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Arsregnskap regnskapséaret 2015 for 911750961

Resultatregnskap

Belgp i: NOK Note 2015 2014
RESULTATREGNSKAP

Inntekter

Operating revenue 3 119 000 000 121 000 000
Sum inntekter 119 000 000 121 000 000
Kostnader

Employee benefit expenses 88 000 000 90 000 000
Depreciation 9000 000 9 000 000
Other operating expenses 51 000 000 94 000 000
Restructuring expenses 4000 000 0
Other gains and losses 10 0 0
Sum kostnader 152 000 000 193 000 000
Driftsresultat -33 000 000 -72 000 000
Finansinntekter og finanskostnader

Dividends received from group companies 6 300 000 000 765 000 000
Renteinntekt fra foretak i samme konsern 6 179 000 000 271 000 000
Annen rentei nntekt 6 6 000 000 10 000 000
Gain from intragroup sales of shares 6 420 000 000 0
Gain from exchange of bonds 6 399 000 000 0
Gain from fair value hedge 6 90 000 000 0
Other financial income 6 23 000 000 4 000 000
Reversal impairment losses of investmentsin subsidiaries 6 0 558 000 000
Sum finansinntekter 1417 000 000 1 608 000 000
Impairment of investmentsin subsidiaries 6 1 743 000 000 0
Rentekostnad til foretak i samme konsern 6 95 000 000 278 000 000
Annen rentekostnad 6 389 000 000 581 000 000
Other financial expenses 6 40 000 000 25 000 000
Realised/unrealised gains on foreign currency 6 573 000 000 903 000 000
Sum finanskostnader 2 840 000 000 1787 000 000
Netto finans -1 423 000 000 -179 000 000
Ordineert resultat far skattekostnad -1 456 000 000 -251 000 000
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Resultatregnskap

Belgp i: NOK Note 2015 2014
Income taxes 11 26 000 000 634 000 000
Ordinaart resultat etter skattekostnad -1 482 000 000 -885 000 000
Arsresultat -1 482 000 000 -885 000 000
Remeasurements of post employment benefit obligations -1 000 000 -17 000 000
Tax effect on remeasurements of post emplyment benefit 0 4 000 000
obligations

Totalresultat -1 483 000 000 -898 000 000

Overfaringer og disponeringer
Udekket tap -1 483 000 000 -898 000 000
Sum overfaringer og disponeringer -1 483 000 000 -898 000 000
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Arsregnskap regnskapséaret 2015 for 911750961

Balanse

Belgp i: NOK Note 2015 2014
BALANSE - EIENDELER

Anleggsmidler

Immaterielle eiendeler

Intangible assets 4 12 000 000 15 000 000
Utsatt skattefordel 11 10 000 000 33000 000
Sum immaterielle eiendeler 22000 000 48 000 000
Varigedriftsmidler

Property, plant and equipment 4 16 000 000 22 000 000
Sum varigedriftsmidler 16 000 000 22 000 000
Finansielle anleggsmidler

Investering i dattersel skap 5 7 016 000 000 12 511 000 000
Other non-current assets 12 434 000 000 2177 000 000
Sum finansielle anleggsmidler 7 500 000 000 14 688 000 000
Sum anleggsmidler 7 538 000 000 14 758 000 000
Omlgpsmidler

Varer

Fordringer

Trade and other receivables 12 129 000 000 206 000 000
Sum fordringer 129 000 000 206 000 000
I nvesteringer

Other current assets 13 5000 000 5000 000
Sum investeringer 5000 000 5000 000
Bankinnskudd, kontanter og lignende

Cash and cash equivalents 261 000 000 397 000 000
Sum bankinnskudd, kontanter og lignende 261 000 000 397 000 000
Sum omlgpsmidler 395 000 000 608 000 000
SUM EIENDELER 7 933 000 000 15 366 000 000
24.10.2019 kI 22:07 Brgnngysundregistrene Side 3 av 100



== Brenneysundregistrene

Arsregnskap regnskapséaret 2015 for 911750961

Balanse

Belgp i: NOK Note 2015 2014
BALANSE - EGENKAPITAL OG GJELD

Egenkapital

Innskutt egenkapital

Paid in equity 190 000 000 1252 000 000
Sum innskutt egenkapital 190 000 000 1 252 000 000
Opptjent egenkapital

Retained earnings and other reserves -422 000 000

Sum opptjent egenkapital -422 000 000

Sum egenkapital -232 000 000 1 252 000 000
Gjeld

Langsiktig gjeld

Pensjonsforpliktel ser 8 44 000 000 49 000 000
Utsatt skatt 11 0 0
Sum avsetninger for forpliktelser 44 000 000 49 000 000
Annen langsiktig gjeld

Interest-bearing non-current liabilities 7,12 5 736 000 000 9 665 000 000
Other non-current liabilities 0 1 000 000
Sum annen langsiktig gjeld 5 736 000 000 9 666 000 000
Sum langsiktig gjeld 5 780 000 000 9 715 000 000
Kortsiktig gjeld

Interest-bearing current liabilities 7,12 1 197 000 000 1277 000 000
Tax payable 11 5000 000 3000 000
Trade and other payables 12 1086 000 000 2946 000 000
Other current liabilities 97 000 000 173 000 000
Sum kortsiktig gjeld 2 385000 000 4399 000 000
Sum gjeld 8 165 000 000 14 114 000 000
SUM EGENKAPITAL OG GJELD 7 933 000 000 15 366 000 000
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Konsernetsresultatregnskap

Belgp i: NOK Note 2015 2014
RESULTATREGNSKAP

Inntekter

Operating revenue 3 11 538 000 000 12 150 000 000
Sum inntekter 11 538 000 000 12 150 000 000
Kostnader

Endring i beholdning av varer under tilvirkning og ferdig -59 000 000 30 000 000
tilvirkede varer

Distribution costs 1242 000 000 1249 000 000
Cost of materials 6 876 000 000 7 228 000 000
Emplyee benefit expenses 12 1 848 000 000 1908 000 000
Depreciation 767 000 000 735 000 000
Nedskrivning av varige driftsmidler og immaterielle eiendeler 0 0
Other operating expenses 14 878 000 000 934 000 000
Restructuring expenses 20 53 000 000 4 000 000
Other gains and losses 16 97 000 000 -3000 000
Sum kostnader 11 702 000 000 12 085 000 000
Driftsresultat -164 000 000 65 000 000
Finansinntekter og finanskostnader

Share of profit in associated companies 19 -41 000 000 1000 000
Dividends received 5 0 1 000 000
Annen renteinntekt 5 11 000 000 16 000 000
Gains from exchange of bonds 5 767 000 000 0
Gains from fair value hedge 5 90 000 000 0
Other financial income 5 25 000 000 0
Sum finansinntekter 852 000 000 18 000 000
Annen rentekostnad 929 000 000 617 000 000
Net unrealised/realised gains/losses on foreign currency 719 000 000 690 000 000
Other financial expenses 46 000 000 67 000 000
Sum finanskostnader 1 694 000 000 1374 000 000
Netto finans -842 000 000 -1 356 000 000
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Arsregnskap regnskapséaret 2015 for 911750961

Konsernetsresultatregnskap

Belgp i: NOK Note 2015 2014
Ordineart resultat far skattekostnad -1 006 000 000 -1 291 000 000
Income taxes 17 520 000 000 213 000 000
Ordinaat resultat etter skattekostnad -1 526 000 000 -1 504 000 000
Arsresultat -1 526 000 000 -1 504 000 000
Minoritetsinteresser 20 0 0
Arsresultat etter minoritetsinter esser -1 526 000 000 -1 504 000 000
Currency trandation differences 304 000 000 647 000 000
Tax expense on trandation differences -280 000 000 182 000 000
Hedge of net investment in foreign operations -108 000 000 -151 000 000
Tax expense on net investment hedge 0 10 000 000
Reclassified trandlation differences upon divestment of foreign 95 000 000 0
operations

Other Items 0 -6 000 000
Remeaurements of post employment benefit obligations 5000 000 -88 000 000
Tax effect on remeasurements of post employment benefit -4.000 000 20 000 000
obligations

Totalresultat -1 514 000 000 -890 000 000
Overfaringer og disponeringer

Udekket tap -1 514 000 000 -890 000 000
Sum overfaringer og disponeringer -1 514 000 000 -890 000 000
24.10.2019 kI 22:07 Brgnngysundregistrene Side 6 av 100



- Brgnngysundregistrene Arsregnskap regnskapséaret 2015 for 911750961

Konsernets balanse

Belgp i: NOK Note 2015 2014

BALANSE - EIENDELER

Anleggsmidler

Immaterielle eiendeler

Other intangible assets 4 29 000 000 34000 000
Utsatt skattefordel 17 0 598 000 000
Goodwill 4 58 000 000 58 000 000
Sum immaterielle eiendeler 87 000 000 690 000 000

Varigedriftsmidler

Land and buildings 1 904 000 000 2245000 000
Machinery and equipment 6 263 000 000 6 162 000 000
Other Property, plant and equipment 4 418 000 000 773 000 000
Sum varige driftsmidler 8 585 000 000 9180 000 000
Finansielle anleggsmidler

Investeringer i tilknyttet selskap 19 374 000 000 429 000 000
Other non-current assets 10 427 000 000 387 000 000
Sum finansielle anleggsmidler 801 000 000 816 000 000
Sum anleggsmidler 9 473 000 000 10 686 000 000
Omlgpsmidler

Varer

Inventories 3,18 1 253 000 000 1334 000 000
Sum varer 1 253 000 000 1334 000 000
Fordringer

Trade and other receivables 10 1 357 000 000 1209 000 000
Sum fordringer 1 357 000 000 1209 000 000
I nvesteringer

Other current assets 18 41 000 000 38 000 000
Sum investeringer 41 000 000 38 000 000
Bankinnskudd, kontanter og lignende

Cash and cash equivalents 8 536 000 000 710 000 000

24.10.2019 kI 22:07 Brgnngysundregistrene Side 7 av 100



== Brenneysundregistrene

Arsregnskap regnskapséaret 2015 for 911750961

Konsernets balanse

Belgp i: NOK Note 2015 2014
Sum bankinnskudd, kontanter og lignende 536 000 000 710 000 000
Sum omlgpsmidler 3187 000 000 3291 000 000
SUM EIENDELER 12 660 000 000 13 977 000 000
BALANSE - EGENKAPITAL OG GJELD

Egenkapital

Innskutt egenkapital

Paid-in equity 12 302 000 000 12 302 000 000
Sum innskutt egenkapital 12 302 000 000 12 302 000 000
Opptjent egenkapital

Retained earnings and other reserves 22 -12 531 000 000 -11.017 000 000
Sum opptjent egenkapital -12 531 000 000 -11 017 000 000
Sum egenkapital -229 000 000 1285 000 000
Gjeld

Langsiktig gjeld

Pengjonsforpliktelser 13 276 000 000 820 000 000
Utsatt skatt 17 610 000 000 415 000 000
Sum avsetninger for forpliktelser 886 000 000 1235 000 000
Annen langsiktig gjeld

Interest-bearing non-current liabilities 6,11 7 453 000 000 6 592 000 000
Other non-current liabilities 18 631 000 000 692 000 000
Sum annen langsiktig gjeld 8 084 000 000 7 284 000 000
Sum langsiktig gjeld 8970 000 000 8 519 000 000
Kortsiktig gjeld

Interest-bearing current liabilities 11 1 676 000 000 1679 000 000
Leverandgrgjeld 18 1 921 000 000 2172 000 000
Tax payable 17 15 000 000 13 000 000
Other current liabilities 18 307 000 000 309 000 000
Sum kortsiktig gjeld 3919 000 000 4173 000 000
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Konsernets balanse

Belgp i: NOK Note 2015 2014
Sum gjeld 12 889 000 000 12 692 000 000
SUM EGENKAPITAL OG GJELD 12 660 000 000 13 977 000 000
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Norske Skog
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REPORT OF THE BOARD
OF DIRECTORS

Norske Skog is one of the leading producers
of publication paper in the world, with an
annual production capacity of 27 million
tonnes. Publication paper is the most
established medium for distribution of content
and advertisements, typically in the form of
newspapers and magazines. The group is
geographical diverse with production sites in
Europe and Australasia. In Europe, the group
has four production sites, two in Norway and
one in France and Austria. In Australasia, the
group hastwo sitesin Australia and one in New
Zealand. The European segment is the largest
with 2.0 million tonnes of capacity, of which
1.2 million tonnes newsprint and 0.8 million
tonnes magazine paper. Norske Skog acquired
its Australasian assets in 2000 and only
produced newsprint in the regicn for a number
of years. However, through the conversion of
one of its newsprint machines, the group has
since 2074 also produced magazine paper in
Australia. Today, the production capacity inthe
segment is 0.6 million tonnes newsprint and
0.1 million tonnes magazine paper. Importantly,
Norske Skog is the only domestic preducer in
the region, giving the group a considerable
competitive advantage.

New technologies for distribution of content
and advertisements have reduced the usage
publication paper. The universality of the
internet and penetration of handheld devices
have made ccntent available instantly and
everywhere. As a result, world demand for
publication paper peaked 10 years ago and
has since experienced a secular decline
Demand for publication paper is however also
cyclical, through ad spending and propensity
to buy newspapers and magazines. Actual
demand alternates around the secular trend
pending on the business cycle

The new electronic mediums have been
successful in gaining market share through
readership. On the revenue side however,
paper has retained, surprisingly to many,
a strong position. The wvast majority of
publishers, all with online editions of their
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publications, still see the lion's share of their
revenue generation from the print edition. For
newspapers, this figure is in excess of 90%.

Paper is old, but not old fashioned. Paper has
unigque characteristics in achieving attention
for advertising and readability for knowledge
transferral. The ubiquity advantage of the
internet also brings challenges in the ability
to stand out. Advertisers increasingly turn
to paper to gain attention. Reading on paper
brings no disturbances, it is you and the text
and no temptations a click away Turmning
pages engages you more than scrolling
Numerous research studies shows paper to
be the better medium to deliver and obtain
knowledge. A fact leading schools are taking
to heart.

Everyone knows that paper is made from
trees, Less known is that trees are abundant
and that the environmental challenge is not to
preserve treas, but to manage forests. There is
today more forest land in the werld than ever
before. Wood is an underutilized resource. And
to state the obvious, forest land management
and rainforests preservation have nothing in

common.

Paper is a renewable product, made from
recycled paper and managed forest land. No
material is more recycled than publication
paper at in excess of 70% The carbon
footprint is very competitive to digital devices.
It is energy Intensive to produce paper from
wood, much less so from recycled paper
Once produced, paper consumes ne energy. A
book will last generations in caring hands. An
e-reader is energy intensive to produce, needs
regular re-charging and no caring hands will

aver make it last a generation

The global economy has always experienced
challenges, but particularly so since the
financial crisis in 2008. Over the last decades,
the supply shock from the entry of China to
the world economy changed the economic
order. Energy and raw material needs for the

NORSKE 8KOG

rising giant and its capacity for production
of consumer goods disrupted producers,
distributars and retallersin mature economies.
The abundance of high guality, low price
consumer goods made inflation targets
difficult to reach. Ever lower interest rates
to balance meney with goods, encouraged
investments and asset inflation. A build-up
of excessive capacity resulted in numerous
industries. Growth from excess is challenging.

An outlook for modest growth seems likely.

As opposed to many industries, the publication
paper industry has lived with declining
demand for a decade. As such, the industry
is adept at cost efficiencies and portfolio
optimization.  Reflecting recent capacity
closures and announcement of conversion of
capacity, the market balance is encouraging
with price recovery in 2016, And benefitting
from industries,

overcapacity in  energy

preduction costs are easing.

NORSKE SKOG IN 2015

Norske Skog reached lower levels of gross
operating earnings in 2015 compared to
previous vyear, reflecting an industry fight for
market share in Europe, declining demand
in Australasia and historically low prices
for newsprint in Asia. The group is the sole
producer of publication paper in Australasia,
with better domestic margins compared to
exports reflecting a considerable competitive
advantage. A smaller domestic market in
Australasia results in more exports to lower
margin Asian markets

In February 2015, Norske Skog completed a
refinancing of the group. The transactions
invelved the issuance of new secured debt,
an extension of existing bond maturities and
deleveraging. Upon completion, the group was
fully funded with the newly issued secured
debt trading above par. As part of refinancing,
the structure of the debt in the group was
also changed as two new holding companies
were established, Norske Skog Holding AS
and Norske Skog AS. Norske Skog Holding AS
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issued the EUR and USD exchange notas due
in 2021 and 2023 respectively. Norske Skog
AS issued the Senior Secured Notes (SSNs).
The SSNs are secured by assets pledges in
Australiasia and share pledges in the European
operating companies. The exchange notes are
guarantead, but are structurally subordinated
to the SSNs. The remaining debt in Norske
Skogindustrier ASA remains unsecured.

However, the focus on market share in
the European industry adversely affected
publication paper prices beyond what anyone
had foreseen as several producers preferred
retaining volume to profitability. Reference
prices in Germany, the largest market,
declined by 15% in May 2015 Given the
group's size and its exposure to the European
market, the impact on revenue and cash flow
was dramatic. As a reference, a 1% change in
European pricing of publication paper across
grades reduces the group's gross operating
earnings by close to NOK 100 million. The
resulting zero margin environment in Europe
shifted more export volumes, exacerbating

the price decline in Asia.

In June last year, Norske Skog ceased to
provide financing to the cash negative
Walsum operations in Germany. The Walsum

operations are no longer part of the group.

In the midst of the significant shortfall in cash
generation in 2015, the group prepared for new
financing and refinancing through the autumn
of last year In March and April of this year,
certain transactions were completed which
included new liquidity facilities, an extension
of debt maturities, deleveraging, reduced
cash interest payments and issuance of new
equity. Coupled with improved operations and
outlook, Norske Skog is now on an improved
financial footing.

Norske Skog  launched several growth
initiatives beyord publication paper last year A
biogas facility is currently under construction
at the Saughrugs site in Norway and the group
is progressing on bicgas projects at other
sites. The group also acquired the pellets
producer Nature's Flame in New Zealand,
the domestic market leader, and has ramped
up production for exports. Norske Skog will
consider extending pellets production ta the
newsprint site in New Zealand. And lastly,
but not least the group last summer enterad
a joint venture for the conversion of the
Bruck newsprint machine in Austria to tissue
paper production. Since then the project has
progress well with all permits in place and
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ground work completed. Regrettably, however
the partnership did not develop as intended
and Norske Skog is currently in discussions
with alternative partners, Upon completion of
the conversion, the adjacent magazine paper
machine at Bruck will continue to produce
publication paper.

INCOME STATEMENT AND CASH FLOW
During 2015 a number of factors impacted the
income statement and cash flows. Operating
revenue decreased following lower production
and sales volumes compared to previcus years,
Demand for newsprint and magazine paper in
Europe decreased more than expected in the
first halt, but improved somewhat in the second
half. In Australasia the decline in demand was
in line with expectations. Reflecting weak
publication paper markets in Europe and
Australasia prices declined in the first part of
the year, particularly in Germany impacting
profitability for the European units but also in
Asia prices declined considerably, impacting
profitability of export sales frem Australia and
New Zealand. This also contributed to reduced
revenue compared to previous years.

The mills reduced their capacity utilization
to avoid low margin sales and to support the
company’s commercial policy whichinturn led
to lower utilization rates for the mills. In second
half, prices stabilized and some priceincreases
were implemented for certain paper grades as
well as announcement of further increases
Capacity utilization increased in the second
half due to the seasonal demand as well as the
effects of the closures in the first half. Despite
a slight improvement in the second half the
lower sales velumes and prices more than
outweighed positive foreign exchange rate
effects on product prices, resulting in reduced
gross operating earmings

Norske Skog's operating revenue in 2015 was
NOK 11.5 billion (NOK 12.2 billion in 2014). The
reduction reflected lower prices and volumes
and reduced production capacity, partly due
to Walsum no longer being part of the group in
the second half of the year Delivery volumes
were down 7% to 24 million tonnes, with
challenging markets and reduced volumes
from Walsum, compared to the previous year.

The weaker NOK in 2015 compared to 204
had a positive effect on revenue generation,
as close to all volumes are sold in foreign
currencies. On the cost side however, the NOK
depreciation had the opposite effect. Variable
costs per tonne were higher, while fixed costs
were lower despite the currency headwind.
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The net positive currency effect was not able
to offset the impact from lower prices and
volumes. Gross operating earnings declined
to NOK 753 million in 2015 (NOK 801 million).
Gross operating margin was 65% in 2015
compared to 6.6% in 2014 The impact of
reduced volumes and selling prices was
approximately NOK 700 million. This negative
effect was almost offset by reduced variable
and fixed costs of approximately NOK 250
million and favourable movement of currencies
and other smaller effects of approximately
NOK 400 million.

Depreciation was NOK 767 million in 2015
(NOK 735 million). Restructuring expenses
in 2015 amounted to NOK 53 million (NOK
4 million), mainly due to de-manning. Other
gains and losses in 2015 were NOK -87 million
(NOK 3 million), largely reflecting discontinued
operations at Walsum.

Operating earnings were NOK -165 million in
2015 (NOK 85 million). The decline reflected
the negative impact restructuring
expenses and other gains and losses

from

Financial items in 2015 were NOK -801 millien
(NOK -1 357 million). Net interest expenses
were NOK 818 million in 2015 (NOK 801
million). Net unrealised/realised loss an foreign
mainly related to translation effects on debt
denominated in foreign currencies were NOK
719 million in 2015 (NOK -890 millien). The
currency losses mirrored NOK depreciation
in the first quarter of 2015 a net gain of NOK
857 millicn was recognized following the
completion of the refinancing in February and
is included as part of financial income of NOK
893 million.
Income taxes recognized in the income
statement for 2015 amounted to NOK -520
million (NOK =212 million). This included a non-
cash write-off of deferred tax assets of NOK
482 millien.

Loss far the period was NOK 1.5 billion in 2015
(NOK -15 billion). Earnings per share in 2015
were NOK -80 (NOK -72).

Net cash flow from operating activities was
NOK 777 million in 2015 (NOK 200 million).
Net cash generated from operations was
NOK 116 million (NOK 989 million) reflecting
the challenging operating environment in
2015. Cash from net financial items, primarily
interest payments, was NOK -842 million
(NOK -747 millier, while taxes paid was NOK
-50 million (NOK -42 millien).

