0 shares in Norske Skog (not including shares held as hedge against derivatives positions).

Explanation of Credit Research recommendations:
SEB derives its Recommendations from its appraisal of the Credit Rating of the issuer (itself derived from business risk profile and financial risk profile and from other factors).

SEB uses the following recommendation system for the corporate bond market:

Overweight — over the next six months we expect a position in this instrument to exceed the relevant index, sector or benchmark.
Marketweight — over the next six months we expect a position in this instrument to perform in line with the relevant index, sector or benchmark.
Underweight — over the next six months we expect a position in this instrument to underperform the relevant index, sector or benchmark.

SEB uses the following recommendation system for CDS spreadsheets:

Buy — we expect the CDS to outperform the sector performance

Neutral — we take a neutral view on the CDS, and do not recommend either a buy or sell

Sell — we expect the CDS spreads to underperform the sector performance.

Credit Watch Negative — When an identifiable event or short term trend has occurred and when additional information is needed to evaluate the impact on the current rating
but the likely outcome is a negative rating change.

Credit Watch Positive - When an identifiable event or short term trend has occurred and when additional information is needed to evaluate the impact on the current rating but
the likely outcome is a positive rating change.

Credit Watch Developing — When an identifiable event or short term trend has occurred and when additional information is needed to evaluate the impact on the current
rating and the likely outcome is uncertain

SEB also assigns credit ratings, definitions of which can be found on our website: https://taz.vv.sebank.se/cgi-bin/pts3/mc6/MB/research.nsf?opendatabase&login

Methodology

SEB's Credit Research assigns its credit rating to an issuer based on the assessment of an issuer’s business risk profile as well as its financial risk profile. The business risk
profile includes country risk, industry risk, competitive position, and profitability. The financial risk profile includes financial policies, accounting, cash flow adequacy, capital
structure and liquidity. The outcome of the assessment of the two risk profiles is weighed together for a final overall rating.

In addition to SEB’s credit rating assessment, other factors considered in a particular issuer include the credit ratings assigned to a specific issuer by independent agencies,
the value and market price of its securities, macroeconomic factors such as interest rates, promised coupon or yield of the specific instruments, and historical spread
developments.

Credit Research Distribution (as of 1 Sep 2013)

A* B*
Overweight 19% 6%
Marketweight 69% 33%
Underweight 11% 4%

A* denotes recommendations for all companies covered
B* denotes recommendation for companies to which SEB has provided investment banking services in the last 12 months.

Recommendation History

Instrument Recommendation Date
NSINO 15 June 2016 11.75% Underweight 25 Apr 2013
NSINO 24 Oct 2014 5.40% Underweight 25 Apr 2013
NSINO 26 June 2017 7% Underweight 25 Apr 2013
NSINO 30 Jun 2014 15.5% Underweight 25 Apr 2013
NSINO 30 Jun 2014 N3M+1150 Underweight 25 Apr 2013

Recommendation changes by SEB Credit Research Analysts in the subject company over the past 12 months. If no recommendation changes were made in that period, the
most recent change is stated.
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