NORSKE SKOG
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In 2015 Norske Skog impairment tested fixed
assets as in previous years. The Board of
Directors concluded that there was sufficient
head-room to support the existing book
values of the fixed assets, based on applicable
accounting standards, valuation principles
and industry outlook. The impairment model
considers three distinct scenarios for the
European publication paper industry and
the impact of these scenarios are applied to
the current portfolic of assets. Cne scenario
is backward looking, assuming a retumn to
2015 prices levels and cash negative margins
as observed in the industry in last year (15%
weight). The middie scenario assumes a
cyclical uptick with prices above cash cost
(50% weight) whilethethird scenario considers
the effects from a conselidation of the industry
(35% welght). In calculating impairment values,
the cash negative scenario is unsustainable for
the industry and has therefore been assigned
the lowest probability. The middle scenario
has been assigned the highest probability
as this is considered most rational for the
current industry structure and its participants
the
observed. The industry is fragmented with a
number of producers and with a clear need

supported by price  improvements

for consolidation. A consolidated scenarios
assumes cost synergies in the industry
are harvested. This has been assigned a
probability between the other scenarios. As
a consequence of continuous focus on cost
reductions and portfolio optimization over
mary years Norske Skog has according to
industry costs curves better than average and
more competitive business units, The current
book value per tonne for the asset portfolio of
the group has been compared and are in line
with, European peers. The company believes
that the price and margin seen in previous
years will not be sustainable. This view is
supported by several capacity closures and
convarsion projects in the industry reflecting
cash negative production of publication paper.
This reduced capacity is expected to provide
a basis for continued higher operating rates
and improved profitability.

BALANCE SHEET

In February 2015 Norske Skog completed
the issuance of a new EUR 220 million Senior
Secured Notes (SSNs). Proceeds from the
SSNs were used in a subsequent exchange
offer to notes with maturities in 2015, 2016,
2017 and 2033 and for general corporate
purposes. In the exchange, notes holders were
offered a mix of cash and new notes in 2021
and 2023, Following the exchange, maturities
of approximately NOK 1.8 billion were extended
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and immediate deleveraging of close to NOK
500 million was achieved. Net interest bearing
debt also was reduced by NOK 387 million as
the new notes were recognised at fair value,
which was lower than the nominal amount
The difference between fair value and nominal
amount is amortised over the duration of the
notes

Total assets were NOK 127 billien at 21
2015 (NOK 14 billion). Total
nen-current  assets were NOK 95 billion
at 31 December 2015 (NOK 107 billion).
The reduction of NOK 12 bilion reflected
depreciation, dispesals and deconsolidation
of Walsum. Investments in property, plant
and equipment were NOK 180 million in 2015
(NOK 274 million). Investments in 2015 mainly
relates to operational capital expenditure but
included the acquisition of Nature's Flame in

December

New Zealand and in 2014 the completion of
development projects at Saugbrugs in Norway
and Boyer in Australia

Total current assets were NOK 3.2 bilion
at 31 December 2015 (NOK 3.3 biflion). The
decrease reflected lower inventories and cash
balances.

Total non-current liabilities were NOK 9.0
billion at 31 December 2015 (NOK 85 billion).
Net interest-bearing debt, the main portion
of non-current liabilities, increased by NOK
11 billion through 2015 and amounted to
NOK 85 billion at 31 December 2015, The
increase primarily constituted a non-cash
currency loss on foreign denominated debt
from the depreciation of the Norweglan krane
In October 2015, the remaining outstanding
amount on a USD bond was redeemed at
maturity.

Current liabilities decreased by approximately
NOK 300 duetothe net effect of reclassification
of NOK 502 milion from non-current to
current liabilities and reduced trade and other
payables

Equity was NOK -229 million at 31 December
2015 (NOK 1 285 millien). The decrease re-
flected loss for the period. Equity per share
was NOK -1.2 at 31 December 2015 (NOK 6.8),

DIVIDEND PROPOSAL

Based on weak eamings and the company’s
financial position, the board recommends that
no dividend is disbursed for the financial year
2015,
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NORSKE SKGG

SEGMENT ACTIVITY AND MARKET
DEVELOPMENT

Norske Skog's reporting structure in 2015
provided segment information for publication
paper  Europe publication  paper
Australasia. Other activities largely comprise
costs above the segment level.

and

Demand for newsprint and magazine paper
declined in 2015. World demand for newsprint
and magazine paper decreased by 9% and 6%
respectively. The weak growth in the world
economy amplified the structural decline in
publication paper demand. Capacity closures
in the industry have however led to high
capacity utilization and price increases inte
2016

PUBLICATION PAPER EUROPE
The segment constitutes Norske Skog's
European operations with sites in Norway,
Annual

France and Austria. production

capacity is 2.0 million tonnes

Operating revenue was NOK 81 billion in 2015
(NOK 9.0 billion). Gross operating earnings
were NOK 413 million (NOK 582 million). The
decline reflected lower prices and volumes
as several producers in the industry were
fighting for market share. Sales volumes
for the group were down 11% to 18 million
tonnes as production was reduced in the
low pricing environment. Walsum, which is
no longer are part of the group, contributed
negatively to gross operating earnings in 2015.
A weaker NOK is 2015 compared to 2014 was
favourable to revenue generation, but had
the opposite effect on reported costs. Fixed
costs were however reduced despite the
currency headwind reflecting ongoing cost
initiatives and portfolic aptimization. Demand
for newsprint and magazine paper in Europe
was 6% and 5% lower in 2015 respectively,
compared to the vyear before Capacity
utilization in the segment Publication Paper
Europe was 82% in 2015 (87%).

PUBLICATION PAPER AUSTRALASIA

The segment consists of Norske Skog's
operations in Australasia with sites in Australia
and New Zealand. Annual production capacity
is 0.7 million tonnes,

Operating revenue in 2015 was NOK 34
billion (NOK 3.2 billien). Gross operating
earnings were NOK 361 million (NOK 287
million). The reflected the first
full year of magazine paper production at
Boyer in Australia, following ramp up of the

increase

machine through 2014. The Improvement was
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mitigated by significantly lower export prices
for newsprint in Asia and a smaller domestic
market in Australasia with secular decline
in demand. The group has a considerable
competitive advantage in Australasia as the
sole domestic producer and hence favourable
margins.  Sales wvolumes increased by 5%
to 06 million tonnes. A weaker NOK in the
year compared to previous year increased
the revenue line, but had the opposite effect
on costs. Demand for newsprint in Oceania
decreased by 15% in 2015, while demand for
magazine paper declined by 1%. Capacity
utilization in the segment Publication Paper
Australasia was 91% in 2015 (32%).

OTHER ACTIVITIES
Other activities mainly consist of unallocated
group costs and purchase and resale activities

to the business units and Green Energy.

PROFITABILITY IMPROVEMENTS,
FINANCIAL POSITION AND THE GOING
CONCERN ASSUMPTION

The market balance for publication paper in
Europe is improved in 2016 compared to last
year,following capacity closuresinthe industry,
which has contributed to high operating rates
and better pricing across all publication paper
grades, Recent announcements of further
capacity closures and conversion projects in
Europe, North America and Asia, is expected
to support continued high operating rates
in the industry.
prices are stable with a considerable element

In Australasia, the domestic

of long term contracts, while Asian newsprint
prices are benefitting from less exports from
European and North American markets

NOK depreciated through 2015 with a
correlation to lower oil prices. Norske Skog
has one third of its total production capacity
located in Norway and exports nearly all the
volume in foreign currencies. Financially the
group is thus net short NOK and benefits from
a depreciation as an exporter. Lower oil prices
influence energy markets in general, leading
to reduced variable costs for the group. Fixed
costs are expectedtobeat alowerlevel in 2016,
reflecting cost indtiatives through last year,
which continue, and portfolio optimisation.
The current portfolio of assets are among the
best in Europe from an operational and cost
perspective. This is expected to contribute to

improved profitability for the group.

In the course of the challenging operating
enviranment in 2075 and the impact this had
onh operating earnings and cash flow, the
company has worked actively with financing

ANNUAL REPORT 2015

solutions through the autumn of last year and
the spring of 2016. The protection of value
for all stakeholders, only possible with the
group continuing as a going concern, was
the overriding principle. To achieve this, the
financing discussions focused on the needs
of the company for deleveraging, maturity
in cash interest

extension, a reduction

payments and improved operational liquidity.

Among the financing solutions reached to
date included an exchange offer to 2017
noteholders, issuance of new eguity, the
replacement and enlargemeant of an existing
acceunts receivables (AR) facility and other
liquidity measures.

At the end of March 2016 Norske Skog
executed a New Securitization Facility (NSF)
of EUR 100 million with GSO and Cyrus
replacing previous NOK 250 million AR
facility with Sparebankl. The NSF is secured
by receivables and inventory of the mills of
Norske Skog Saughrugs AS and Norske Skog
Skogn AS, the inventory of the mill of Narske
Skog Golbey SAS and certain bank accounts
Beyond replacing the Sparebank] facility, the
proceeds from the NSE will exclusively be used
to fund working capital and other operational
liquidity needs for Norske Skog AS and the
operating subsidiaries.

tn a separate transaction at the end of March
2016, Narske Skogindustrier ASA issued 63
million new shares to GSO and Cyrus at a
price of NOK 2.24 per share. Total proceeds
in cash amounted to NOK 142 million. The
equity issue enhanced the group's equity and
liquidity position. On 21 April the the board of
directers announced the details of the repair
issue to repair for the dilutive effect of the
private placement completed on 31 March
2016. The repair issue will be directed to the
company's shareholders registered on 22
April 2016. Shareholders who have the right
to subscribe for shares in the repair issue will
have the right to be allocated 01925 shares
for each share that the shareholder helds at
the subscription price of NOK 2,24, If all shares
are subscribed this will provide the campany
with approximately NOK 70 million in new
equity. The repair offering subscription period
is expected to be completed end of May 2016
Furthermore the board of directors will ask
shareholders for a renewed 50% autharity for
share capital increase at the annual general
meeting on 25 May.

e April 2016, the exchange offer to 2017
noteholders was successfully completed with
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more than three guarters of holders voting
in favour. Given the large acceptance, the
offer was binding for all 2017 noteholders.
All the remaining 2017 notes, amounting to
EUR 218 million, were thus exchanged into a
combination of new 20268 notes, perpetual
notes with maturity in 2115 and a right to
subscribe in cash for ordinary shares of the
company. The completion of the exchange
offer resufted in an immediate deleveraging
and reduced net interest bearing debt and
improved group equity by more than NOK
1 billion and reduced annual cash interest
payments by more than NOK 100 million.

The group has initiated a number of liquidity
generating initiatives including the divestment
of the group’s Tasman geathermal power. The
group has obtain commitments for interim
financing of up to €20 million in connection
with the sale of the geothermal plant. Other
liquidity generating initiatives includes to
free up trapped cash in the group of up to
EUR 10 miflion and liquidity available from
optimization of working capital and existing
factoring facilities. The group has factoring
facilities with a total frame of around EUR 70

million of which currently 2/3 is utilised.

The board of directors believes that the
combination of improved profitability and
hence cash flow from operations as well as
reduced cash interest payments is expected
to tacilitate the ability to service the capital
structure in years to come. The Board will
decide on the group's ability to complete the
redemption of the 2016 bond in June based on
cash balances, various liquidity initiatives and
improved cash flow from operations in first
half of 2018, The present amount outstanding
on the 2016 bond is EUR 74 million following
buy-backs in April.

Following the redemption of 2016 notas,
the group will have no bond maturities until
December 2019, This enables Norske Skog
1o concentrate all efforts in developing and
improving its business units and continue
work to restructure and consolidate the
European publication paper industry. The
board of directors will have a continuaus focus
on operational performance through 2018
and onwards, To date in 2076, the operating
environment has continued to  improve
compared to last year. The board of directors
are however fully aware of the inherent
with to  operating
environments, challenges the
economy and risks for global financial turmail.
The the

uncertainties respect

for world

board of directors recognizes

NORSKE SKOG
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challenging industry Norske Skog operates in
and the remaining high financial leverage of
the group, and the exposures to various risks
that could impact the financial performance,
liquidity and equity. The factors are an
inherent uncertainty when the board makes
its assessments. The main risk exposures for
the group are linked to uncertainty to price
and volume developments for publication
paper and the costs of key input factors
such as energy and fibre. Weaker demand
than expected for the group's products can
impact profitability and associated cash flows
in a negative way as well as uncertainty with
regards tc working capital movements and
increased restrictions on cash balances.
The group operates in a multicurrency
environment, where the main currencies of
importance for the business are EUR, GBP.
USD and AUD. Currency movements between
these currencies, as well as against NOK,
may impact demand as well as prices and
costs of key input factors. The business risk
of the group is amplified by its high financial
leverage. There is uncertainty with regards to
the changes in the broader economic climate
development and more adverse developments
than expected may influence all of the above.
The aforementioned risks may all impact on
the operating plan for 2018, Nevertheless,
the board of director's is cenfident that its
assessment of the current and expected
market conditions in 2076 is realistic given
facts at hand.

Based on current knowledge with respect to
the operational outlook, the improved liquidity
of the group, both in the form of increased cash
balances, reduced cash interest payments and
extended bond maturities, and the improved
group equity the board of directors is of the of
the opinion that Norske Skog is in an improved
financial position for 2016 and going forward.
However, given the challenging industry and
that the level of equity at year end 2015 is
inadequate the board of directors will continue
working to improve all of the mentioned
elements further.

In accordance with the provisions in the
Norwegian Accounting Acts the board has
assessed the going concern assumption
as basis for preparing and presenting the
financial statements. The beard of directors
has assessed the completed transactions as
of this date as well as the likelihood of the
completion other subsequent transactions, the
uncertainty described above and the potential
impact both on liquidity and equity and its
importance for the going concern assumption

ANNUAL REPORT 2015

The beard of directors has also considered the
operating environment for the group and the
industry in general going forward as these are
reflected in the operating plan for 2016. The
board of directors has further considered that
the group is subject to many factors that are
uncertain in nature and has evaluated these
uncertainties in relation to the operations and
operating environment when assessing the
going concern assumption. Based on these
cansiderations and reflecting inherent material
uncertainties, also in relation to the application
of the going concern assumption, the board of
directors confirms that the assumption applies
and that the financial statements have been
prepared on the going concern basis.

As a consequence of a write-off of tax assets
in Norway and Australasia as part of the
yaar-end consolidated financial statements,
the equity of Norske Skog is negative and
hence fell below 50% of the share capital at
31 December 2015, The Board of Directors
does not believe that such a level is sufficient
for the group. Following the completion of the
exchange offer to 2017 noteholders and the
issuance of new equity, the group equity level
has been improved by more than NOK 1 billion.
In accordance with the requirements of the
Norwegian Public Limited Liability Companies
Act section 3-5, the board of directors wili
account for Norske Skog's financial position at
the upcoming annual general meeting (AGM)
in May 2016.

ORGANISATION

BOARD OF DIRECTORS

Norske Skog's board of directors consists
of Jon-Aksel Torgersen (chain, Eilif Due,
Joanne Owen, Nils Ingemund Hoff and
three  employee-clected  representatives
Paul Kristiansen, Svein Erik Veie and Cecilie
Jonassen. The board is elected by the
general meeting. Following the resignation of
Sirl Hatlen, the Board of Directors does not
comply with the reguirement of 40% women
in the Beard, The election and remuneration
committee is aware of the situation will take
this into consideration when they address this
and recommend a new board member so the
Board fulfils the requirement following the
annual general meeting.

CORPORATE MANAGEMENT
Norske Skog's corporate management
cansists of Sven Ombudstvedt (president and

CED), Rune Sollie (CFO), Roar @delien (COO)

NORSKE SKGG

and Lars P Sperre (8VP Corporate Strategy &
Legal).

EMPLOYEES

Norske Skog had 2 557 employees at year end
2015 (2 942) The reduction reflected cease of
operations as part of Norske Skog at Walsum
in Germany

HEALTH AND SAFETY

Norske Skog aims to have zero injuries among
employees. Health and safety is a corporate
responsibility, followed up by the individual
business units. All near misses and injuries are
reported in a global system. Experiences from
every single incident are shared with the entire
organisation. The Hl-value, which represents
lost-time injuries per million working hours,
was 1.0 in 2015, Norske Skog had an absence
rate due to sickness of 3,8% in 2015.

RESEARCH AND DEVELOPMENT

Norske Skogs research and development
work is performed at the individual business
units and incooperation with external research
institutions. The work is coordinated centrally,
where the aim is to leverage synergles and
best practices throughout the group There
is a continued focus on evolution of paper
products to market expectations.

GENDER EQUALITY, GENDER BALANCE
AND DIVERSITY

The paper industry has traditionally had few
female employees. The proportion of women
in Norske Skog has been stable at around
10% for many years. Norske Skog's board of
directors consists of five members elected by
the shareholders and three members elected
by and among the employees. Following the
resignation of one board member there are
currently three men and one women amaong
the shareholder elected members. There is
one woman among the employee elected
representatives. An exception from the gender
balance requirement for employee elected
board members is granted for companies
with a total female percentage of less than
20%. Following the resignation of one board
member in February, Norske Skog does
currently not comply with the requirement for
gender balance on boards of Norwegian public
limited companies. The elections committee
is working to identify a new member that
will be nominated for election at the coming
annual general meeting. The group is aware
of the increased diversity in the society and
the impact this has on recruitment and work
environment.
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COOPERATION PROJECTS

Norske Skag and environmental foundation
Bellona have signed a partnership agreement to
create a more environmentally friendly supply
chain. The collaboration aims to reduce the
environmental impact of production, utilizing
logs in a better way and commercializing
production of bic energy and bio waste

RISK MANAGEMENT

Norske Skog performs an annual Enterprise
Risk Management (ERM) evaluation based on
reports from all operating units and corparate
functions. The report is presented to the board
and is part of the groups risk management
activities.

The main risk exposures for the group are
linked to price and volume developments for
publication paper and the costs of key input
factors such as energy and fibre. Currency
and developments in  the

broader economic climate remain the largest

movements

uncertainties influencing all of the above. The
business risk of the group is amplified by its

high financial leverage.

Norske Skog's operations are predominantly
production of publication paper in Eurcpe and
Australasia. Exposure to both newsprint and
magazine paper grades give some product
diversification. Business segments located
on opposite sides of the world provide great
geographical The growth

initiatives launched last year will gradually

diversification

diversify the group beyond publication paper.

Norske Skog is not vertically integrated and
has to source input factors from third parties.
The supply of these input factors is largely
coverad by long term contracts which reduce
cost fluctuations.

Financial risk management includes currency
and liquidity planning. Balance sheet volatility
is mitigated by natural hedging, currency
matching of debt and assets. Naorske Skog has
issued bonds denominated in EUR and USD,
replicating cash flows from the EUR based
European market and USD based exports
The interest rates (coupans) on these bonds
are fixed, providing predictability. Liguidity
is ensured by sufficient cash balances, open
credit lines linked to accounts receivables
(AR) facilities at all
financing agreement. Norske Skog carries out

times and the new

continuous efforts to ensure that it obtains the
most competitive funding to the group, among
other through obtaining the best possible
current asset financing such as existing

ANNUAL REPORT 2015

receivables financing.

Norske Skog performs credit evaluations of
counterparties. The group’s general insurance
is managed centrally through a well-established

Insurance program.

Risk factars are further discussed in Notes 8
and 24 inthe consolidated financial statements,

Corporate governance is described in a

separate section of the annual report

ENVIRONMENT
Norske Skog sets environmental targets for
each individual production unit, with clear

procedures for performance reporting.
The group’s annual report is prepared in
accordance  with  the Global Reporting

tnitiative (GRID. In 2003, Norske Skog signed
the UN Global Compact treaty, for compliance
with the principles of human rights, employee
rights, the environment and anti-corruption
work. All of Norske Skog's business units
are certified in accordance with 1SO 14001
For turther details of Norske Skog's GRI and
UN Global Compact reporting, please see
Norske Skog's website, www.norskeskog.com/
responsibility

RESOURCES AND GREENHOUSE GAS
EMISSIONS

Use of recovered paper is an important part
of the groups energy and climate work.
Recovered paper requires less energy in
the production process than wood, thereby
reducing greenhouse gas emissions

Norske Skog prioritizes the procurement of
logs and wood chips from certified forestry.
The company’s procurement policy states
that all wood must come from sustainable
forests. All Norske Skog business units have
traceability certificates to document the origin
of wood

Norske Skeg has determined to reduce its
greenhouse gas emissions by 25% from
2006 to 2020. The reduction target includes
direct greenhouse gas emissions from paper
production, and indirect emissions from
purchased electricity and heat. The goal will
be achieved through a combination of energy
conservation and use of alternative energy

sources

OUTLOOK FOR 2016

The market balance for publication paper in
Europe is better in 2016 compared to last year,
reflecting effects from capacity closures in
the industry during 2015. This has led to high

46

operating rates and improved pricing across
all publication paper grades. The market
balance is continuing to improve with recent
anncuncements of capacity closures adding
to the benefits experienced from closures
last year. Reflecting closures and planned
cenversion projects out of publication paper
in the industry, European operating rates for
newsprint and LWC are expected to remain
above 80% in both 2016 and 2017, after taking
into account an expected secular decline
in demand. This gives momentum to the
paositive pricing environment. The European
SC market is gaining support from closures
in North America. The Asian export market
for newsprint, of Iincreasing importance
to Norske Skog due to a smaller domestic
market in Australasia, is encouraging with
prices improving. There has alsc been
announcements of capacity closures in Asia

Favourable energy costs for our European
mills and efficiency measures at all mills are
expected to reduce variable costs by 2-3% per
tonne in 2076, Fixed costs initiatives continue
at all mills, towards a run rate level of NOK 600
million per quarter by year end 2016 for the

group.

The growth initiatives announced last year will
start to contribute to gross operating earnings
this year, and is expected to reach full run-rate
contribution within a timeframe of 3-4 years.

Following the completion of the exchange
offer, equity and liquidity initiatives in spring
2018, debt has been reduced and extended,
operational cash balances improved and cash
interest payments reduced. This gives the
company runway to benefit frem a continued
cyclical uptick and enable further work to
restructure and consolidate the European
publication paper industry.

NORSKE SKOGINDUSTRIER ASA

(THE PARENT COMPANY)

The activities of Norske Skogindustriar ASA
consist mainly of corporate functions for other
entities in the group. Income of NOK 119 million
(NOK 121 million} is primarily intercompany
revenue from the services provided. There has
been significant downsizing at the corporate
headquarters during recent years. This is
reflected in the companys lower employee
benefit expenses and other operating
expenses of NOK -138 million (NOK -184

million)

NORSKE SKGG
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Financial items amounted to NOK -122 million
(-179 million). This item included a net gain of
4839 million from the deleveraging following
the refinancing completad in first quarter of
2015, The financial items also included net
interest costs of NOK -293 million (NOK -578
millien) and negative currency effects of NOK
-573 millien (NOK -803 million). Income taxes
is related to deferred tax assets, which has
been expensed during 2015

Net cash flow from operating activities in the
parent company was negative with NOK -811
millien (NOK -486 miflion). This amount was
very much impacted by financial payments
of NOK 447 million (NOK 624 million). The
amount was reduced following the refinancing
of the group in February 2015 when debt was
reduced following the exchange of notes
at parent level. At the end of 2015, Norske
Skogindustrier ASA had 52 employees, of
which 12 were women.

As a consequence cof the impairment
write-downs made as part of the year-
financial  statement

end conseclidated

closing process  announced  earlier  and
its impact on the financial statements of
Norske Skogindustrier, the Company's book
equity is negative and hence helow 50% of
the share capital In accordance with the
requirements of the Norwegian Public Limited
Liahility Companies Act section 3-5, the

board of directors will account for Norske

Skogindustrier ASA and the group's financial
position in the upcoming annual general
meeting in May 2016,

In a separate transaction at the end of March
2018, Norske Skogindustrier ASA issued 63
millien new shares to GSO and Cyrus at a
price of NOK 2.24 per share Total proceeds
amounted to NOK 142 millicn. The equity issue
enhanced the group's eqguity and liquidity
position. An equity repair offering will be
offered to existing shareholders following the
private placement.

In April 2018, the exchange offer to 2017
noteholders was successfully completed with
more than three quarters of holders voting
in favour. Given the large acceptance, the
offer was binding for all 2017 noteholders,
All the remaining 2017 notes, amounting to
EUR 218 million, were thus exchanged intc a
combination of new 2026 notes, perpetual
notes with maturity in 2115 and a right to
subscribe in cash for ordinary shares of the
company. The completion of the exchange
offer resulted in an immediate deleveraging
and reduced net interest bearing debt and
improved group equity by more than NOK
1 billion and reduced annual cash interest
payments by more than NOK 100 million
Various other liquidity initiatives
divestments of certain assets and a reduction

includes

in cash tied up in energy arrangements,

As described abave the board of directors
recognizes the challenging industry MNorske
Skag operates in and the remaining high
financial leverage in MNorske Skogindustrier
ASA and the exposures to the groups
varieus risks that could impact the financial
performance, liquidity and equity in the
parent company. The risk factors described
for the group are also relevant for the parent
company. Furthermore, in its capacity as the
ultimate parent company of the group, Norske
Skagindustrier ASA is also exposed to the
risks of funding from the cash generating
operations being available for the parent
company when reguired by way of intragroup
loans or other capital transactions such as
dividends. The business risk of the company
is impact by its high financial leverage which
is exposed too currency developments in EUR
and USD against NOK

LOSS ALLOCATION
The net
Skogindustrier ASA (the parent company)
in 2015 was NOK -1 482 million (NOK -886
millian) which has been allocated in its entirety

loss for the vyear for Norske

to other paid-in equity. Distributable equity in
Norske Skogindustrier ASA amounted to NOK
O milliort at 31 December 20715

SK@YEN 28 APRIL 2016 - THE BOARD OF DIRECTORS OF NORSKE SKOGINDUSTRIER ASA
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CONSOLIDATED INCOME STATEMENT

NOX MILLION

Operating revenue
Distribution costs
Eogg of mé{@ﬂﬂ.‘g ........................
Change in inventories

Employee benefit expenses

Other operating expenses

Gross operating earnings

bepréciarion ’

éestr;mtuﬂ"ng expenses

Other gains and losses

Impairments

Operating earnings

Financlal income

Financial expenses

Net unrealised/realised gains/losses on foreign currency
Profit/loss before income taxes

Income taxes

Profit/less attributable to:
Owners of the parent
Non-controlling interests

Basic/diluted earnings per share (NOK)

NOTE

iz
14

20
16

21
22

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

NOX MILLION

Profit/loss

Other comprehensive income

Items that may be reclassified subsequently to profit or loss
Currency translation differences

.%ax e)%pens.e on.a'ans\.atior‘;"aiffer.ence.s

Hedge of net investment in foreign operations

Tax expense on net investment hedge

Reclassified translation differences upon divestment of foreign operations

Reclassified hedging gain/loss on net investment upon divestment of foreign operations

Qther items
Total
Items that will not be reclassified subsequently to profit or loss
Remeasurements of post employment benefit obligations

Tax effect on remeasurements of post employment benefit obligations
Total

Other comprehensive income

Comprehensive income

Comprehensive income attributable to:
Owners of the parent

Non-controlling interests
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2015

-1 526

304
-280
-108

95

i1

-684
-630
-1291
-213
-1 504

-1 504

-7.92

2014

-1504

647
182
-151
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CONSOLIDATED BALANCE SHEET

NOK MILLION NOTE 31.12.2015 31.12.2014
Assets
Deferred tax asset 17 0 598
Intangible assets 4 87 az
Property, plant and equipment 3.4 8585 9 180
...mve..stme..‘;.ts ‘n.gggég‘ate&"wm.bamé; .......... - 19... 372 429
Other non-current assets 10 426 387
Total non-current assets 9 473 10686
tnventories 3,18 1253 1334
Trade and other receivables i0 1357 1209
..Cas...}.]..anc.é..cash..équi.\./.a‘ené ........... - 8 53.(5 ............ 710
Other current assets i8 40 32
Total current assets 3187 3291
Total assets i2 660 13977
Shareholders’ equity and liabilities
Paid-in equity 12 302 12 302
Retained earnings and other reserves 22 -12 532 11017
Non-controlling interests 21 ¢} ¢}
Total equity ~229 1285
Pension abligations i3 276 820
Deferred tax iabilty 17 610 415
Interest-bearing nen-current liabilities 611 7453 6 592
QOther nen-current liabilities i8 631 692
Total non-current Habilities 8 970 8 519
Interest-bearing current liabilities i1 1678 1679
Tra(;le amﬁ. othé"r payables" ’ ’ 18". 1 921 . 2 172
Tax payable 17 15 13
QOther current liabilities i8 308 309
Total current liabilities 3 920 4173
Total liabilities i2 889 12 692
Total equity and liabilities 2860 13 877

SK@YEN 28 APRIL 2016 - THE BOARD OF DIRECTORS OF NORSKE SKOGINDUSTRIER ASA

/’UKT‘
Jon-Aksel Torgersen

Chair

[

s
K

b de

Board memper

Nils Ingemund Hoff

Board member

QMQM‘MSM

A -
Ceciheﬂdonassen Joanne Owen Paul Kristiansen

Board memBber Board member

S Omledlidl

Sven Ombudstvedt

Board member

Bvecn Ereb U,
Svein Erik Veie

8oard member President and CEO
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CONSOLIDATED STATEMENT OF CASH FLOWS

NOK MILLION

Cash flow from operating activities

Cash generated from operations

Cash Qsed in operatio.ns .

Cash flow from currency hedges and financial items
Interest payments received

Interest payments made

Taxes paid

Net cash flow from operating activities ¥

Cash flow from investing activities

Purchases of property, plant and equipment and intangible assets
Sales of property, plant and equipment and intangible assets
Dividend received

;urch.ase o%sha;es in.com.;;anies. andmothe;ﬁnan"ma\ ;;.c;iyme.nts
Sales of shares in companies and other financial payments

Net cash flow from investing activities

Cash flow from financing activities
New loans raised

Repa;meng.s of loans
Purchase/sale of treasury shares

Net cash flow from financing activities
Foreign currency effects on cash and cash equivalents
Total change in cash and cash equivalents

Cash and cash equivalents 1 January

Cash and cash equivalents 31 December

Y Reconciliation of net cash flow from operating activities
Profit/loss before income taxes

Deprééiaﬂon and \mp.c;\rments

Share of profit in associated companies

Gains and losses from divestment of
business activities and property, plant and eguipment

Taxes paid

Change in trade and other receivables

éhange in inven;omes " "

Change in trade and other payables

Change in restructuring provision

F\nan;al items \;r;/"\th no cash \mp"cii.ct

Gains and losses on commedity contracts and embedded derivatives
Value change biological assets

Disposal and repurchasing of renewable energy certificates

Qther

Net cash flow from operating activities
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NOTE 2015

11224
-11 108

34 -180

2 614
-1853

760

-1 005
4 767
12 43

i6 102
-50
-313
N o ..
-152

16 -2
i6 6

NORSKE SKGG

2014

12 562
1573
99
18
661
42
L

562

-1 209
-840
86
-306

1015
710

-1201

-149
610
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CONSOLIDATED STATEMENT OF CHANGES IN GROUP EQUITY

NOK MILLION

Equity 1 January 2014
Profit/loss

Other comprehensive income
Equity 31 December 2014

Profit/loss

Other comprehensive income

Equity 31 December 2015

PAID-IN
EQUITY

RETAINED

HEDGE

EARNINGS ACCOUNTING

-10 2085
-1 504

-11 708
-1 526

-13 234

ANNUAL REPORT 2015

-1¢0

-141
-331
-108
-439

54

OTHER NO

TOTAL
BEFORE
N-CON-

EQUITY TROLLING
RESERVES INTERESTS

269

755
1023

120
1142

NORSKE SKOG

NON-CON-
TROLLING
INTERESTS

o 00 00 OO0

TOTAL
EQUITY

2178
-1 504

614
1285

<1526

iz
-229
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NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

1 GENERAL INFORMATION

Norske Skogindustrier ASA (“the company™ and its subsidiaries
(together “the group”) manufacture, distribute and sell publication
paper. This includes newsprint and magazine paper. The group has
eight fully and partly owned mills in six countries

Neorske Skagindustrier ASA is incorperated in Norway and has its
head office at Skayen outside of Oslo. The company is listed on the
Oslo Stock Exchange. The consolidated financial statements were
authorised for issue by the board of directors in Neorske Skogindustrier
ASA on 28 April 2016.

The consolidated financial statements are prepared and presented in
accordance with International Financial Reporting Standards (IFRS)
They have been prepared under the assumption of going concern
With respect to the material uncertainties assessed in that connection,
please refer to Note 8, subsection Going concern and liquidity, The

annual financial statements are presented in English only.

All amourts are presented in NOK million unless otherwise stated.
There may be some small differences in the summation of columns and
rows due to rounding.

The table below shows the average un-weighted monthly foreign
exchange rates applied in the income statement (2015 and 2014) and
the closing exchange rates (31 December 2015 and 31 December 2014)
applied in the balance sheet for the most important currencies for the
Neorske Skog group.

Income statement Balance sheet

2015 2014 31122015 31.12.2014
“AUD .06 568 645 T 609
EUR 894 836 9.62 904
cBP 1037 1027 1307 1157
NZD 583 500 604 583
5.30 743

usb 8.06 881

Change in accounting classification of financed amount from
securitisation arrangements

Norske Skeg's has made a smaller change in accounting classification
of the financed amounts from securitisation arrangements in Norway,
France and Australia with effect from fourth guarter 2015, Comparative
figures for 2014 have been updated. The change in accounting
classification implementation effects is further described in Note 11

ANNUAL REPORT 2015

2. ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of the
consolidated financial statements of Norske Skogindustrier ASA are set
out below. The policies have been consistently applied to all periods
presented, unless otherwise stated

The consclidated financial statements are presented in accordance with
International Financial Reporting Standards (IFRS) and interpretations
from the IFRS Interpretations Committee (IFRIC), as adopted by the
European Union (EU). They have been prepared under the historical
cost convention, as modified by the revaluation of biological assets,
available-for-sale financial assets and financial assets at fair value
through profit or loss.

CONSOLIDATION

a) Basis of consolidation

Theconsolidatedfinancial statements comprise the financial statements

of the Norske Skog group and its subsidiaries as at 31 December 2015

Control is achieved when the Norske Skog group is exposed, or has

rights, to variable returns from its involvement with the investee and has

the ahility to affect those returns through its power over the investee

Specifically, the Norske Skog group controls an investee if. and only if,

the Norske Skog group has:

« Power over the investee (e, existing rights that give it the current
ability to direct the relevant activities of the investee)

« Exposure, or rights, to variable returns from its involvement with the

investee

The ability to use its power over the investee to affect its returns

Generally, there is a presumption that a majority of voting rights results

in control. Te support this presumption and when the group has less

than a majority of the voting or similar rights of an investee, the Norske

Skog group considers all relevant facts and circumstances in assessing

whether it has power over an investee, including:

» The contractual arrangement(s) with the other vote holders of the
investee

« Rights arising from other contractual arrangements

« The Norske Skog group's voting rights and potential voting rights

The Norske Skag group re-assesses whether or not it controls an
investee if facts and circumstances indicate that there are changes
to one or more of the three elements of control. Consolidation of a
subsidiary begins when the Norske Skog group obtains control over the
subsidiary and ceases when the group loses control of the subsidiary.
Assets, liabilities, income and expenses of a subsidiary acquired or
disposed of during the year are included in the consolidated financial
statements from the date the group gains centrol until the date the
group ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income
are attributed to the equity holders of the parent of the Norske Skog
group and to the non-controlling interests, even if this results in the

56 NORSKE 8K0GG
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nen-controlling interests having a deficit balance. When necessary,
adjustments are made to the financial statements of subsidiaries to
bring their accounting policies into line with the group's accounting
policies. All intra-group assets and liabilities, equity, income, expenses
and cash flows relating to transactions between members of the group
are eliminated in full on conselidation

b) Asscciates

Associates are all entities over which the group exercises significant
influence but not control, generally accompanying a shareholding
of 20% to 50% of the voting rights. Investments in associates are
accountad for using the equity method of accounting. The investment
is initially recognised at cost, and the carrying amount is increased or
decreased to recognise the investor's share of the profit or loss of the
investee after the date of acquisition.

The group’s share of post-acquisition profit or loss is recognised in
the income statement as Share of profit in associated companies
and is assigned to the carrying value of the investment, together with
the group’s share of cther comprehensive income in the associated
company. When the group's share of losses in an associate equals or
exceeds its interest in the associate, including any other unsecured
receivables, the group does not recognise further losses, unless it has
incurred obligations or made payments on behalf of the associate.

Protits and losses resulting from transactions between the group and
its associates are recognised in the consolidated financial statements

only to the extent of unrelated investors’ interests in the associates

At each reporting date, the group determines whether there is any
objective evidence that the investment in the associate is impaired
If this is the case, the group calculates the amount of impairment as
the difference between the recoverable amount of the associate and
its carrying value, and recognises the amount as Share of profit in
associated companies,

Dilution gains and losses arising in investments in associates are
recognised in the income statement. If the ownership interest in
an associate is reduced but significant influence is retained, only a
proportionate share of the amounts previously recognised in other
cemprehensive income is reclassified to profit or loss where appropriate.

SEGMENT REPORTING

Reportable segments

The activities in the group are divided into two operating segments:
publication paper Europe and publication paper Australasia. The
segment structure is in line with the group's operating model
implemented in 2014. T he cperating segments are reported in a manner
consistent with the internal reporting provided to the chief operating
decision maker. The chief operating decision maker, who is responsible
for allocating resources, making strategic decisions and assessing
performance of the group’s mills, has been identified as corporate
management. The mills have a direct reperting line to corporate
management.

Activities that are not part of the operating segments are included in
other activities. During 2015 green energy, including Nature's Flame, has
been included in other activities. Nature's Flame is a New Zealand based
wood pellets producer, acquired in June 2015,

ANNUAL REPORT 2315

Accounting policies applied in the segment reporting

Recognition, measurement and classification applied in the segment
reporting are consistent with the accounting principles applied for the
consolidated income statement and balance sheet. The option in IFRS
8 allowing different accounting policies to be applied in the segment
reporting and group reporting is, for transparency reasons, not applied
in Norske Skog.

Performance measurement

The group assesses the performance of the operating segments based
on a measure of gross operating earnings. These items exclude the
effects of expenditure not deemed to be part of the regular cperating
activities of the segment, such as restructuring expenses, impairments,
gains and losses from sales of non-current assets and changes in fair
value of certain energy contracts, embedded derivatives in energy

contracts and biological assets

Intercompany transactions

The revenue reported per operating segment includes both sales to
external parties and sales to cther segments, Intra-segment sales
are eliminated in the consolidated financial statements. All sales
transactions between operating segments are carried out at arm's
length prices as it sold or transferred to independent third parties.

FOREIGN CURRENCY TRANSLATION

a) Functional and presentaticnal currency

ltems included in the financial statements of each of the group's entities
are measured using the currency of the primary economic location in
which the entity operates (the “functional currency™). The consalidated
financial statements are presented in NOK, which is both the functicnal
and presentational currency of the parent company.

b) Transactions and balances

Foreign currency transactions are translated into the entity's
functional currency using the exchange rate prevailing on the date of
the transaction. Foreign exchange gains or losses resulting from the
settlement of such transactions and from the translation of monetary
assets and liabilities denominated in foreign currencies at year-end
exchange rates are recognised in the income statement. Gains and
losses subject to hedge accounting and relating to currency positions
qualifying as net investment hedges and which are hedge accounted,

are booked as part of comprehensive income.

Exchange differences arising from the settlement of accounts
receivable/payable and unrealised gains/losses on the same positions
are recognised in Operating revenue/Cost of materials respectively.
Exchange differences arising from the settlement of other items are
recognised within Financial inceme/Financial expenses.

Foreign exchange gains and losses that relate to borrowings and cash
and cash equivalents are presented in the income statement within

Financial income/Financial expenses.

¢) Group companies

The results and financial position of all group entities which have a

functional currency different from the presentational currency are

translated into the presentational currency as follows

i, Assets and liabilities for each balance sheet presented are
translated at the closing rate at the date of that balance sheet,

ii. Income and expenses for each income statement are translated at
average exchange rates,

ili. All resulting exchange differences are booked ta comprehensive
income and presented in other equity reserves.
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On consolidation, exchange differences arising from the translation
of the net investment in foreign entities, and of borrowings and other
currency instruments designated as hedges of such investments,
are booked as part of comprehensive income and presented in other
equity reserves. When a foreign operation is fully or partially sold, such
exchange differences are backed out of comprehensive income and
recognised in the income statement line Other gains and losses as part
of the gain or loss on sale.

PROPERTY, PLANT AND EQUIPMENT

Land and buildings comprise mainly mills, machinery and office
premises. All property, plant and equipment (PPE) is shown at historical
cost less subsequent depreciation and impairments. Historical cost
includes expenditure directly attributable to the acquisition of the
items. The residual value of production equipment is defined as the
realisable value after deduction of the estimated cost of dismantling
and removal of the asset. If the estimated cost exceeds the estimated
value, the net liability is added to the cost of the related asset, and a

provision is recegnised as a liability in the balance sheet

Borrowing costs, which are directly related to qualifying assets, are

recognised as part of the acquisition cost for the qualifying asset

Subseqguent costs are included in the assets carrying amount or
recognised as a separate asset, as appropriate, only when it is probable
that future economic benefits associated with the item will flow to the
group and the cost of the item can be measured reliably. The carrying
amount of the replaced part is derecognised. All other repair and
mairtenance costs are charged to the income statement during the
financial pericd in which they are incurred.

Landis not depreciated. Depreciation onother assets is calculated using
the straight-line method to allocate their cost or revalued amounts to
their residual values over their estimated useful lives

The residual value and useful life of property, plant and equipment
are reviewed and adjusted. Impairment test of property, plant and
equipment are performed annually or more frequently if indicators of
impairment are identified. An asset’s carrying amount is written down
immediately to its recoverable amount if the asset's carrying amount is
greater than its estimated recoverable amount.

Gains and losses on disposals are determined by comparing the
proceeds with the carrving amount, and included in the income
statement line Other gains and losses.

BIOLOGICAL ASSETS

Biological assets are measured upen initial recognition and at the end
of each reporting period at fair value less estimated point-of-sale costs,
unless fair value cannot be reliably measured. A gain or loss arising on
initial recegnition, and from changes in fair value during a period, is
reported in net profit or loss for the period in which it arises. When fair
value cannot be reliably estimated, the asset is measured at cost less
any accumulated depreciation and any accumulated impairment losses.

INTANGIBLE ASSETS

a) Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair
value of the group's share of the net identifiable assets of the acquired
subsidiary at the date of acquisition. Geodwil on acguisitions of
subsidiaries is included in intangible assets. Goodwill is tested annually
for impairment and carried at cost less accumulated impairment losses

Impairment losses on goodwill are not reversed.

ANNUAL REPORT 2015

Goodwill is allocated to cash-generating units for the purpose of
impairment testing. The allocation is made to those cash-generating
units or groups of cash-generating units that are expected to benefit

fram the business combination in which the goodwill arose.

b) Patents and licenses

Patents and licenses have a finite useful life and are recognised
at historical cost less accumulated amortisation. Amortisation s
calculated using the straight-line method to allocate the cost of patents
and licences over their estimated useful lives

¢) Computer software

Acquired computer software licences are capitalised on the basis of
the costs incurred to acquire the specific saftware and bring it into use,
and amortised over thelr estimated useful lives. Costs associated with
maintaining computer software are recognised as an expense as they
are incurred. Costs which are directly associated with the development
of identifiable and unigue software products controlled by the group,
and which are likely to generate economic benefits exceading the costs
bevond one vear, are recognised as intangible assets. Direct costs
include the costs of software development persennel and an appropriate
portion of relevant overheads. Computer software development costs
recegnised as assets are amortised over their estimated useful lives.

IMPAIRMENT OF NON-FINANCIAL ASSETS

Intangible assets, which have an indefinite useful life, for example
goodwill, are not subject to amortisation, but are tested annually for
impairment. Assets that are subject to amortisation are tested for
impairment whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. An impairment loss
is recognised for the amount by which the asset's carrying amount
exceeds its recoverable amount. The recoverable amount is the higher
of an asset's fair value less costs to sell and its value in use. For the
purpose of assessing impairment, assets are grouped at the lowest level
for which cash flows are separately identitiable (cash-generating units).
At each balance sheet date, the possibility of reversing impairment
losses in priar periods is evaluated (except for goadwill).

NON-CURRENT ASSETS (OR DISPOSAL GROUPS) HELD FOR SALE
Non-currant assets (or disposal groups) are classified as assets held for
sale when their carrying amount is to be recovered principally through
a sale transaction and a sale is considered highly probable. They are
stated at the lower of carrying amount and fair value less costs to self

FINANCIAL ASSETS

The group classifies its financial assets in the following categories at
fair value through profit or loss, loans and receivables, and available for
sale. This classification depends on the purpese for which the financial
assets were acquired. Management determines the classification of its
financial assets at initial recognition and re-evaluates this designation

at every reporting date.

a) Financial assets at fair value through profit or loss

This category has two sub-categories: financial assets held for trading,
and thase designated at fair value through profit or loss at inception. A
financial asset is classified in this category if it was acquired principally
for the purpose of short-term sale or if so designated by management.
Derivatives are also categorised as held for trading unless designated
as hedges. Assets in this category are classified as current assets if
they either are held for trading or are expected to be realised within 12
months of the balance sheet date

NORSKE SKGG
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Non-financial commodity contracts where the relevant commodity is
readily convertible to cash, and where the contracts are not for own
use, fall within the scope of IAS 39 Financial Instruments — recagnition
and measurement. Such contracts are treated as derivatives in
accordance with IAS 39. Norske Skog has a long-term energy contract
in New Zealand that is treated as a derivative and measured at falr
value through profit or loss. Embedded derivatives are separated from
the host contract and accounted for as a derivative if the econamic
characteristics are not closely related to the economic characteristics
and risk of the host contract. See Notes 7. 8 and 9 for more infermation
Commodity contracts within the scope of IAS 39 are classified as
current assets, unless they are expected to be realised more than 12
months after the balance sheet date. In that case, they are classified as
nen-current assets.

b) Loans and receivables

Leans and receivables are non-derivative financial assets with fixed
or determinable payments, which are not quoted in an active market.
Loans and receivables maturing less than 12 months after the balance
sheet date are classified as currert assets and presented as Trade and
other receivables or Cash and cash equivalents in the balance sheet.
Items maturing later than 12 months after the balance sheet date are
presented within Other non-current assets.

¢) Available-for-sale financial assets

Avallable-for-sale financial assets are non-derivatives, which are either
designated inthis category ornot classified inany ofthe other categories.
They are included in non-current assets unless management intends to
dispose of the investment within 12 months of the balance sheet date.

DERIVATIVES AND HEDGING

Derivatives are initialy recognised at fair value on the date a derivative

contract is entered into and are subsequently remeasured at their fair

value. The method of recognising the resulting gain or loss depends on

whether the derivative is designated as a hedging instrument, and if so,

the nature of the item being hedged. The group designates derivatives

as elther

a) Hedging of a net investment in a foreign cperation (net investment
hedge),

b) Derivatives at fair value through profit or loss

Upon inception of a transaction, the group documents the relationship
between the hedging instruments and the hedged items, as well as
its risk management objectives and strategy for undertaking various
hedging transactions. The group also documents its assessment of
whether the derivatives that are used are highly effective in offsetting
changes infair values or cash flows of hedged items. This assessmentis
documented both at hedge inception and on an engoing basis through
the hedging period.

Accounting for derivatives follows the intentions underlying the
associated contract. At the time a contract is entered inte, it Is defined
as either a hedging or a trading contract.

a) Net investment hedge

Gains and losses on the hedging instrument relating to the effective
portion of the hedge are recognised directly in other comprehensive
income. The gain or loss relating to the ineffective portion is recognised
immediately in the income statement within financial items. Gains and
losses accumulated in equity are included in the income statement
when the foreign operation is disposed of ar sold.

ANNUAL REPORT 2015

b) Derivatives at fair value through profit or {oss
Certain derivative instruments do not qualify for hedge accounting.
Changes in the fair value of any of these derivative instruments are

recognised in the income statement

The tair value of quoted investments is based on the current market
price. If the market for a financial asset is not active, the group applies
valuation technigquesto establish the fair value. These include the use of
recent arm's length transactions, reference to other instruments which
are substantially the same, and discounted cash flow analyses defined
to reflect the issuers specific circumstances. Fair value includes the
impact of credit risk and the adjustment for credit risk is dependent
on whether the derivative is in the money (asset) or out of the money
(liability). Credit value adjustment is applied to assets positions based
on credit risk associated with the counter-party. Debit value adjustment
is (from 2015) applied to liability positions, based on Norske Skog's own
credit risk.

SHARES, BONDS, CERTIFICATES, BILLS, ETC.

Shares, bands and certificates classified as financial assets at fair value
through profit or loss are valued at market value, with changes in fair
value recognised in the income statement

CASH AND CASH EQUIVALENTS

Cash andt cash equivalents include cash in hand, deposits held at call
with banks and other short-term, highly liquid investments with original
maturities of three months or less. Drawn bank overdrafts are shown as
Interest-bearing current liabilities in the balance sheet.

INVENTORY

Inventories are stated at the lower of cost and net realisable value, Cost
is determined using the first-in, first-out (FIFO) method, or average
purchase price. The cost of finished goods and work in progress
comprises raw materials, direct labour, other direct costs and related
production overheads (based on normal operating capacity). [t excludes
barrowing costs. Net realisable value is the estimated selling price inthe
ordinary course of business, less applicable variable selling expenses

TRADE RECEIVABLES

Trade receivables are amounts due from customers for merchandise
sold or services performed in the ordinary course of business. Trade
receivables are initially recognised at fair value and subsequently
measured at amortised cost using the effective interest methad,
less provision for impairment. A provision for impairment of trade
receivables Is established when objective evidence exists that the
group will be unable to collect the entire amount due inaccordance with
the original terms of each receivable. Significant financial difficulties of
the debtor, probability that the debtor will enter bankruptey, and default
or delinquency in payments are considered indicators that the trade
receivable is impaired. The amount of the provision is the difference
betweenthe asset’s carrying amount and the present value of estimated
future cash flows, discounted at the effective interest rate

TRADE PAYABLES

Trade payables are obligations to pay for goods or services that have
been acquired in the ordinary course of business from suppliers.
Trade payables are recognised initially at fair value and subsequently
measured at amortised cost using the effective interest method.
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BORROWINGS

Borrowings are recognised initially at fair value, net of transaction costs
incurred. Borrowings are subsequently carried at amortised cost. Any
difference between proceeds (net of transaction costs) and redemption
value is recognised in the income statement over the period of the
barrowing, using the effective interest method.

Fees paid cn the establishment of loan facilities are recognised as
transaction costs of the loan to the extent that it is probable that some
or all of the facility will be drawn down. In this case, the fee is deferred
uniil the drawdown occurs, To the extent there is no evidence that it is
probable that some or all of the facility will be drawn down, the fee is
capitalised as a prepayment for liquidity services and amortised over
the period of the facility to which it relates.

Borrowings are classified as current liabilities, unless the group has
an unconditional right to defer settlement of the liability for at least 12
months after the balance sheet date. Interest costs are recognised in
profit or loss in the period in which they are incurred

BOND LOANS

The value of bond loans in the balance sheet is reduced by holdings
of Norske Skog bonds. Amounts above or below amortised costs upon
buy-back are recognised in the income statement in the same period

the buy-back occurs.

DERECOGNITION

Afinancial liability is derecognised when the obligation under the liability
is discharged or cancelled or expires. When an existing financial liability
is replaced by another from the same lender an substantially different
terms, or the terms of an existing liability are substantially modified,
such an exchange or modification is treated as the derecognition of the
original liability and the recognition of a new liability. The difference in

the respective carrying amounts is recognised in the income statement

CURRENT AND DEFERRED INCOME TAX

The group’s income tax expense includes current tax based on taxable
profit in group companies, change of deferred income taxes for the
financial pericd and adjustments to previous periods. Tax is recognised
in the income statement, except to the extant that it relates to items
recognised in other comprehensive inceme or directly in eguity. In
this case, the tax is also recognised in other comprehensive income or
directly in equity, respectively

The tax charge is calculated on the basis of the tax laws enacted or
substantively enacted at the balance sheet date in the countries where
the companys subsidiaries and asscciates operate and generate
taxable income.

Deferred tax is provided in full, using the liability metheod, on temporary
differences arising between the carrying amount of assets and liabilities
in the consolidated financial statements and their tax bases

Deferred tax assets are recognised to the extent that it is probable
that future taxable profit will be available against which the deductible
temporary differences and unused tax losses can be utilised. Deferred
tax assets are offset against deferred tax liabilities when the deferred
tax assets and labilities relate to income taxes levied by the same
taxation authority and there is a legally enforceable right to set-off
current tax assets against current deferred tax liabilities.

ANNUAL REPORT 2015

PENSION OBLIGATIONS, BONUS ARRANGEMENTS AND OTHER
EMPLOYEE BENEFITS

a) Pension obligations

Group companies operate various pension schemes. These are generally
funded through payments to insurance companies, as determined by
periodic actuarial calculations. The group has both defined benefit and

defined contribution plans.

A defined benefit plan is one which defines 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 compensation.

The liability recognised in the balance sheet in respect of defined
benefit pension plans is the present value of the defined benefit
obligation at the balance sheet date less the fair value of plan assets.
The defined benefit obligation is calculated annually by independent
actuaries using the projected unit credit method. The present value
of the defined benefit obligation is determined by discounting the
estimated future cash outflows using interest rates of high quality
corporate bonds which are denominated in the currency in which the
benefits will be paid, and which have terms to maturity approximating to
the terms of the related pension liability, or alternatively a government
bond interest rate if such bonds do not exist.

Actuarial gains and losses arising from experience adjustments and
changes in actuarial assumptions are charged or credited to equity in
other comprehensive income in the period in which they arise. Past-
service costs are recognised immediately in income

A defined contribution plan is a pension plan under which the group
pays fixed contributions into a separate entity. These contributions are
made to publicly- or privately-administered pension insurance plans
on a mandatory, contractual or voluntary basis. The group has no
further payment obligations once the contributions have been made
These contributions are recognised as an emplayee benefit expense
in the period the contribution is related to. Prepaid contributions are
recognised as an asset to the extent that a cash refund or a reduction
in the future payments is available.

b) Share-based remuneration

A long-term incentive plan was launched in 2014, The plan targets a
positive share price development over a three-year period from 2014
to 2017 and allows the board to grant synthetic share opticons to the
corporate management and other key employees, including managing
directors of the Norwegian business units. During the vesting peried,
the liability recognised at each reporting date is the IFRS 2 fair value of
the award at that date multiplied by the expired portion of the vesting
period. See also Note 12,

c) Bonus arrangements
The group accrues for bonus arrangements when there exists a
contractual obligation, or past practice has created a constructive

obligation.
PROVISIONS
Provisions for environmental restoration, dismantling costs,

restructuring activities and legal claims are recognised when the group
has a present legal or constructive obligation as a result of past events,
an outflow of resources is more likely than not to be required to settle

the obligation and the amount can be reliably estimated.
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Restructuring provisions comprise mainly employee termination
payments. Restructuring costs are costs which are not related to the
ongoing operations. This includes for example severance (redundancy)
paymenis, early retirement or other arrangements for employees
leaving the company, external costs relating to coaching, counselling
and assistance finding new jobs, or external costs to lawyers and legal
advisors in relation to the de-manning process, and lease termination
penalties. Provisions are not recognised for future operating losses.

Salary which is earned while the employee contributes to the ongoing
operations is not classified as restructuring costs. This includes for
example salary in the notice period when the employee is working
during the notice period, or bonuses eamned whilst the employee
centributes to the nermal operations. These are hooked as normal
employee benefit expenses. Costs for projects related to improvements
are generally ordinary operating costs

Where a number of similar obligations exist, the likelihcod that an
outflow will be required in settlement is determined by considering the
class of obligations as a whole. A provision is recognised even if the
likelincod of an outflow with respect t¢ any one item included in the

same class of obligations may be small.

Provisions are measured at the present value of the best estimate of
the expenditure required to settle the present obligation using a pre-
tax rate that reflects current market assessments of the time value
of money and the risks specific to the obligation. The increase in the

provision due to passage of time is recognised within financial items

REVENUE RECOGNITION

Revenue is measured at the fair value of the consideration received or
receivable for the sale of goods and services in the crdinary course of
the group’s activities. Revenue is shown net of value added tax, returns,
rebates and discounts and after eliminating sales within the group. The
group's revenue consists almost exclusively of the sale of goods, and
the principle for recognition of revenue is the same for newsprint and

magazine paper.

Revenue is recognised when the significant risks and rewards of
ownership of the goods have been transferred to the buyer This will
depend upon the buyer's delivery terms and will be in the range from
the tinalisation of the production to delivery of the goods to the buyer,

The group’s terms of delivery are based on Incoterms 2010, which are
the official rules for the interpretation of trade terms issued by the
Inmternational Chamber of Commerce. The timing of revenue recagnition
is largely dependent on these delivery terms. The group’s sales are
covered by the following main categeries of terms:

« “‘D"terms, where the group delivers the goods to the purchaser at the
agreed destination, usually the purchasers premises. The point of
sale is when the goods are delivered to the purchaser If the customer
is inveiced before delivery of the goods purchased, revenue is only
recognised if the customer has taken over a significant part of the
galn and loss potential related to those goads,

“C" terms, where the group arranges and pays for the external
transport of the goods, but the group no longer bears any
responsibility for the goods once they have bean handed over to the
transporter in accordance with the terms of the contract. The point of
sale is when the goods are handed overto the transporter contracted
by the seller,

ANNUAL REFORT 2015

+ “F"terms, where the purchaser arranges and pays for the transport.
The point of sale iswhen the goods are handed overto the transporter
contracted by the purchaser.

DIVIDEND INCOME
Dividend income is recognised when the right 1o receive payment is
established

INTEREST INCOME

Interest income is recognised using the effective interest method. This
is the interest rate that gives a net present value of the cash flow from
the loan that is equal to its carrying value.

LEASES

{ eases in which the lessor retains substantially all the risks and rewards
of ownership are classified as operating leases. Payments made under
operating leases are charged to the income statement on a straight-line
basis over the period of the lease.

Leases relating to property and equipment where the group has
substantially all the risks and rewards of ownership are classified as
finance leases. Finance leases are recognised in the balance sheet to
the lower of the fair value of the lease property and the present value
of the minimum lease payments. Lease paymernts are apportioned
between finance charge and reduction of the outstanding lability,
giving a constant periodic rate of interest en the remaining balance of
the liability. The leased property is depreciated according to the same
principles applied for other non-current assets. The corresponding
rental obligation, net of finance charges, is included in other long-term
payables, If the leasing period is shorter than the useful life of the asset
and it is unlikely that the group will purchase the asset at the end of the
leasing period, the asset is depreciated over the leasing period.

GOVERNMENT GRANTS

Government grants (except for emission rights, described below) are
recognised as income over the period necessary to match the grants
on a systematic basis to the costs that they are intended to compensate
for. Government grants in the form of compensation for losses which
have already been incurred, or in the form of direct financial suppert
which is not directly related to future costs, are recognised as income in

the same period as they are awarded

Government grants related to assets are presented in the balance sheet
as deferred income or as a reduction of the cost price of the assets the
grant relates to. The grant is then recognised in the income statement
either through future periodic income recognition or as a future

reduction in the depreciation charge

EMISSION RIGHTS

There is no accounting standard or interpretation in IFRS regarding
the accourding treatment for emission allowances or renewable energy
certificates. Received allowances are recognised in the balance sheet
as intangible assets at the market value on the date the rights are
granted. The difference between fair value and the nominal amount
paid for the rights is recognised in the balance as a government grant

(deferred income).

Emissions are recognised in the income statement as Cost of materials,
and thegovernment grant (deferred revenue) isrecognised concurrently
with emission costs at the carrying value of each certificate. Unused
credits (deferred income) and used allowances are netted against the
carrying amount of intangible asset recognised in the balance sheet,
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when the individual contracts for emission allowances fall due for
settlement.

If the received allowances are sufficient to cover the company's
emissions, there will be no net cost or net income in gross operating
earnings. if it is necessary to acguire additional allowances on the open
market, a provision is made based on actual emissions

If the number of allowances received exceeds actual consumption, the
surplus is sold in the market. The gain/loss from the sale is presented
as Other gains and losses.

NEW AND AMENDED INTERPRETATIONS AND STANDARDS
ADOPTED BY THE GROUP

The group applied for the first time certain standards and amendments,
which are effective for annual periods beginning on or after 1 January
2015. The group has not early adopted any other standard, interpretation
or amendment that has been issued but is not yet effective. The nature
and the effect of these changes are disclosed below. Although these
new standards and amendments applied for the first time in 2015, they
did not have a material impact on the annual consolidated financial
statements of the group. The nature and the impact of each new
standard or amendment is described below:

Amendments to IAS 19 Defined Benefit Plans: Employee
Contributions

IAS 19 requires an entity to consider contributions from employees
or third parties when accounting for defined benefit plans. Where the
contributions are linked to service, they sheould be attributed to periods
of service as a negative benefit. These amendments clarify that, if the
amount of the contributions is independent of the number of years
of service, an entity is permitted to recognise such cordributions
as a reduction in the service cast in the period in which the service
is rendered, instead of allocating the contributions to the periods of
service. This amendment is effective for annual periods beginning on
or after 1 July 2014, This amendment is not relevant to the Norske Skog
group, since none of the entities within the group has defined benefit
plans with centributions from employees or third parties.

Annual Improvements 2010-2012 Cycle

With the exception of the improvement relating to tFRS 2 Share-based
Payment applied to share-based payment transactions with a grant
date on or after 1 July 2014, all other improvements are sffective for
accounting periods beginning on or after 1 July 2014, The group has
applied these improvements for the first time in these consolidated
financial statements They include

IFRS 2 Share-based Payment

This improvement is applied prospectively and clarifies various issues
relating to the definitions of performance and service conditions that
are vesting conditions. The clarifications are consistent with how
the Norske Skog group has identified any performance and service
conditions that are vesting conditions in previous periods.

IFRS 8 Operating Segments

The amendments are applied retrospectively and clarify that:

An entity must disclose the judgements made by management in
applying the aggregation criteria in paragraph 12 of IFRS 8, including

a brief description of operating segments that have been aggregated
and the economic characteristics (e.g. sales and gross margins) used
to assess whether the segments are ‘similar’

The reconciliation of segment assets to total assets is only required

ANNUAL REFORT 2015

to be disclosed if the reconciliation is reported to the chief operating
decision maker, similar to the required disclosure for segment
liabilities

The Norske Skog group has applied the aggregation criteria in [FRS 812,
See further information with respect to application of the aggregation
criteriain Note 3. The group has presented the reconciliation of segment
assets to total assets in previous periods and continues to disclose the
same in Note 4 inthis period's financial statements as the reconciliation
is reported to the chief operating decision maker for the purpose of her
decision-making.

IAS 16 Property, Plant and Equipment and |AS 38 Intangible Assets
The amendment is applied retrospectively and clarifies in IAS 16 and
IAS 38 that the asset may be revalued by reference to observable
data by either adjusting the gross carrying amount of the asset to
market value or by determining the market value of the carrying value
and adjusting the gross carrying amount proportionately so that the
resulting carrying amount equals the market value. In addition, the
accumulated depreciation or amortisation is the difference between the
gross and carrying amounts of the asset. This amendment did not have
any impact to the Norske Skag group during the current period

|IAS 24 Related Party Disclosures

The amendmert is applied retrospectively and clarifies that a
management entity (an entity that provides key management perscnnel
services) is a related party subject to the related party disclosures. In
addition, an entity that uses a management entity is requirad to disclose
the expenses incurred for management services. This amendment
is not relevant for the Naorske Skog group, as it does not receive any
management services from other entities.

IFRS 3 Business Combinations

The amendment is applied prospectively and clarifies for the scope

exceptions within IFRS 3 that:

« Joint arrangements, not just joint ventures, are outside the scope of
IFRS 3

+ This scope exception applies only to the accounting in the financial
statements of the joint arrangement itself

The Norske Skog group is not a joint arrangemernt, and thus this

amendment is not relevant for the group and its subsidiaries.

IFRS 13 Fair Value Measurement

The amendment is applied prospectively and clarifies that the portfolic
exception in IFRS 13 can be applied not only to financial assets and
tinancial llabilities, but also to other contracts within the scope of IAS
39. The Norske Skog group does not apply the portfolio exception in
IFRS 13

NEW STANDARDS, INTERPRETATIONS AND AMENDMENTS TO
EXISTING STANDARDS NOT YET ADOPTED BY THE GROUP

A number of new standards and amendments to standards and
interpretations are effective for annual periods beginning after 1 January
2076. None of these has been early adopted in 2015, New standards and
amendments that are expected to have an impact on the consolidated
financial statements are listed below

IFRS @ Financial instruments

IFRS 9 replaces the existing guidance in IAS 38 Financial Instruments
Recognition and Measurement. IFRS 9 includes revised guidance on
the classification and measurement of financial instruments, including
a new expected credit loss model for calculating impairment on
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financial assets, and the new general hedge accounting requirements
IT also carries forward the guidance on recognition and derecognition
of financial instruments from 1AS 39. The standard is mandatory for
annual periods beginning 1 January 2018 or later. The group has not
fully assessed the impact of the adoption of IFRS 9 but at the current
stage, no material impacts have been identified

IFRS 15 Revenue from contracts with customers

IFRS 15 establishes a comprehensive framework for determining
whether, how much and when revenue is recognised. It replaces
existing revenue recognition guidance, including IAS 18 Revenue, I1AS
1 Construction Contracts and IFRIC 13 Customer loyalty programmes
The standard is mandatory for annual periods beginning 1January 2018
or later. A final analysis of the consequences of IFRS 15 has not yet heen
completed, but the initial assessment have not identified any material
impacts

IFRS 16 Leases

IFRS 16 Leases replaces existing IFRS leases requirements, 1AS 17
Leases, IFRS 16 sets out the principles for the recognition, measurement,
presentation and disclosure of leases for both parties t¢ a contract,
i.e. the customer (lessee”) and the supplier (lessor’). The new leases
standard requires lessees to recognise assets and liabilities for maost
leases, which is a significart change from current requirements.
For lessor, IFRS 16 substantially carries forward the accounting
requirements in 1AS 17 Accordingly, a lessor continues to classify its
leases as operating leases or finance leases, and to account for those
two types of leases differently. The group has not yet assessed the
implications on the consolidated financial statements.

There are no other (FRSs or IFRIC interpretations, not yet effective, that
are expected to have a material impact on the financial statements.

IMPORTANT ACCOUNTING ESTIMATES AND ASSUMPTIONS

The preparation of consolidated financial statements in conformity
with IFRS requires the use of accounting estimates and assumptions
for the future. It also requires management to exercise its judgment in
the process of applying the group's accounting policies. Estimates and
assumptions, which represent a significant risk of a material adjustment
in the carrying amount of assets and labllities during the coming
financial year, are discussed below.

a) Critical judgment in applying the group’s accounting policies

The preparation of consolidated financial statements in acceordance
with [FRS reqguires management to make judgments, estimates and
assumptions that affect the reported amounts of revenues, expenses,
assets and liabilities, and the disclosures of contingent liabilities, at
the end of the reporting period. Norske Skog has for instance applied
judgment when identifying and recognising embedded derivatives,
when choosing to present certain items as “Other gains and losses ©
as separate line items and presenting profit or loss from associated
companies after operating earnings. It is important to note that the use
of a different set of assumpticns for the presentation of the consolidated
financial statements could have resulted in significant changes in the
line items presented.

New interpretations, pronouncements or practices that changes the

way these reguirements are applied in Norske Skog may have significant
impact on the company’s financial statements
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b) Estimated decline in value of intangible assets and property,
plant and equipment (PPE)

The group performs impairment tests to assess whether there has
been a decline in the value of intangible assets and PPE. See Note 4 for
further information.

¢) Annual assessment of the remaining economic life of PPE

The group conducts annual reviews of the remaining economic life of
PPE. An increase or decrease in the remaining econamic life will have
an impact on future depreciation, as well as affect the cash flow harizen
for calculating value in use. Economic life is estimated by censidering
the expected usage, physical wear and tear, as well as technical and
commercial development. Assessment of future developments in
demand in the markets Norske Skog's products are sold is central to the
assessment of the ecanomic life of the group's mills. Expected future
demand, together with the competitiveness of Norske Skog's mills, is
crucial for the determination of economic life. In addition, legal or other
restrictions relating to usage could affect the economic life of the mills
in the group.

d) Provision for future environmental obligaticns

The group’s provision for future environmental abligations is based on
a number of assumptions made using management's best judgment.
Changes in any of these assumptions could have an impact on the
group’s provision and group costs. See Note 20 for further information.

e) Residual value and dismantling provision

The residual value of the group’s production equipment is valued
as the anticipated realisable value on the balance sheet date, after
deducting the estimated costs relating to asset dismantling, removal
and restoration. If the estimated costs exceed the estimated residual
values, the net liahility is added to the fixed asset cost in the balance
sheet and a provision is recognised as a liability. The group performs
a review of the residual value of its production equipment at the end
of each accourting vear. Residual value is affected by short-term
changes in the underlying asswmptions, for example scrap metal
prices. A change in the residual value could have an impact on future
depreciation costs. The provision for dismantling costs is based on a
number of assumptions made using management’s best judgment. See
Nete 20 for further information

£) Fair value of derivatives and other financial instruments

The fair value of financial instruments that are not traded in an active
market is determined by using valuation technigques. The group uses its
judgment to select a variety of methods and make assumpticns that are
mainly based on market conditions existing at each balance sheet date.
See Note 9 for more information.

g) Deferred tax assets

Deferred tax assets are recognised to the extent that it is probable
that the tax assets will be realised. Significant judgment is required to
detarmine the amount that can be recognised. The recognised amount
depends foremost on the expected timing and level of future taxable
profits. The judgments relate primarily to tax losses carried forward in
Norske Skog's Narwegian operations. When an entity has a history of
recent losses, the deferred tax asset arising from unused tax losses is
recognised only to the extent that there is convincing evidence that
sufficient future taxable profit will be generated. Estimated future
taxable profit is not considered as convincing evidence unless the
entity demonstrates the ability of generating significant taxable prefit
in the near future accounting periods or there are certain other events
providing sufficient evidence of future taxable profit. The recognition
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of deferred tax assets is based on a number of assumptions based on
management’s best judgments. See Note 17 for further information.

h) Pensions

The preserd value of the pension obligation depends on several
input factors that are determined by means of a number of actuarial
assumptions. The assumptions used in calculating the net pension
expense (income) include the discount rate and salary adjustment.
Changes in these assumptions will affect the carrying value of the
pension obligation. See Note 13 for further information.

3. OPERATING SEGMENTS

REPORTABLE SEGMENTS

Norske Skog is a producer of publication paper. Publication paper
includes newsprint and magazine paper. Newsprint encompasses
standard newsprint and other paper qualities used in newspapers,
inserts, catalogues, etc. These paper qualities, measured in grammes
per square meter, will narmally be in the range 40-57 g/m2. Magazine
paper encompasses the paper qualities super calendered (8C), machine
finished coated (MFC) and light weight coated (LWC). These paper
qualities are used in magazines, periodicals, catalogues and brochures.

At the end of 2015, Norske Skog had eight fully or partly owned paper
mills in six countries. One of the mills produce only magazine paper, two
produces both magazine paper and newsprint and five mills produce

newsprint only

The activities of the Norske Skog group are focused on two business
systems, namely Europe and Australasia. The segment structure is
in line with how the group is managed internally. Norske Skog's chief
operating decision maker is corparate management, who distribute
resources and assess performance of the group’s operating segments
According to the operating medel, all mills have a direct reporting line
to corporate management. The mills have been aggregated into two
operating segments, publication paper Europe and publication paper
Australasia, based on geographical location. Norske Skog has an
integrated strategy in Europe and Australasia to maximize the profit in
each region. The optimisation is carried out through coordinated sales
and operational planning. The regional planning, in combinaticn with
structured sales and operational processes, ensures maximisation of
profit

Publication paper Europe

The publication paper Europe segment encompasses production and
sale of newsprint and magazine paper in Europe. All the four European
mills and the regional sales organizaticn are included in the operating
segment publication paper Europe

Publication paper Australasia

The publication paper Australasia segment encompasses production
and sale of newsprint and magazine paper in Australasia. All the three
mills in Australasia and the regional sales organization are included in
the operating segment publication paper Australasia

ANNUAL REPORT 2015

Other activities

Activities in the group that do not fall into the operating segments
publication paper Europe or publication paper Australasia are
presented under other activities. This includes corporate functions,
energy (commodity contracts and embedded derivatives in commeodity
contracts) and other holding company activities. During 2015 green
energy, including Nature's Flame, has been included in other activities
Nature's Flame is a New Zealand based wood pellets producer, acquired
in June 20715,

REVENUES AND EXPENSES NOT ALLOCATED TO OPERATING
SEGMENTS

Norske Skog manages non-current debt, taxes and cash positions
on a group basis, Consequently, financial items and tax expenses are
presented only for the group as a whole.

The group's investment in associated companies accounted for in
accordance with the equity method is primarily related to its 33.7%
share in Malaysian Newsprint Industries Sdn. Bhd,, which is described in
mare detail in Note 19 Investments in associated companies.

MAJOR CUSTOMERS

Norske Skog had a total sales volume of newsprint and magazine
paper of 2 432 000 tennes in 2015, of which sales to the group's largest
customer constituted approximately 280 000 tonnes. Total sales
volume in 2015 of newsprint and magazine paper to the five largest
customers in Europe and Australasia amourted to approximately
310 000 and 500 000 tonnes respectively
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OPERATING REVENUE AND EXPENSES PER OPERATING SEGMENT

PUBLICATICN
PUBLICATION PAPER NORSKE SK0OG
PAPER EURCPE AUSTRALASIA OTHER ACTIVITIES ELIMINATIONS GROUP
Operating revenue 8102 3422 139 -125 11 538
Distribution costs -838 -400 -4 0 -1242
Eggg 5{ ma{ena\; . . e - .(.307 - e 1894 - . . 24 .. .. . . 5 . - 6 376."
Change in inventories 41 15 2 ¢l 58
Employee benefit expenses -1243 -515 -90 ¢} -1848
bther"operatmg"expenses ’ ’ ’ ’ -642 ’ ’ "—267’". —9"2 ’ 125 :877"
Gross operating earnings 413 361 ~21 0 753
Depreciation ‘ -417 l -339 -11 ‘ ] ‘ 767
Restructuring expenses -31 -17 -4 ¢l -53
Other gains and losses -142 -9 53 ¢} 97
\"r'ﬁpa‘;mené s et o ST o ................ ST ; [ - o"
Operating earnings -176 -4 16 0 ~164
Share of operating revenue from
external parties (%) 100 100 i7 100

PUBLICATICON
PUBLICATION PAPER NORSKE SX0G
PAPER EURQPE AUSTRALASIA OTHER ACTIVITIES ELIMINATIONS GROUP

Distribution costs -864 -385 ¢} ¢} -1 249

Cost of materials -5 452 -1 780 -15 -1 <7228
Change in inventories -57 27 ¢] ¢] -30
Employee benefit expenses -1 338 -480 -90 0 -1908
Other operating expenses -708 274 -82 129 -935
.émss;..ope.;atin;ea".ﬁngs;.. 532 - I 237 . . . 57 vt s - . . . ...801...
Depreciation -308 -328 -9 ¢l -735
Restructuring expenses -2 -2 ¢] ¢] -4
Other gains and losses -5 -33 41 0 3
Impairments 0 o] o] ¢l ]
6per;ting;am}ngs - S e .:.1_77 [ .7'; - e 36 - . - 65..

Share of operating revenue from
external parties (%) il 100 1 100

OPERATING REVENUE PER MARKET

The allocation of operating revenue by market is based on customer location.

2015 2014

Norway 258 289
Rest of Europe 6625 7328
North America 7 603 610
South America 7 154 143
Australasia 2988 2847
,Xg\a e s o e s e Lo e s o o s L o e Lot e s o L e o e Lo e s o s e s e s o o 673 .......... ..610..
Africa 236 323
Total ‘ 11838 i2 180
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NET CASH FLOW FROM OPERATING ACTIVITIES

Publication paper Eurape 320G 426
Publication paper Australasia 172 356
QOther activities -375 ‘ 208
Total cash flow allocated to segments 116 490
Cash from net financial items -843 NZY
‘faxes"pajd . - . : . . . . . . . . . . S, 50 o
.&e! c;sh f.;"Dw f,:.om D.;)erat..i.ng a..;ﬁv;t}.es U U VP . . ".777 e et e ...200...

PURCHASES OF PROPERTY, PLANT AND EQUIPMENT AND INTANGIBLE ASSETS

2015 2014
Publication paper Europe 85 147
Publication paper Australasia TG 114
Qther activities 25 13
Total 180 274

PROPERTY, PLANT AND EQUIPMENT PER GEOGRAPHICAL REGION

The table below shows property, plant and equipment allocated to group holds assets. The aflocation is based on the focation of the
Norske Skog's country of domicile and other regions in which the production facilities.

31.12.2015 31.12.2014

Norway 2513 2713

Rest of Europe 2 170 2 522

Australasia 3545 3642

Activities not allocated to regions 358 303

Total 8 585 9 180
INVENTORIES

mventories include raw materials, work in progress, finished goods and
other production materials.

31.12.2015 31.12.2014

Publication paper Eurape 810 450

Publication paper Australasia 431 384

Other activities 13 o}

Total 1253 1334
ANNUAL REPORT 20615 67 NGRSKE 8KOG
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4 INTANGIBLE ASSETS AND PROPERTY, PLANT AND EQUIPMENT

OTHER
LICENSES AND INTANGIBLE
INTANGIBLE ASSETS GOODWILL PATENTS ASSETS
Acquisition cost 1 January 2014 4753 ii0 301 5164
Add..mons.. A S - . 81 .. . .. 81
Disposals O -9 -158 -167
Reclassified from plant under construction ¢} 14 ¢} 14
Currency translation differences 0 7 17 24
Acqguisition cost 31 December 2014 4 753 122 241 5118
Accumulated depreciation and impairments
1 January 2014 4 895 100 217 5012
Depreciaticn ¢] 2 5] 8
Disposals 0 -G -2 -11
Currency translation difference O 6 @ 15
."Acc;]mu.[.;ted deprematmn ar.;d .mpa,rments v o o s o s s s s et e -
31 December 2014 4 695 a9 230 5024
Carrying value 31 December 2014 88 23 11 92
Acquisition cost 1 January 2015 4753 122 241 5116
. Add.‘.mn;.. ST ST 25 ....... 25
Disposals 1378 -4 =34 -1416
Reclassified from plant under construction ¢} 4 ¢} 4
Currency.transiaﬂon diffe:;ences . . . . . 0 ‘ 5 . . . 6 . 1.1
Acquisition cost 31 December 2015 3378 ‘ 127 238 3740
Accumulated depreciation and impairments
1 January 2015 4 695 @9 230 6 024
Depreciation ¢] 2 2 4
. Dol . . . . . . . ,1"373 . . . . . 72* 4 33"4
Currency translation differences O 5 4 g
Accumulated depreciation and impairments ‘
31 December 2015 3 317 104 232 3 653
Carrying value 31 December 2015 88 23 8 87

Goodwill is not depreciated. Licenses, patents and other intangible  Otherintangible assets consist mainly of capitalised development costs
assets are depreciated over a pericd from five to 20 years. related to customising of software.

ACQUISITION
GOODWILL SPECIFIED PER ACQUISITION YEAR 31.12.2015 31.12.2014
Norske Skag Galbey 1685 58 58
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MACHINERY FIXTURES

BIOLOGICAL AND LAND AND AND
PROPERTY, PLANT AND EQUIPMENT ASSETS EQUIPMENT BUILDINGS FITTINGS
Acguisition cost 1 January 2014 271 33823 7041 729 514 42 378
Additions o] 14 el 1 7 253 277
Disposals 0 -3.008 -19 -22 7 0 -3 049
Change - dlsmanumgpmwg‘m .......... . o o o o . .
Reclassification 0 -148 148 0 0 0
Reclassified from plant under construction 0 183 9 21 7 -227 -14
Currency translation differences ‘ 35 2 669 336 ‘ 44 . 51 ‘ 3135
Acquisition cost 31 December 2014 308 33533 7 524 773 7 591 ‘ 42 727
Accumulated depreciation and
impairments 1 January 2014 115 27 765 4 747 681 45 33 353
Depreciation 0 570 146 11 o] 727
Value changes g 0 ¢} 0 7 0 g
Disposals o] -3 000 -19 -21 7 o] -3 040
Reclassifications 0 -148 148 0 7 0 0
.é.u”e..r.]..cy t}gﬁg\a@j;}n d"\%“fere‘(‘{(‘:eg .......... ....16 ; 18..[; ....257. ............. P 1 ; .[.}.98 .
Accumulated depreciation and
impairments 31 December 2014 140 27 371 5279 711 46 33 547
Carrying value 31 December 2014 166 6162 2 245 62 545 9 180
Acguisition cost 1 January 2015 306 33533 7524 773 581 42 727
Additions 0 27 i4 1 7 144 186
Disposals o] -4 180 -1 087 -137 -3 -5 417
Change in dismantling provision 0 0 ¢} 0 7 0 ¢}
éeda;gmcéﬂm B A . . o . o . . "o . o
Reclassified from plant under construction 14 500 13 7 7 -538 -4
Currency translation differences 19 1351 263 34 27 1694
Acquisition cost 31 December 2015 338 31 221 G 727 678 - 2;1 39 186"
Accumulated depreciation and
impairments 1 January 2015 140 27371 5279 711 45 33 547
6epre..(.jam..r.1 e o+ o oot e e e s e e ST soo .......... T LT ST ..}63..
Value changes 6 0 O 0 0 6
Disposals 0 -4 127 =797 -136 ¢] -5 080
Reclassification o] o] 9] o] o] 0
gufre_r_l_cy tréns\aﬂon d_iffereq_ces 9 ) 1114 191___ 31 0 1345
Accumulated depreciation and
impairments 31 December 2015 155 24 958 4 823 618 46 30 601
Carrying value 31 December 2015~~~ 184 = 6283 1804 %% M8 B85S

Norske Skog owns forests in Australia. These assets are valued at fair 20715, The capitalised borrowing costsin 2014 amounted to NOK 2 million,
value less estimated point-of-sale costs. Changes in value are reported  and the interest rate used was 8%.

in the income statement line Other gains and losses, Machinery and

equipment is depreciated over a period from ten to 25 years. Buildings Disposals in 2015 were primarily related to the divestments of Walsum
and other property are depreciated over a pericd from ten to 40 years Papler Gmbh in Germany as well as scrapping of fully depreciated assets
Fixtures and fittings are depreciated over a period from three to ten  that no longer have any technical values. Disposals in 2074 consisis

years. Land and plant under construction are not depreciated. mainly of scrapping of fully depreciated assets at Norske Skog Tasman
in New Zealand.

The difference between total additions in the table above and purchases

of property, plant, equipment and intangible assets in the consolidated ~ NON-CURRENT ASSETS HELD FOR SALE

statement of cash flows is due to capitalised alfocated emission  MNorske Skog did not have any non-current assets held for sale at
allowances, finance leases, capitalised borrowing costs and accruals for 31 December 2015,

payments, There was none capitalised borrowing cost capitalised during
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ASSUMPTIONS APPLIED WHEN CALCULATING THE
RECOVERABLE AMOUNT

PPE and intangible non-current assets are written down to their
recoverable amount when this is lower than the carmrying value of the
asset. The recoverable amount of an asset or cash-generating unit is
the higher of its fair value less costs to sell and its value in use. Value
in use is the present value of future cash flows expected to arise from
an asset or cash-generating unit. Norske Skog applies the value in use
approach when calculating recoverable amount for its cash-generating
units,

Norske Skog's composition of cash-generating units were reviewed
in connection with the revision of its segment structure in 2014, The
composition of cash-generating units is aligned with the structure in
the internal management reperting system in the Norske Skog group.
Publication paper Europe and publication paper Australasia represent
the twe business systems and the products (Newsprint and Magazine
paper) that the group is focusing on in its communicatien with
customers, suppliers, employees and the financial market. The basis for
the chosen composition of cash-generating units reflects both market
and industrial fundamentals for publication paper, and the way Norske
Skog follows up the mills operationally and financially. The different
mills within the two business systems waorks together to generate cash
inflows. Reflecting customer substitution between different Newsprint
and Magazine paper grades it is not operationally meaningful to
distinguish at the product level.

The cash-generating unit publication paper Europe consists of Norske
Skog Golbey (France), Norske Skeg Bruck (Austria), Norske Skog Skogn
(Nerway) and Norske Skog Saugbrugs (Norway). The cash-generating
unit publication paper Australasia consists of Norske Skog Albury
(Australia), Norske Skeg Bover (Australia) and Norske Skog Tasman
(New Zealand). Each of the two cash-generating units consists of
several mills that together are creating a business system. Production
can be moved hetween the mills, based on what gives best profitability
for the group as a whole.

Cash flow is calculated individually for each mill. The preduction
machines have a long technical life, while useful lives are linked
to industry cost curves and the size of the market. The estimated
remaining useful life of the individual paper machines forms the basis
for determining the length of the cash flow period. Estimated useful life
for the individual paper machines in the group varies from one to 19
years. Sales volumes develop in accordance with the useful lives of the
differerd paper machines in the group. Norske Skeg has modelled the
cash flows throughout the useful life of the paper machines. The model
assumes that MNorske Skog closes capacity in line with the secular
decline in market demand. The timing of capacity closures follow from
RISI cost curve positioning and RISH market demand projections. RIS
is the leading global source for forest products information and data

(www.risi.conm

Nominal cash flow is estimated in the currency in which it will be
generated. The value is calculated by discounting based on a required
rate of raturn on capital that is relevant for the cash-generating unit or
the individual asset. The required rate of return is based on the interest
rate on ten-year government bonds in the currency of the cash flow
estimate, an industry debt yield premium, industry beta and an equity
risk premium. A country-specific risk premium relevant to the cash-
generating unit or individual asset is also included in the required rate
of return on capital

ANNUAL REPORT 2315

When calculating value in use at the end of 2015, the discount rate after
tax (WACC) was 7.3% for Nerway, 72% for France, 6.5% for Austria, 81%
for Australia, 8.6% for New Zealand and 11.4% for Malaysia. The reason
for differences in discount rates are different interest rate levels and
country specific risks.

Three explicit scenarios for the group’s currert asset portfolio are
considered in detall “Reactive’, “Proactive” and “Consolidated” One
scenario is backward looking, assuming a return to 2015 prices levels
and cash negative marging as observed in the industry in last year
(15% weight). The middie scenaric assumes a cyclical uptick with prices
above cash cost (50% weight), while the third scenario considers the
effects from a consclidation of the industry (35% weight). Through
interpolation between the three scenarios, all possible future scenarios
are implicitly taken inta account. The probability weighting of the three
scenarios is in Norske Skog's view approached logically based on
rational economic behaviour. The clearly most rational for the industry is
to consolidate, while the reactive scenario is unsustainable given prices
below cash cost of production, as observed last year. It follows the least
rational scenario is less probable than the most rational scenario. The
current market environment, proactive scenario, is given the highest
probability weight reflecting the reality of the scenario, supported from
announced closures of less competitive assets in the industry and the
tact the scenario is sustainable, albeit with margins remaining below
competitive returns on invested capital due to sunk cost investments
The probabilities applied are, “Reactive” 15%, “Proactive” 50% and
‘Consolidated” 35%. The impairment model is based on budget figures
for 2016, which are different from reported figures for 2015. The budget
for 2016 assumes better margins, compared to 2015, for the Norske
Skog group reflecting contracted higher prices and lower costs in
addition to favourable currency levels

The key drivers of profitability in the industry and thus asset values
for Norske Skog are product prices relative production costs. The
starting point in all scenarios are the 2016 budget prices and costs. The
20716 budget prices are on average below 2016 RISI price estimates.
Contracted prices/costs arereflect when applicable. For 2017 “Reactive”
assumes prices decline back to 2015 trough levels, “Proactive” assumes
a modest continuation of the cyclical uptick experienced in 20168 with
higher contract price and lower costs “Consolidated” considers cost
synergies and sales mix optimization from 20718. Beyond that, all model
drivers are nominally extrapolated for all mills in all scenarios.

SENSITIVITY TO ESTIMATES OF RECOVERABLE AMOUNT

The estimation of recoverable amount is based on assumptions
regarding the future development of several factors. These include
price development for finished goods, sales volumes, currency rates
and interest rates. This means that there will be uncertainty when
it comes to the outcome of these calculations. In relation to the
assumptions made in the calculation of the present value of future
cash flows, recoverable amount is mast sensitive to changes in prices
of finished goods, sales volumes and the discount rate used. Given the
assumptions outlined above, there is no impairment indication for fully
owned assets. A partial sensitivity analysis would result in the flowing
impairment indications. The sensitivities are applied in all scenarios
throughout the forecasting period. Prices -5% impairment indication
NOK 800 million, volume -5% impairment indication NOK 100 million,
WACC +1% impairment indication NOK 100 million, NOK appreciation

5% no impairment indication

NORSKE 8KOG
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PROPERTY, PLANT AND EQUIPMENT ALLOCATED 7O
CASH-GENERATING UNITS

The table below shows machinery and equipment and land and bulldings
allocated to Norske Skog's cash-generating units

MACHINERY AND LAND AND
EQUIPMENT BUILDINGS
Publication paper
Europe 3038 1526
Publication paper
Australasia 3210 368
Other activities 14 10
Carrying value
31 December 2015 6 263 19804

5. FINANCIAL ITEMS

EINANCIAL INCOME

Dividends received
Interest income

Gains from exchange of bonds

Total

EINANCIAL EXPENSES

Interest costs

Other financial expenses ®

Total

Net unrealised/realised gains/losses on foreign currency

Financial items

P Other financial income in 2015 includes gains on the buy-back of bonds

EXPECTED USEFUL LIFE

Norske Skog has conducted sensitivity analyses with respect to changes
in expected useful Iife of the group's paper machines. If the expected
useful life of all the group's paper machines is reduced by one year, the
annual depreciation charge will increase by around NOK 80 million.

In connection with the year-end closing process for 2015, Norske Skog
performed a review of the expected remaining useful lives of PPE
Reflecting atissue conversion project of the newsprint site at Naorske Skog
Bruck, the expected useful life for the light weight coated (LWC) machine
(PM4) was extended and the expected usetul life of the newsprint (PM3)
recduced, The carrying value 31 December 2015 of PM3 is significantly
lower than the carrying value of PM4. The useful life of all other machines
were reduced by one vear, one year on. The reduction in useful life has
a negative impact on the estimated recoverable amount of the mills, As
the level of depreciation in 2015 by far exceeded purchases of PPE and
the mentioned extension in useful life for the LWC machine at Bruck, the
future annual depreciation amount is expected to decrease.

2015 2014
o 1

1 16
767 o
9 o
25 0
893 16
2015 2014
929 617
-46 67
-975 -684
719 -690
-801 -1 367

2 Other financial expenses in 2014 includes losses on the buy-back of bonds

On 22 January 28075, Norske Skog launched two separate offers (i) an
offering of EUR 290 million Senior Secured Notes (SSN) due December
2019 and (i) an exchange offer of existing notes

On 24 February 2015, Norske Skog coempleted the refinancing of a
portion of its bond maturities through the issuance of EUR 290 million
SSN and the exchange of existing bonds into new bonds with longer
maturities. Norske Skog extended the maturities on a significant
portion of its indebtedness, with new netes maturing in 2019, 20271 and
2023, The new EUR 290 million SSN mature in December 2019 and is
structurally senior to all remaining existing notes and notes issued in

ANNUAL REPORT 2315

the exchange offer. The exchange notes are structurally junior to the
SSN, but structurally senior to remaining existing notes and mature in
2021 and 2023. The remaining existing notes are structurally junior to
the SSN and exchange notes.

More than 75% of the existing bend holders consented to the
transactions, and approximately 45% of the existing bonds participated
inthe exchange offer. Norske Skog recognised a net gain in connection
with the refinancing of NOK 767 million 2075, included in Gains from

exchange of bonds

1
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6. MORTGAGES

LOANS SECURED BY MORTCGAGES ON PROPERTY

EUR 290 million Senior Secured Bond Facility
Innovasjon Norge

Other mortgage debt

On 24 February 2015, Norske Skog completed the refinancing of a
portion of its bond maturities through the issuance of EUR 290 million
Senior Secured Notes (SSN) maturing in December 2019, The security
package comprises a first-ranking security interest in the property, plant
and machinery in cur mills Albury and Boyer in Australia and Tasman
in New Zealand, together with pledges over bank accounts, inventory,
certain receivables and other assets in Australia and New Zealand. In
addition, the security package includes a first-ranking security interest
in all shares of and guarantees from Norske Skeg Bruck GmbH, Norske
Skog Gelbey SAS, Norske Skog Industries Australia Limited, Norske
Skog (Australasia) Pty Limited, Norske Skog Paper Mills (Australia)
Limited, Norske Skog Saugbrugs AS, Naorske Skog Skogn AS and
Norske Skog Tasman Limited and a share capital security of Norske

ANNUAL REPORT 20315

31.12.2015 31.12.2014
2730 0

95 0

148 168

Skog Treindustrier AS, Norske Skog Walsum GmbH and Lysaker Invest
AS. The EUR 290 million SSN are governed by a market standard
secured high vield notes indenture which, among other things, includes
asset sales limitations. For further information on the applicable terms,
please see www.norskeskog.com finvestors where the SSNs infarmation
memorandum is available with the detailed terms of the notes,

The Innovasjon Norge facility is secured by a first priority pledge on
property, plant and equipment at our mills in Norske Skog Saughrugs
AS and Norske Skog Skogn AS. The book value of the pledged assets is
NOK 2 462 million. The remaining other mortgage debt is two facilities
secured by land and forest areas taken up at Norske Skog Bover in
Australia.
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7. FINANCIAL INSTRUMENTS

CATEGORIES OF FINANCIAL ASSETS AND FINANCIAL LIABILITIES

31.12.2015

Qther non-current assets
Trade and cther receivables
Eash.;nd gashgquivé\ent; .....
Qther current assets

Total

Interest-bearing non-current liabilities
Interest-bearing current liabilities
Qther non-current liabilities

Qther current liabilities

Total

31.12.2014

Other non-current assets
Trade and other receivables
Cash and cash equivalents

Other current assets

Interest-bearing non-current liabilities
Interest-bearing current liahilities
Qther non—currént Ha"bHitJe"s

Trade and other payables

Other current liabilities

Total
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FINANCIAL

ASSETS AT FAIR

LOANS AND  VALUE THROUGH
RECEIVABLES  PROFIT OR LOSS

10 22 258
10 1277 0

18 13 27

FINANCIAL
ASSETS AT FAIR

VALUE THROUGH
PROFIT OR LOSS

11 0

11 0
18 307
18 0

18 T4

FINANCIAL

ASSETS AT FAIR

LOANS AND  VALUE THROUGH
RECEIVABLES  PROFIT OR LOSS

10 21 227

10 1150 0

18 16 23

FINANCIAL
LIABILITIES AT FAIR

VALUE THROUGH
PROFIT OR LOSS

11 0

11 0

1B 266

18 0

18 20
356

AVAILBLE-
FOR-SALE
FINANCIAL
ASSETS

145

OTHER FINANCIAL
LIABILITIES AT
AMORTISED COST

AVAILABLE- FOR-
SALE FINANCIAL
ASSETS

139

OTHER FINANCIAL
LIABILITIES AT
AMORTISED COST

6 582

139

1672

2172

17
10 460

NORSKE 8KOG

NON-
FINANCIAL
ASSETS

80

NON-
FINANCIAL
LIABILITIES

NON-
FINANCIAL
ASSETS

59

59

NON-
FINANCIAL
LIABILITIES

387
1208
710
39

6 502
1672
692
2172
302
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FAIR VALUE MEASUREMENT HIERARCHY FOR FINANCIAL

ASSETS AND LIABILITIES

The table below classifies financial assets and liabilities instruments

measured in the balance sheet at fair value, by valuation method. The

different valuation methods are described as levels and are defined as

follows

31.12.2015

Derivatives
Commeadity contracts

Miscellaneous cther non-current
assets

Other non-current assets

Accounts receivable
QOther recelvables
Prepaid VAT

Trade and other receivables
Cash and cash equivalents

Derivatives
Commaodity contracts
Current investments

Other current assets

Interest-bearing non-current liabilities ™
Interest-bearing current liabilities

Total interest-bearing liabilities

Derivatives
Commadity contracts
Non-financial non-current liabilities

Other non-current liabilities

Accounts payable
Other payahles
Trade and other payables

Derivatives
Commodity contracts
Non-financial current liabilities

Other current liabilities

assets or liabilities.

tevel 1. Quoted prices (unadjusted) in active markets for identical

tevel 2 Inputs other than quotad prices included within level 1that

are observable for the asset or liability, either directly (ie. as

prices) or indirectly (i.e. derived from prices).

tevel 3. Inputs for the asset or liability are not based on observable

CARRYING
AMOUNT EAIR VALUE
28 28
231 231
167 167
426 426
1112 1112
166 166
80 80
1357 1357
536 536

3 3

24 24

13 13
40 40
7453 3875
1676 1300
9120 5175
269 269
38 38
324 324
631 631
1087 1087
834 834
1921 ie21
54 54

20 20
234 234
308 308
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market data (ie. unobservable inputs).

LEVEL 1 LEVEL2
¢ 0
0 0
0 0
0 0
¢ 0
0 0
0 0
0 0
¢
¢
0
0
0 3703

668
0 4371
0 0
¢ 18
0 0
0 18
0 0
0
0 0
0
¢ 18
0 0
0 18

NORSKE 8KOG

o, 0 o O

LEVEL 3

28
231

167
426

1112
166
80
1357

536

172
632
804

269

20
324
613

1087
834
1921

308
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CARRYING

31.12.2014 AMOUNT FAIR VALUE LEVEL 1 LEVEL 2 LEVEL 3
Derivatives 23 23 0 0 23
Commoeodity contracts 204 204 ] ¢l 204
Miscellaneous other non-current

assets i60 160 0 0 160
Other non-current assets 387 387 4] 4] 387
Accounts receivable 1058 1058 0 9] 1058
Qther receivables a2 g2 6] o] a2
Prepaid VAT 59 59 0 o] 59
Trade and other receivables 1208 1209 0 0 1209
Cash and cash equivalents 710 710 0 o] 710
Derivatives 6 6 0 0 6
Commoedity contracts 17 17 ¢] ] 17
Current investments 16 16 ¢} 0 16
Other current assets 38 39 0 0 39
Interest-bearing non-current liabilities © 6582 3960 0 3 584 376
Interest-hearing current liabilities ¥ 1679 1562 0 1058 504
Total interest-bearing liabilities 8271 5 522 [} 4 642 880
Berivatives 242 242 ¢} 0 242
Commoedity contracts 24 24 ¢] 5] 18
Neon-financial non-current liabilities 426 426 0 o] 426
Other non-current liabilities 692 692 0 6 692
Accounts payable 1272 1272 0 0 1272
Other payables Q00 200 0 O 900
Trade and other payables 2172 2172 [} [} 2172
Berivatives a0 20 ¢} 0 20
Commedity contracts 10 10 ¢] 2 1
Non-financial current liabilities 219 219 0 o] 21¢
Other current liabilities 309 308 0 9

302

P The fair value of foreign bonds (interest-bearing liabilities) (Level 2Yis assessed by using price indicetions from banks at the reporting data. There
is some uncertainty associated with the calculated fair value of Level 3 interest-bearing liabilities. The fair value of non-current bank loan debt
(tevel 3 is based on cash flows discounted using the swap rate, plus the credit default swap (CDS). The fair value calculation on other interest-
bearing liabilities (L evel 3) is based on acknowledged valuation principles according to IFRS, but is not necessarily an estimate of the amount the
group would have ta cover if it were to repay ail its debt to all lenders.

Thefair values of cash and cash equivalents, trade receivables and other  the short maturities of such positions. The fair value of derivatives and
receivables, other assets, trade payables and other payables and other  commodity contracts is described in Note 9.
current liabilities remain largely consistent with the book value due to
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8. FINANCIAL RISK AND HEDGE ACCOUNTING

FINANCIAL RISK FACTORS

Neorske Skog is exposed to varicus financial risk factors through the
group's operating activities, including market risk (interest rate risk,
currency risk and commadity risk), liquidity risk and credit risk. Norske
Skog seeks to minimise losses and volatility on the group’s eamings
caused by adverse market movements. Moreaver, Norske Skog menitors
and manages financial risk based on internal pelicies and standards
set forth by corporate management and approved by the board of
directors. These written policies provide principles for the overall risk
management as well as standards for managing currency risk, interest
rate risk, credit risk, liquidity risk and the use of financial derivatives

and non-derivative financial instruments. Compliance with policies and

standards is continuously menitored. There were no breaches of these
policies during 2015 or 2014

MARKET RISK

a) Interest rate risk

The goal of interest rate risk management is to secure the lowest
possible interest rate payments over time within acceptahle risk limits.
In the current challenging situation in the publication paper market,
Norske Skog has secured most of the interest rate payments by
primarity paying fixed interest rates on its loan obligations.

INTEREST-BEARING ASSETS AND 31.12.2015 31.12.2014

LIABILITIES FLOATING FIXED AL FLOATING FIXED
tnterest-bearing liabilities 804 8 325 9129 851 7 620 8271
nterest-bearing assets -536 ¢l -536 710 ¢l =710
Net exposure 268 8325 8593 -89 7620 7 561

All amounts presented in the table are notional amounts. Total interest-
bearing liabilities will therefore differ from bocked amounts due to
bend discounts/premiums and hedge reserve (see Note 11). Floating
rate exposure is calculated without accounting for potential future
refinancing

interest rate sensitivity analysis

In accordance with IFRS 7 Financial instruments - disclosures, an
interest rate sensitivity analysis is presented showing the effects of
changes in market interest rates on interest costs and irderest income,
as well as equity where applicable. The analysis is based on the following
assumptions:

Floating rate debt is exposed to changes in market interest rates,

ie. the interest costs or interest income associated with such
instruments will fluctuate based on changes in market rates. These
changes are accounted for in the sensitivity analysis. The result is

based on the assumption that all other factors are kept constant

Changes in market rates on fixed rate debt will only affect the
income statement if they are measured at fair value. Thus, fixed
rate instruments recognised at amortised cost will not represent an
interest rate risk as defined by IFRS 7. Such instruments will therefore
not have any influence on the sensitivity analysis.

Results are presented net of tax, using the Norwegian statutory tax
rate of 27%.

The interest rate sensitivity analysis is based on a parallel shift in the
yield curve for each relevant currency to which Norske Skog is exposed.
Foliowing a 50 basis point downward/upward parallel shift in the yield
curve in all interest rate markets to which Norske Skog is exposed, net
earnings would have been NOK 2 million higher/lower at 31 December
2015 (NOK 1 million lower/higher at 31 December 2014). Change in net
interest payments accounts for NOK 2 million, and the total change in
market values of derivatives carried at fair value through profit or loss
accounts for NOK O million.

b) Curreney risk

Transaction risk - cash flow hedge
The group has revenues and expenses in various currencies. The major

ANNUAL REFORT 2015

currencies are NOK, EUR, USD, GBPR. AUD and NZD. Transaction risk
arises because the group has a different currency split on income
and expenses, Norske Skog calculates a 12-month future cash flow
exposure in each currency on arolling basis. The rolling cash flow hedge
program was closed during 2014 Norske Skag is currently only doing
short term hedging activities. The result of the hedging is included in
tinancial tems in the income statement. Norske Skog did not use hedge
accounting for the rolling cash flow hedge. The cash flow hedge from
short term FX swaps generated a gain of NOK 2 million in 2015 (gain of
NOK 2 million in 2014),

Translation risk - net investment hedge

The presentational currency of the Norske Skeg group is NOK, Currency
translation risk arises when the financial statements of subsidiaries,
presented inlocal currencies, are translated into NOK. In order to reduce
translation risk, assets and liabilities are allocated to the same currency.

Norske Skog's net investment hedging is carried out in accordance
with |AS 38. Any gain or loss on the hedging instrument relating to
the effective portion of the hedge is recognised in equity and offset
by translation differences from assets in subsidiaries. The gain or
loss related to the ineffective portien is immediately recognised in
the income statement. There was no ineffectiveness related to net
investment hedge in 2015 or 2014, The eftective portion recognised in
equity was a loss of NOK 108 million in 2015 (less of NOK 151 million
in 2014). The portian of the debt portfolio to which hedge accounting
does not apply, was somewhat smaller in 2015 than in 2074, The debt
portfolio in 2014 and 2015 consist of EUR 2016 and EUR 2017 bonds
that are issued by Norske Skogindustrier ASA. The Foreign exchange
gains and losses from such liabilities are recognised in the income
statement under financial items.

Cumuldative currency translation differences of NOK 95 million were
reclassified from equity to the income statement in 2015 as a result of the
divestments of Walsum Papler Gmbh Cumulative currency translation
differences of NOK 1 million were reclassified from equity to the income
statement in 2074 as a result of the divestments of Norske Skog Polska Sp.
z.0.0. and Norske Skog Czech & Slovak Republic spol. sro
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CHANGE IN FAIR VALUE OF DERIVATIVES AND OTHER FINANCIAL INSTRUMENTS

DESIGNATED A5 NET INVESTMENT HEDGE

Changes in fair value of EUR bonds designated as net investment hedge

The effective partion recognised in equity

Partion without hedge accounting recognised in the income statement

Foreign exchange - sensitivity analysis on financial instruments

The following foreign exchange sensitivity analysis calculates the

sensitivity of derivatives and non-derivative financial instruments on

net profit and equity, based on a defined appreciation/depreciation of

NOK against relevant currencies, keeping all other variables constant

The analysis is based on several assumptions, including:

« Norske Skog as a group comprises entities with different functional
currencies. Derivative and non-derivative financial instruments
of a monetary nature, denominated in currencies different from
the functional currency of the entity, create foreign exchange rate
exposure on the consolidated income statement. Moreover, foreign
currency risk will also affect equity.

« Financial instruments denominated in the functional currency of the
entity have no currency risk and will therefore not be applicable to this
analysis. Furthermore, the foreign currency exposure of translating
financial accounts of subsidiaries into the group's presentational
currency is not part of this analysis

« Currency derivatives and foreign currency debt that are designated as
net investment hedges and qualify for hedge accounting accerding
to 1AS 38 will only affect equity.

« Other currency derivatives that are recognised at fair value through
profit and loss will affect the income statement. These effects come
maindy from currency derivatives and financial liabilities managed
as economic net investment hedges which do not qualify for hedge
accounting according to |AS 29,

« Other non-derivative financial instruments accounted for in the
analysis comprise cash and cash equivalents, accounts payable,
accounts receivable and borrowings denominated in currencies
different from the functional currency of the entity.

« Correlation effects between currencies are not taken into account
Figures are presented net of tax.

At 31 December 2015, if NOK had appreciated/depreciated 10% against
all currencies to which the group has significant exposure, net profit
after tax from financlal instruments would have been NOK 532 million
higher/lower (NOK 369 milfion higher/lower at 21 December 2014). The
effect of the sensitivity analysis on the income statement is mainly
caused by foreign exchange gains/losses on the translation of EUR
and USD denominated debt for which there is no hedge accounting
Because the portion of debt has increased in relation to the porticn of
cash, the effect on the income statement is higher in 2015 compared
to 2014

COMMODITY CONTRACTS WITHIN THE
SCOPE OF {AS 39

2015 2014

-187 -354

108 151
-79

-203

Giverr a 10% appreciation/depreciation of NOK, equity would have
been NOK 18 million higher/lowar (NOK 133 million higher/lower
at 31 December 2014) as a result of foreign exchange gains/losses
on financial instruments designated as net investment hedges. The
sensitivity analysis on equity excludes the effects from the sensitivity
analysis on the income statement, calculated abave

¢y Commodity risk

A major part of Norske Skog's global commadity demand is secured
through long-term contracts. Norske Skog only uses financial
instruments to a limited extent to hedge these contracts. The hedging
ratio represents a trade-off between risk exposure and the opportunity
to take advantage of short-term price drops in the spot market
Hedging levels are regulated through mandates approved by the board
of directors

Some of Norske Skog's purchase and sales contracts are defined as
financial instruments, or centain embedded derivatives, which fall
within the scope of IAS 39. These financial instruments and embedded
derivatives are measured in the balance sheet at falr value with value
changes recognised through profit or loss. Commodity contracts are
financial contracts for the purpase of either trading or hedging. The
embedded derivatives are common in physical commodity contracts
and comprise a wide variety of derivative characteristics

Changes in fair value of commodity contracts reflect unrealised gains or
losses and are calculated as the difference between market price and
contract price, discounted to present value, Some commodity contracts
are bilateral contracts or embedded derivatives in bilateral contracts, for
which there exists no active market. Therefore, valuation techniques are
used as much as possible, with the use of available market information.
Technigues that reflect how the market could be expected to price
instruments are used in non-observable markets

Sensitivity analysis for commodity contracts
Trading and hedging mandates have been established for energy
activity. Financial trading and hedging activities are carried out
bilaterally with banks and trading companies.

When calculating fair value of future and forward contracts, cash flows
are by principle assumed to occur in the middle of the period. Currency
effects arise when contract values nominated in foreign currencies are
translated into the reporting currency. Net profit after tax is affectedina
non-linear manner due to changes in the fair value of options.

Energy price change 10%
Currency change 10%
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RESULT NET OF
FAIR VALUE TAX CHANGE RESULT NET OF
31.12.2015 DOWN TAX CHANGE UP
197 -169 185
197 8] 8]

-4
-
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Sensitivity analysis for embedded derivatives

Embedded derivatives are commaon features in physical commaodity
contracts. The most common embedded derivatives are price indices,
hereunder national consumer price and producer price indices. Some

EMBEDDED DERIVATIVES

Currency change 10%

Price index change 25%

LIQUIDITY RISK

Neorske Skog is expoesed to liquidity risk in a scenario when the groups
cash flow from operating activities is not sufficient to cover payments
of financial liabilities. In order to effectively mitigate liquidity risk, Norske
Skog's liquidity risk management strategy focuses on maintaining
sufficient cash, as well as securing avallable financing through
committed credit facilities. Managing liquidity risk is centralised on a
group level.

trt order to uncover future liuidity risk, Norske Skog forecasts both short-
and long-term cash flows. Cash flow forecasts include cash flows from
operations, investments, financing activities and financial instruments.
The group had current investments, cash and cash equivalents of
NOK 536 million at 31 December 2015 (NOK 710 million at 31 December
2074, Restricted bank deposits amounted to NOK 236 million at
31 December 2015 (NOK 322 million at 31 December 2014).

The board of directors recognises the challenging markets that Norske
Skog operates in with price and currency uncertainty. The board of
directors will thus have a continuous focus on cash generation through
2016 to ensure sufficient liguidity for both debt maturities and the
operations of Norske Skog. The ongeing initiatives to improve cash
flow from operations and the significantly enhanced liquidity position

of the group following the refinancing, should in the opinion of the

ANNUAL REFORT 2015

embedded derivatives have option features. The analysis below com-
bines all indices into one price index. Currency effects will arise when
contract values nominated in foreign currencies are translated to NOK.

RESULT NET OF
FAIR VALUE TAX CHANGE RESULT NET OF
31.12.2015 DOWN TAX CHANGE UP
-292 75 -175
-292 3 -3

board of directors provide prudent cash balances during 2018, Despite
this leverage remains high and requires improved profitability, but the
refinancing enables the group to focus on improving operations, cost
initiatives and capital efficiency.

The new financing and refinancing announced 18 March 2016 will
result in additional liquidity, extended bond maturities, reduced debt,
lower cash interest payments and new equity. See Note 27 for further
information

The following table shows the contractual maturities of non-derivative

financial liabilities and other derivative financial instruments. All

amounts disclosed in the table are undiscounted cash flows
Furthermore, amounts denominated in foreign currency are translated
to NOK using closing rates at 31 December. These amounts consist of
trade payables, interest payments and principal payments on derivative
and non-derivative financial instruments. Variable rate interest cash
flows are calculated using the forward vield curve. Projected interest
payments are based on the maturity schedule at 31 December without
accounting for forecasted refinancing and/or other changes in the
liability portfolio. All other cash flows are based on the group's positions
held at 31 December 2015
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MATURITY OF FINANCIAL LIABILITIES AND FINANCIAL INSTRUMENTS

31.12.2015

MONTHS

6-12

2017-2018

2019-2020

Non-derivative financial instruments

Principal payment on interest-bearing debt -1 064
Projected interest payment on interest-bearing debt -483
Trade payables -1 087
Total -2 634
Net settied derivative financial instruments

Commoedity contracts -5
Total -5
Total 2018 -2 639

In addition, the embedded derivatives in energy contracts will reverse
over the contracts' period from 2076 to 2024.

31.12.2014 MONg'Hg
Non-derivative financial instruments

Principal payment on interest-bearing debt -20
Projected interest payment on interest-bearing debt 7 -408
Trade payables -1272
Total -1700
Net settied derivative financial instruments

Interest rate swaps - net cash flows ¥ 0
Commoedity contracts -0
%Dtai ......... o1 et s s e e o s e e s s s e s
Gross settled derivative financial instruments®

Foreign exchange contracts - outflows ¢}
Foreign exchange contracts - inflows 0
Cross-clirency swaps - outflows ¢}
Cross-currency swaps - inflows o
Total 0
Total 2014 1710

" All active management contracts have been close during 2014, None derivatives contracts at year end 2014,
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-20 -2088 -2 800

-278 -1 252 =777

0 0 0

-298 -3 340 -3 877

-2 -5 -3

-2 -5 -3

-300 -3 348 -3 580
6-12

MONTHS 2016-2017 2018-2019

-1 196 -4 748 -30

-161 -781 -216

0 o] ¢

-1 357 -5 528 -246

0 0 ¢

-6 0

-8 0

0 o] ¢

0 0 ¢

0 0 0

0 o] 0

0 0 0

-1356 -5 B35 -246

-2 200
-942

-3 842

-3 842

> 2020

41507
1484

-2 991
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CREDIT RISK

Norske Skog maekes a credit evaluation of all financial trading
counterparties. Based on the evaluation, a limit on credit exposure
is established for each counterparty. These limits are monitored
continuously in relation to unrealised profit on financial instruments and
placements. The maximum credit risk arising from financial instruments
is represented by the carrying amount of financial assets in the balance
sheet. This includes derivatives with positive market value except
for embedded derivatives. Embedded derivatives are not subjected
to credit risk, as there are no future cash flows associated with such
derivatives,

Norske Skog trades with a group of large Nordic and international banks
which are publicly rated in the interval from AA-to A- The credit risk
on deposits and derivative transactions is spread across these banks.

Neorske Skog's procedures for credit management of European trade
receivables, and the authority to approve credit lines to customers
of European business units, are requlated by a policy drafted and
maintained by a centralised credit management function at the head
office. The operational responsibility to act within the guidelines as set
out by this policy lies with each business unit. For operations outside of
Europe, customer credit management is handled locally.

GOING CONCERN AND LIQUIDITY

In addition to the various refinancing initiatives described in note 27 the
group has inftiated a number of liquidity generating initiatives including
the divestment of the group’s Tasman geothermal power. The group
has cbtained commitments for interim financing of up to €20 million
in connection with the sale of the geothermal plant. Other liquidity
generating initiatives includes freeing up trapped cash in the group of
up to EUR 10 million and liguidity available from optimization of working
capital and existing factoring facilities. The group has factoring facilities
with a total frame of around EUR 70 million of which currently, 2/3 is
utilised.

The combination of impraved profitability and hence cash tlow from
operations as well as reduced cash interest payments is expected to
facilitate the ability to service the capital structure in years to come.
The group's ability to complete the redemption of the 2016 bond in
June based on cash balances, various liquidity initiatives and improved
cash flow from operations will be decided upon in first half of 20716,
The present amount outstanding on the 2016 bond is EUR 74 million
following buy-backs in April.

Following a successful redemption of 2016 notes, the group will have
no bond maturities until December 2019, To date in 2016, the operating
enviranment has continued to improve compared to last year, However,
there are inherent uncertainties with respect to operating environments,

challenges for the world economy and risks for global financial turmoil

Norske Skog operates with a high financial leverage, and is exposed to
various risks that could impact the financial perfarmance, liquidity and

equity. The factors are an inherent uncertainty with respect to the going

concern assumption. The main risk exposures for the group are linked
to uncertainty to price and volume developments for publication paper
and the costs of key input factors such as energy and fibre. Weaker
demand than expected for the group’s products can impact profitability
and associated cash flows in a negative way as well as uncertainty with
regards to working capital movements and increased restrictions on
cash balances. The group operates in a multicurrency environment,
where the main currencies of impertance for the business are EUR,
GBP, USD and AUD. Currency movements between these currencies,
as well as against NOK, may impact demand as well as prices and
costs of key input factors. The business risk of the group is amplified
by its high financial leverage. There is uncertainty with regards to
the changes in the broader economic climate development and more
adverse developments than expected may influence all of the above.
The aforementioned risks may all impact on the operating plan for 2016
Nevertheless, the board of directors and management is confident that
its assessment of the current and expected market conditions in 2016
is realistic given facts at hand

Based on current knowledge with respect to the operaticnal outlook,
the improved liquidity of the group, both in the form of increased
cash balances, reduced cash interest payments and extended bond
maturities, and the improved group equity the board of directors and
management is of the of the opinion that Norske Skog is in an improved
financial paosition for 2016 and going forward. However, given the
challenging industry and that the level of equity at year-end 2015 is
inadequate the company will continue working to improve all of the
mentioned elements further.

In accordance with the provisions in the Norweglan Accounting Acts,
the board has assessed the going concern assumption as basis for
preparing and presenting the financial statements. The board of
directors has assessed the completed transactions as of this date as
well as the likelihood of the completion other subsequent transactions,
the uncertainty described above and the potential impact both
on liquidity and equity and its importance for the going concern
assumption. The beard of directors has also considered the operating
envirenment for the group and the industry in general going forward as
these are reflected in the operating plan for 2016. The board of directors
has further considered that the group is subject to many factors that
are uncertain in nature and has evaluated these uncertainties in
relation to the operations and operating environment when assessing
the going concern assumption. Based on these considerations and
reflecting inherent material uncertainties in relation te the application
of the going concern assumption, the board of directors confirms that
the assumption applies and that the financial statements have been
prepared on the going concern basis.

See Note 24 for information regarding capital management
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9. DERIVATIVES

Fair value of derivatives

The table below classifies financial instruments within the scope of IAS

39 measured in the balance sheet at fair value, by valuation method.

The different valuation methods are described as levels and are defined

as follows

Level 1. Quoted prices (unadjusted) in active markets for identical as-
sets or liabilities

31.12.2015

Financial assets at fair value through profit or loss
Trading derivatives
Commedity contracts and embedded derivatives

Total

Financial liabilities at fair value through profit or loss
Trading derivatives
Commoedity contracts and embedded derivatives

Total

31.12.2014

Financial assets at fair value through profit or loss
Trading derivatives

Commoedity contracts and embedded derivative:

Total

Financial liabilities at fair value through profit or loss
Trading derivatives
Commoedity contracts and embedded derivatives

Total

Level 2: inputs other than quoted prices included within level 1 that are
abservable for the asset or liability, either directly (i.e. as prices)
of indirectly (i.e. derived from prices).

Level 3: Inputs for the asset or liability are not based on observable

market data (i.e unobservable inputs)

LEVEL 1 LEVEL 2 LEVEL 3
0 o} 0
0 286 286
0 286 286
0 -36 0 -36
0 0 346 346
0 -36 -346 -382
LEVEL1 LEVEL 2 LEVEL 3 TOTAL
0 o} 0
0 250 250
0 250 250
0 15 o} 15
0 0 341 341
0 -5 -341 -356

The following table shows the changes in level 3 instruments at 31 December 2015,

ASSETS  LIABILITIES

Opening balance
Gains and losses recognised in profit or loss
Currency translation differences

Closing balance

Norske Skog's portfolio of commodity contracts consist mainly of physical
energy contracts. The commodity contracts and Embedded derivatives
classified as tinancial within the scope of IAS 39 contracts are mainly
related to energy condracts in Australia and New Zealand. Fair value of
commodity contracts is sensitive to estimates of future energy prices. Fair
value of embedded derivatives is sensitive to estimates of price indices.

The fair vatue of derivatives that are not traded in an active market (over-
the-counter derivatives)is determined using various valuation techniques
Interest rate swaps, cross-currency swaps, forward rate agreements
and foreign currency forward contracts are all valued by estimating the
present value of future cash flows Currency options are valued using
recognised option pricing models. Quoted cash and swap rates are used

as input for calculating zero coupon curves used for discounting.

ANNUAL REFORT 2015

250 341
35 6
1 0
286 -346

The fair value of commeodity contracts recognised in the balance sheet is
calculated by using quotes from actively traded markets when available.
Otherwise, price forecasts from acknowladged external sources are used.
Commedity contracts that fail to meet the own-use exemption criteria
in IAS 39 are recegnised in the balance sheet and valued on the same
principle as financial contracts. Some of these are long-term energy
contracts. In calculating the fair value of embedded derivatives, valuation

technigques are used in the absence of observable market inputs.

Fair value includes the impact of credit risk and the adjustment for credit
risk iz dependent on whether the derivative is in the money (asset) or
out of the money (liability). Credit value adjustment is applied to assets
positions based on credit risk assaciated with the counter-party. Debit
value adjustment is (frem 2019) applied to lisbility positions, based on
Norske Skog's own credit risk.
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In addition, Norske Skog has reassessed and concluded that general
inflation indexes in long-term physical energy purchase contracts
may be considered closely related, and accordingly not required to
be accounted for separately, when the purpose and effect of including
them is to ensure that the prices in the contracts are adjusted to the
general price level where the transaction takes place

The comparable figures for 2014 and 1 January 2014 inthe consolidated
balance sheet have been restated. The 2015 column below show the
impact that would have been recognised in the income statement in

FAIR VALUE OF DERIVATIVES IN LEVEL 3 GIVEN A REASONABLY
POSSIBLE ALTERNATIVE

Assets

Commaodity contracts

Liabilities

Commeadity contracts

The electricity prices for long-term electricity contracts in New Zealand
are not directly observable in the market for the whole contract
length. A change in the forecast ta a reasonably possible alternative
would change the fair value. Far the energy contracts in New Zealand,

DERIVATIVES

Commodity contracts
Embedded derivatives

Total

The table above includes only derivatives, and the total amount may

differ compared to other tables showing financial assets and liabilities

ANNUAL REPORT 2015

2015 if the change in accounting practice was not carried out. The
following line items have been impacted in the consolidated balance
sheet and income statement: Other gains and losses, Income tax,
Deferred tax asset, Retained earnings and other reserves, Other non-
current liabilities and Other current liabilities.

The following table is presented in accordance with IFRS 13.94, showing
the fair value of all commodity contracts in level 3 within the scope of IAS
39 given a change in assumptions to a reasonably possible alternative

31.12.2015 31.12.2014
Energy price -2% 257 218
Energy price -2% -343 -338

a reasonably possible alternative at 31 December 2015 would be a
downwards parallel shift of the long end of the forward curve of 2%
(downwards shift of 2% in 2014),

31.12.2015 31.12.2014
ASSETS LIABILITIES ASSETS LIABILITIES
255 -58 221 -34
31 -22 22 -31
286 250 -68

-80

All active management contracts (forward rate contracts, currency

options and forward contracts) were closed during 2074
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10. RECEIVABLES AND OTHER NON-CURRENT ASSETS

Trade and other receivables

Accounts receivable

%’..row.;‘m for bac.[. dEb.{. ....................
Qther receivables

VAT receivables

Prepaid expenses

Total

Other non-current assets

Loans to employees

tong-term sharehcldings
Miscellaneous nen-current receivables
Derivatives

Commoedity contracts

Pension plan assets

Total

Norske Skog Bruck entered into a factoring facility agreement in
Qctober 2014, The facility has a limit of EUR 25 million and is not
bearing financial covenants. Accounts receivable that have been
scld are deducted from accounts receivable in the balance sheet.
The utllisation at 31 2015 was NOK 125 million
(31 December 2014 was NOK 75 million)

December

AGEING OF THE GROUP'S CURRENT RECEIVABLES

Not due
6to 3".montuhs
3to 6 months
Qver 6 months
Total ¥

® Does not include provision for bad debt.

The maximum credit risk exposure at the year-end is the fair value of
each class of recelvable mentioned above.

ANNUAL REPORT 2015

NOTE 31.12.2015 31.12.2014
1112 1058
.............................. 7105 7103
185 124

80 52

85 71

] 1 3?7 1 209

1 1

23 145 132

28 23

231 204

426 387

The credit risk on trade and other receivables is continuously monitored,
independent of due date. The group's sales are mainly to large customers
with a low degree of default. Collateral as security is not normally
recquested. Further information regarding the group's credit policy fer
sales is provided in Note 8.

31.12.2015 31.12.2014
213 1134
104 ............... 86...
2 0
23 22
1112 1312
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11 INTEREST-BEARING LIABILITIES

Bonds 8777 7 344
Debt to financial institutions 7 302 394
Securitisation/Factoring Facilities ‘ 502 413
Tewl . S eser o eis
CURRENCY

AMOUNT NOK NOK

INTEREST-BEARING DEBT BY CURRENCY 31.12.2015 31.12.2015 31.12.2014
usp 156 1370 2 663
EUR 801 7707 4 908
AUD 27 175 183
NZD 1 6 11
Total interest-bearing debt in foreign currencies 7 9 259 7 765
"mterestft;earmg debt in I\.I.OK ’ 322 322 386
Total interest-bearing debt 7 ¢ 581 8 161

The average interest rate on pair value of debt at 31 December 2015 was 2015 was 10.8% (7.9% in 2014).
8.9% (74% at 31 Dacamber 2014) The average effective interest rate in

DEBT REPAYMENT
MATURITY OF THE GROUP'S TOTAL DEBT AT 31 DECEMBER 2015 DEBT BANKS
2016 632 1044 1675
2617 ' 47 2 044 2091
2018 7 0 17
2019 ' 18 2 790 2 807
2020 18 0 18
R S o e
2022 15 0 16
2023 ' 18 534 552
e . e o
Total 804 8 777 @581
MATURITY OF THE GROUP'S TOTAL DEBT AT 31 DECEMBER 2014 DEBT BANKS
2015 503 1176 1679
2016 97 1171 1288
e PR T e
2018 29 0 29
2019 29 0 29
2020 30 0 30
2021 21 0 21
T R . -
2623-2033 34 1487 1521
Total ' 807 7 344 8 151
ANNUAL REPORT 2015 84 NORSKE 8KOG
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Total debt listed in the repayment schedule may differ from booked
debt. This is due to premiums or discounts an issued bonds, hedge
reserves and fair value of hedging. At 31 December 2015, the financial
statements included a discount of NOK 522 million (discount of NOK 53
million: at 31 December 2014). Premiums or discounts on issued bonds
are amortised in the income statement over the lifetime of the issued
bonds. See Note 6 for loans secured by mortgage. The facilities do not
contain any material financial covenants.

Norske Skog has changed its accounting practice with respect to
classification of the financed amount from different securitisation
arrangements in Norway, France and Australia during fourth quarter
2015. The change in accounting practice has resulted in a reclassification
from interest-bearing non-current liabilities to interest-bearing current
liabilities.

Norske Skog has changed its interpretation based on a reassessment of
the securitisation loan arrangements. The financed amount represents
a group of individual loans, which are settled individually at maturity of
the accounts recelvable. New loans are initiated on a consecutive basis
based on new accounts receivable included under the securitisation
agreement. The liability is in its nature current and Norske Skog does not
have an unconditional right to defer settlement beyand twelve menths.
The liabilities are liabilities that are settled through its normal operating
cycle. The corresponding accounts receivable is derecognised when the
customer pays it.

The comparable figures for 2014 in the consolidated balance sheet
have heen updated. The following line items have been impacted in
the consclidated balance sheet: Interest-bearing nen-current liabilities

and Interest-bearing current liabilities. The amount reclassified from
Interest bearing non-current liabilities to Interest-bearing current
liabilities was NOK 502 million at 31 December 2015 (NOK 412 million at
31 December 2014). The securitisation arrangements in guestion were
entered into during 2014 and 2015, Except for the mentioned changes
in classification in the balance sheet, no other changes in accounting

treatment occurred from the updated assessment

The Innovasjon Norge facility due 2018 holds a minimum equity covenant,
and as consequence of breaching this clause in two consecutive
quarters, the facility has been classified as short term in accordance
with accourting practice with NOK 95 million talling due in first quarter
20716. A waiver of the minimum equity clause has been approved by
Innovasjon Norge in 2018, and hence the original repayment plan with
maturity in 2019 has been restored.

NET INTEREST-BEARING DEBT

As a result of the termination of a large part of the fair value hedge
partfolio in the beginning of 2008, an amount was reclassified in
the balance sheet. A hedge reserve (deferred income) amounting to
NOK 70 millien is included in interest-bearing debt as at 31 December
2015 (NOK 174 million at 31 December 2014) The hedge reserve
does not constitute any payment obligation for the group, but will be
amortised in the income statement over the term of the debt that has
been hedged (e until 2033).

The group's helding of own bonds in foreign currency amounted to
EUR 19 million at 31 December 2015 (USD 42 million and EUR 132 millicn
at 31 December 2074). These holdings are deducted from interest-
bearing debt in NOK.

31.12.2015

Interest-bearing non-current liabilities
\"r.w.tere.;tfbéérméucurrént He.iul.)iﬂhéus o
- Hedge reserve

- Cash and cash equivalents

Net interest-bearing debt

ANNUAL REPORT 2015
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12. EMPLOYEE BENEFIT EXPENSES

EMPLOYEE BENEFIT EXPENSES

Salaries including holiday pay
Social security contributions
Pension costs

Other emplovee benefit expenses

Total
NUMBER OF EMPLOYEES BY REGION

Europe

Australasia

Corporate functions (head office)
Total

The base salary for the president and chief executive officer (CEQ)
Sven Ombudstvedt at 31 December 2015 was NOK 4 440 000. Total
salary and other benefits received by Ombudstvedt in 2015 amounted
to NOK 8 017 016 (MOK 6 554 313 in 2014,

The CEO's retirement age is 64, Early retirement benefits and salary
over 12 G (hase amount in the Norwegian national insurance scheme)
are covered Dy a supplementary agreement for corporate management.
The CEO entered the company’s defined contribution pension plan from
T January 2011,

The mutual period of notice for the CEO is six months. If circumstances
arise in which the company and the CEQ, by mutual agreement, terminate
the contract of employment in the best interests of the company, the
CEQ is enttitled to severance pay equivalent to payment of base salary for
18 months after the end of the notice period. The amount receivable by
other members of corporate management under the same circumstances
is severance pay equivalent to payment of base salary for nine months.

NOTE 2015 2014
1440 1466

314 326

13 36 37
52 72

1848 1908

31.12.2015 31.12.2014

1827 2228

688 620

42 58

2557 2976

The annual bonus agreements for the CEQ and other members of
corporate management specify a maximum payment of 50% of base
salary. The basis for calculating this bonus is set annually by the board
and CEQ. No members of corporate management have been given loans
or granted securities or guarantees from the employer.

The total remuneration for the board of directors in 2015 was NOK 3
306 079 (NOK 3 583 698 in 2014). For the election and remuneration
committes, the total remuneration was NOK 469 000 (NOK 454 400 in
2014,

Please see Note 9 in the parent company financial statements for further
information on remuneration to executive employees.

REMUNERATION FOR MEMBERS OF CORPORATE MANAGEMENT
(in NOK 1000

In accordance with the code of conduct for corporate governance
recommended by the Oslo Stock Exchange, salary, payments in kind and

bonus for members of corporate management are specified below.

CONTRIBUTION GRANTED STOCK

PAYMENTS IN DEFINED OPTIONS 2015

KIND ETC. FOR CONTRIBUTION (NUMBER OF

SALARY FOR 2015 20152 BONUS 20152 SCHEMES 2015 OPTIONS)

Sven Ombudstvedt (CEC) 4 609 288 2388 732 130 0G0
Roar @delien (COO) 1901 236 423 225 6% 000
Rune Sollie (CFO) ¥ 1793 208 1113 215 65 000
Lars P. Sperre (SVP) % 1872 209 1384 222 65 000
CONTRIBUTION GRANTED STOCK

PAYMENTS IN TO DEFINED OPTIONS 2014

KIND ETC. FOR CONTRIBUTION (NUMBER OF

SALARY FOR 2014 2014 2 BONUS 2014 % SCHEMES 2014 OPTIONS)

Sven Ombudstvedt (CEOQ) 4 526 276 872 710 420 000
Roar @delien (COO) 1860 223 322 211 210 000
Rune Sollie (CFOY ¥ 1500 123 356 195 210 000
Lars P. Sperre (SVP) # 1743 208 308 101 210 0CO

U Includes car allowance, salary compensation for the transition to defined contribution pension, free telephone, etc.

% Based on results achieved in the financial year, partly paid in 2015 and in 2016.

¥ Based on resuits achieved in the financial year, paid in 2015.

“ Lars P. Sperre was appointed senior vice president (SVP) corporate strategy & legal from Apeil 2014. Rune Sollie was appointed CFO in January
2014,
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LONG-TERM INCENTIVE PROGRAMME

The purpose of the company’'s long-term incentive programme is to
secure a continued strong focus on the development of shareholder
value. The current long-term incentive programme was launched in
2014, and is based on rolling scheme with awards of synthetic options
targeting a positive share price development over a three-year period
from the date of award of the relevant synthetic options. Within the
frames of the programme, the board may grant synthetic options to the
carporate management and other key employees, including managing
directors of the Norwegian business units. The synthetic options are
settled three years following the date they are awarded, but up to one
third of the aptions may at the board’s discretion be settled through a
bonus payment each year after the relevant award. In 2074, 3 780 000
synthetic options were issued under the programme, and were awarded
with 2 430 000 options on 16 July 2014 and 1 345 000 options an
2 June 2015.1n 20186, 9 450 000 new synthetic options were issued under
the programme. Of these 70% has been aliocated for award in 2016 and
30% has been allocated for award in 2077, As of the date hereof, none
of the synthetic options issued in 2016 have been awarded yet. Each
option carries the right to be paid an amount in cash equal to (a) the
fair market value less (b) the exercise price, including any hurdie rate
added to the exercise price as of the exercise date. Fair market value is
the volume weighted average trading price of the shares on Oslo Stock
Exchange over a period of five trading days starting on the exercise
date. The initial exercise price (strike price) for the synthetic options
awarded in 2014 and 2015 were NOK 4.80 and NOK 3.85, respectively.
The synthetic options issued in 2076 have a strike price of NOK 2.24,
reflecting the subscription price applied in the private placement
cempleted on 31 March 2015 and in the repair offering contemplated
to be commenced at the end of May 2016. The exercise price for the
synthetic options granted in 2014 and 20715 shall be increased by 10 per
cent pro anno (the hurdle rate). The hurdle rate shall be added to the
exercise price annually in arrears as of each anniversary of the award
date, and shall from then be included in the basis for the calculation of
further hurdle rate. The synthetic options issued in 20186 are not subject
to a hurdle rate,

ANNUAL REFORT 2315

The long-term incentive falls within the scope of IFRS 2 Share-based
payments, A share-based payment transaction is a transaction in which
the company receives services from the employee of those services
in a share-based payment arrangement. A cash-settled share-based
payment transaction is a share-based payment transaction in which the
entity acquires services by incurring a liability to transfer cash to the
employee of those services for amounts that are based on the price of
theshares inthe company. IFRS 2 applies not only to awards of shares but
also to awards of cash of a value equivalent to the value, or a movement
in the value, of a particular number of shares, which is the case for the
long-term incentive plan. The ultimate cost of a cash-settled share-
based transaction is the actual cash paid to the counterparty, which
will be the fair value at settlement date. The periodic determination of
this liability is at each reparting date between grant and settlement
the fair value of the award. The fair value of the award is determined in
accordance with the specific requirements in IFRS 2. During the vesting
period, the liability recognised at each reporting date is the fair value of
the award at that date multiplied by the expired portion of the vesting
period. All changes in the liability are recognised in profit or loss for the
period. The fair value of the liability is determined by applying an option
pricing model, taking into account the terms and conditions on which
the cash-settled transaction was granted, and the extent to which the
employees have rendered services to date. Norske Skog has made a fair
value measurement of the liability using a Black & Scholes model for
Eurcpean call options with no dividends.
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REMUNERATION TO THE MEMBERS OF THE BOARD OF DIRECTORS AND COMMITTEE MEMBERS

(in NOK 1000
REMUNERATION
FOR COMMITTEE
SALARY DIRECTORS FEE WORK
Jon-Aksel Torgersen ¢} 449 7
Jarle Roth ¥ 0 174 7
."Kjeﬂ.\ugakgén e o L e e T o <
Eilif Due 0 328 7
Siri Beate Hatlen & Q 328 116
Paul Kristiansen 566 328 122
Karin Bing Orgland & 0 328 153
o B e . . . e . . o . S
Ole Enger & 0 231 0
Cecilie Jonassen 706 231 72

¥ Previous member who feft the board during 2015.
7 Previcus member who left the board during 2076, Hatlen and Bing Orgland were members of the audit committee during 2015,

AUDITORS FEES
(in NOK 1000, excluding VAT)

NORWEGIAN

SUBSIDIARIES AUDITED SUBSIDIARIES SUBSIDIARIES

BY THE PARENT AUDITEDBY AUDITED BY

PARENT COMPANY GROUP OTHER

COMPANY AUDITOR AUDITORS AUDITORS
Audit fee 1650 413 2077 748 4 888
Audit-related assistance ¥ 1670 35 47 0 1752
Tax assistance 0O 0O 32 O 32
QOther fees 105 149 9] 0 254
Total 3425 597 2 156 748 6 926

" Audit-related assistance includes services, which only auditors can provide, such as review of interim financial statements, agreed upon
control procedures etc.
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13. PENSION COSTS AND PENSION OBLIGATIONS

Norske Skog has various pension schemes in accordance with local
conditions and practices in the countries in which the group operates
A total of 2 042 current and former employees are covered by such
schemes. Of these, 375 people are coverad by defined benefit plans and

1667 people by defined cantribution plans

DESCRIPTION OF THE DEFINED BENEFIT PLANS
The key terms in Norske Skog's major defined benefit plans are shown

in the table below.

BENEFIT IN % OF EARLY
PENSIONABLE YEARS OF PENSIONABLE RETIREMENT NUMBER OF
EARNINGS SERVICE MEMBERS
Norske Skogindustrier ASA 65 30 67 62 71
Norske Skog Saugbrugs AS B85 30 87 G2 149
Norske Skog Skogn AS 65 30 67 62 140
Norske Skog Deutschland GmbH 45 35 65 65 10

The defined benefit schemes in Nerway cover people between 57 and
67 years of age, who were employed before 1 January 2011, The defined
henefit obligations in Norway only encompass active members (a small
number of people in early retirement until the end of 2015), since they leave
the defined benefit scheme Chaving a paid-up policy) when they retire

The defined benefit plan in Germany was closed and cover 10 previous
employees

Plan assets of the pension schemes in Norske Skogindustrier ASA,
Norske Skog Saugbrugs AS and Norske Skog Skogn AS are managed
by a life insurance company and invested in accordance with the general
guidelines governing investments by life insurance companies in Norway.
With effect from the beginning of 201, a new defined contribution
scheme was introduced in Norway, with a contribution of 4% for earnings
between 1and 6 G and 8% between 6 and 12 G. The defined benetit plan
was closed and now only covers employees born before 1 January 1959
who were employed before the closure.

When evaluating plan assets, it is based on the assumptions as at
31 December. This estimated value is corrected every year in accordance

ASSUMPTIONS MADE WHEN CALCULATING FUTURE BENEFIT OBLIGATIONS IN NORWAY

Discount rate/expected return on plan assets
Salary adjustment
Social security increase/inflation rate

Pension growth rate

The discount rate applied for the pension schemes in Norway for 2015
is based on the interest rate for covered bonds. Subsidiaries can deviate

from these assumptions if local conditions require this. The discount

NET PERIODIC PENSION COST

Current service cost

Pension cost defined contribution schemes
Accrued national insurance contributions
Recognised curtailment and settlement

Net periodic pension cost

Net periodic interest cost

Estimated payments to the group’s defined benefit pension schemes in
2016 amounts to NOK 20 millient (NOK 40 million in 2015)

ANNUAL REPORT 2015

with the figures for the market value of the assets provided by the
insurance company.

Expected return on plan assets is based on histerical return and the
investment profile of the plan assets

When measuring the incurred obligations, it is based on the assumpticns
as at 31 December. This estimatad obligation is corrected every year in
accordance with the figures for incurred pension obligations provided
by the actuary.

In addition to the benefit obligation funded through insurance plans,
the group has unfunded benefit obligations. The unfunded obligations
include estimated future obligations relating to the former Norwegian
early retirement scheme, pensions to former owners of subsidiaries
as well as pensions for senicr management and directors. Obligations
relating to senior management pensions are partly funded through a
supplementary retirement plan with a life insurance company.

In addition to defined benefit plans, there are also various defined
centribution plans.

2015 2014
2.4% 2.2%
2.2% 2.4%
2.8% 3.0%
0.0% 0.0%

rates applied vary from 24% to 3.8% and salary adjustments vary
from 2.2% to 3%. Norske Skog has used the mortality table in Norway
(K2013BE) and Richttateln 2005G in Germany.

2015 2014
10 10
28 24

0

-2 0
36 35
i1 23
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PENSION PLANS IN THE BALANCE SHEET

PARTLY OR FULLY FUNDED PENSION PLANS 31.12.2015 31.12.2014
Projected benefit obligations including naticnal insurance contributions -226 -310
Plan assets at fair value 222 281
Net plan assets/pension obligations () in the balance sheet -4 28
UNFUNDED PENSION PLANS 31.12.2015 31.12.2014
Projected benefit obligations including national insurance contributions -272 -790
Net plan assets/pension obligations (-) in the balance sheet -276 -820

The defined benefit pension plans relates to Europe. During the year  unfunded pension obligation relates to the deconsclidation of Walsum
a minor defined benefit pension plan in Australia was locked and the  Papier GmbH amounting to NOK 535 million.

pension obligation is reduced with NOK 4 million. The major decrease of

SPECIFICATION OF PENSION PLANS IN THE BALANCE SHEET 31.12.2015 31.12.2014
Pension liabilities in the balance sheet -276 -820
Net pension obligations -276 . -820
Net unfunded pension plans 7 -272 -790
Net partly or fully funded pension plans ‘ . -4 l -28
Balance 1 January 310 378
Deconsolidated company 7 0 0
Current years' service cost 8 17
Current years' interest cost & 13
%’eng‘gn pa.i.d ....................................................................... s - , 726...
Curtailments/settlements -59 -1
Other changes 7 -2 g
Curreﬁcy trénslat.ion di.fferer‘;ces . . . ‘ . 4 . -8 .
Remeasurements 7 -32 =72
Balance 31 December ‘ 226 l 310
CHANGES IN PLAN ASSETS FOR PARTLY OR FULLY FUNDED PENSION PLANS 2015 2014
Balance 1 January 281 400
Divested companies 7 0 0
.éemr% o g‘aﬂ a.;sets... s ot o s e oo s o s e oot e o s e o o e s e ot e . - 14
Curtaiiments/settlements -48 -21
Other changes 7 0 -6
Employer cantribution ‘ ’ o . . . 18 ’ . . 17 .
Remeasurements 7 -32 -133
Currency translation differences ‘ -2 l 10
Balance 31 December 7 222 281
ANNUAL REFORT 20315 91 NORSKE 8KGG
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CHANGES IN PENSION OBLIGATIONS FOR UNFUNDED PENSION PLANS

Balance 1 January
Decensolidation of Walsum
Current years service cost

. Current year's interest cost
Pension paid
Contributions to the plan assets
Curtéi\me.r.wts/se"tt\em"ents i i
Other changes
Currency translation differences
Remeasurements

Balance 31 December

Remeasurements is mainly related to changes in financial assumptions

SPESIFICATION OF REMEASUREMENT GAINS/LOSSES IN OTHER COMPREHENSIVE

INCOME {(OCD)

Return on plan assets

Actuarial changes arising from changes in financial assumptions

Experience adjustments + investment management costs
Asset ceiling
Total

INVESTMENT PROFILE FOR PENSION FUNDS FUNDS
Shares 23
Bonds 170
Properties and real estate 26

Money market
QOther
Total

SENSITIVITY ANALYSIS
Norske Skag has performed sensitivity analyses of material group
companies for the most important assumptions related to defined

benefit schemes to predict how fluctuations willimpact pensionliabilities

SENSITIVITY

Discount rate - 0.5%
Salary adjustment - 0.5%

Future national security - 1.0%

The above sensitivity analyses are based on a change in an assumption
while holding all other assumptions constant. In practice, this is unlikely
to oceur, and changes in some of the assumptions may be correlated. No

ANNUAL REPORT 2015

222

2015 2014
=790 -714
535 0
5 -4
E) -18
6 21

0

0

1
-2 -44
-8 -31
-272 -790
2015 2014
0 -1
1 -56
.................... - -
0 -3
0 -5
i -68

2015 2014

DISTRIBUTION FUNDS DISTRIBUTION
10% 36 13%
............... o = -
12% 22 8%
2% 47 17%
0% 0 0%

281

in the consolidated balance sheet. In relation to the assumptions made
in the calculation of pension abligations the amount is most sensitive to
changes in discount rate, salary adjustment and pension growth rate

The sensitivity of the pension obligation is shown in the table below:

INCREASE DECREASE
-23 27

-8 8

-3 1

N/A NAA

data is available for decrease of future national security. The sensitivity
analysis is based on actuarial calculations for the Norwegian schemes
and correlated figures for the German scheme
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14. OTHER OPERATING EXPENSES

Maintenance materials and services
Marketing expenses

Administration, insurance, travel expenses etc,
Losses on accounts receivable

Operating leases

Research and development

Changes in environmental provisions

Miscellaneous expenses

Specification of losses on accounts receivable
Receivables written off during the period
Payments received on items previously written off
Change in provision for bad debt

Total

15. LEASES

OPERATING LEASES

The group recognised expenses of NOK 52 millien in relation to operating

leases in 2015. The equivalent expense in 2014 was NOK 55 million

M LEASE PAYMENTS RELATING TO OPERATING LEASES

NOTE 2016 2014
480 496
..................... o 28
218 211

7 o

15 52 G

1 2

o6 A0

153 158

877 935

4 5

o 0

3 3

7 9

Not later than cne year
tater than one year and not later than five years
t ater than five years

Total

FINANCE LEASES

Leases of property, plant and equipment where contral and substantially
all the risks have been transferred to the group are classified as finance
leases. Finance leases are capitalised at the inception of the lease, at

MINIMUM LEASE PAYMENTS RELATING TO FINANCE LEASES

Not later than cne year

t ater than one year and not |ater than five years
tater than five years

Total

Future finance charges on finance leases

Present value of minimum lease payments

PRESENT VALUE OF MINIMUM LEASE PAYMENTS

31.12.2015 31.12.2014
24 20
60 39
12 3
96 82

the lower of the fair value of the asset and net present value of
the minimum lease payments. The capitalised value is depreciated
on a linear basis over the estimated economic life.

Not later than cne year
tater than one year and not later than five years
tater than five years

Total

Capitalised value of leased machinery and equipment

ANNUAL REPORT 2015

31.12.2015 31.12.2014
26 24

26 82

84 100

206 213

-7 -83

132 130
31.12.2015 31.12.2014
24 23

71 65

37 42

132 130

101 103
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16. OTHER GAINS AND LOSSES

Gains and losses from divestments and deconsolidating of business activities, property, plant

and eguipment

Changes in value - commadity contracts ¥

Changes in value - embedded derivatives
."Cha.ﬁ"ges \n vahje - b.i.(.)\ogféal as.gets

Other realised gains and losses

Total

-101 -17
8 64

1 -22
o _9

2 -13
-97 3

¥ Long-term financial contracts and conmmodity contracts that no fonger meet the requirementt in JAS 39.5 refated to own use are measured at fair

value.

The net loss on divestments of business activities, property, plant
and equipment in 2015 of NOK 1071 million was primarily related to
deconsolidating of Walsum Papier GmbH and scrapping of equipment no
longer in use.

In June 20715, the board of directors of Nerske Skogindustrier ASA
decided to cease the support of the operations at Walsum Papler GmbH
Thereafter local management at Walsum Papier GmbH filed for opening
of insolvency proceedings. The company is currently under insolvency
administration. Norske Skog is na longer the contralling owner of the mill,
and Walsum Papier GmbH has therefore been deconsolidated

The total loss of NOK 146 million on the deconsolidation includes
a cumulative loss of NOK 95 million related to currency translation
differences that were recognised directly in equity during the ownership
period and reclassified to Other gains and losses upon deconsolidation

A final settlement of the sales price in connection with the divestment
of Catalyst Paper Corporation back in 2006 has been agreed in 2015
An accrual of NOK 44 millien has been reversed in connection with

17. INCOME TAXES

TAX EXPENSE

Current tax expense
Change in deferred tax
Total

RECONCILIATION OF THE GROUP TAX EXPENSE
Profit/loss before income taxes

Computed tax at nominal tax rate of 27%
Differences due to different tax rates
"ReleE fro}ﬁ ass"(.)claté.d co.r;ﬁpan.iues
Exempted income/non-deductible expenses
Reversal tax provision
Adjustment previous years
Deferred tax asset not recognised
"othe"r uerﬁ.g - - - -
Total tax expense () income (+)

Effective tax rate

ANNUAL REFORT 20315

the settlement. The last instalment from the settlement amounts to
NOK 5 miflion and will be paid by Norske Skog in 2016

The net loss on divestments of business activities, property, plant and
equipment in 2014 of NOK 17 million was primarily related scrapping of
equipment no longer in use.

Norske Skog's portfolio of commeodity contracts consists mainly of
physical energy contracts. The fair value of commodity contracts is
especially sensitive to future changes in energy prices. The fair value of
embedded derivatives in physical contracts is influenced by currency and
price index fluctuations, A sensitivity anatysis of the impact on profit after
tax of fluctuations in energy prices, currency and price indices is given in
Note & The valuation techniques used are described in Note 9. The gain
on commodity contracts in 2015 and 2074 were due to negative change
in producer price index in New Zealand

Other realised gains and losses of NOK 13 million in 2014 were primarily
related financial hedging of energy and sale of emission rights

2015 2014
-41 -58
-472 -155
-520 -213
2015 2014
-1 005 -1291
272 348
82 5

-6 1
-74 -28
20 67

0 0
-822 -618
8 12
-520 -213
-52% -16%
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CURRENT TAX LIABILITY 31.12.2015 31.12.2014
Norway i8

Rest of Europe -3

Iauggié"e EU}gpe ........................................................................... - - - - O.... .....

Total 15 13
Net deferred tax asset 1 January 183 148
Change in deferred tax in the income statement -479 -155
Deconsolidation of subsidiaries 9] 0
Tax on other comprehensive income -284 212
%ax ef%.ect Fx net...mves..t.men.; hecﬁée . . . . o . . . O...
Group tax allocation balance sheet 5 18
Currency translation differences -35 -42
Net deferred tax asset/liability (-) 31 December -610 183
DEFERRED TAX ASSET AND DEFERRED TAX LIABILITY 31.12.2015 31.12.2014
Norway ¢l 578
Rest of Europe O ¢}
QOutside Europe ¢} 20
Deferred tax asset 0 598
Norway ¢] -24
Rest of Europe -376 -392
Qutside Europe -234 ¢}
Deferred tax liability -610 -415
Net deferred tax asset/liability ¢-) -610 183
DEFERRED TAX DETALLS 31.12.2015 31.12.2014
Fixed assets, excess values and depreciation -865 -665
Pensions 14 108
Provisions and other liabilities 164 136
Currency translation differences and financial instruments 390 337
Deferred tax current items i6 25
Tax losses and tax credit to carry forward 3286 4 335
Deferred tax asset not recognised ¥ -3815 -4 093
Net deferred tax asset/liability () -610 183
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LOSSES TO CARRY FORWARD BY REGION AND EXPIRY
DATE 31.12.2015

2018

2017

2018

2019

2020

2021

2022 and later
tndefinite expiry
Tax losses to carry forward

Tax losses not recognised

(recognised)
Deferred tax asset

Tax rate

LOSSES TO CARRY FORWARD BY REGION AND EXPIRY
DATE 31.12.2014

2015
2016

2020
2021 and later
indefinite expiry
. Tax .‘OSSQIS to c.arry forwa.rd
Tax losses not recognised
Tax credits and other adjustments

Total tax losses and tax credits to carry forward
(recognised)

Deferred tax asset

Tax rate

REST OF OUTSIDE

NORWAY EUROPE EUROPE TOTAL
0 o o o

0 125 o 125

0 111 0 111

e} 46 0 46

0 36 o 36

0 35 o 35

: e X :

9 958 612 2124 12 492
9 956 766 2124 12 846
11 694 -660 2 062 14 495
1738 97 62 1579
o 0 0

o 0 0

25% 28% 25%
REST OF OUTSIDE TOTAL

NORWAY EUROPE EUROPE Restated
0 11 o 11

0 o o o

0 117 o 117
S e S o

0 43 0 43

0 34 o 24

0 34 o 34
9232 3747 1877 14 856
9 232 4 090 1877 15 199
-8 397 4104 2008 14 500
1307 14 202 1523
2 142 71 2213
578 20 598
27% 28% 27%

Basis for deferred tax asset not recognised amounted to NOK 14 425 million at 31 December 2015. NOK 12 846 million was related to tax losses

to carry forward and NOK 1578 million was related to other deductible temparary differences. Deferred tax asset not recognised amounted to
NOK 3 615 million at 31 December 2015, NOK 3 232 million was related to tax losses to carry forward and NOK 383 million was related to other

deductible temporary differences.

Deferred tax asset arising from the carry forward of unused tax losses
is tested against expected future taxable profit on entity level. NOK 256
million is written down in 2015 as there was no tax profit in 2015 to offset

tax losses to carry forward from prior year.

Tax payable relates to Europe and censist mainly of income taxes,
withhaolding taxes and a part of CVAE tax in France.

Individual companies may have permanent differences, such as received

dividends, which are generally non-taxable

Indirect tax regimes are complex in many jurisdictions and between

jurisdictions in cross-border sales. Basis for indirect taxes may differ

ANNUAL REPORT 2015

from taxes related to stamp duty tax on restructuring and business
combinations.

Current and deferred taxes are recognised as expense or income in the
consolidated income statement. Taxes on translation differences, net
investment hedge, other reclassifications or remeasurements of post-
employment benefit obligations are recognised in other comprehensive

ncome,
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18. SPECIFICATION OF BALANCE SHEET ITEMS

Inventories

Raw materials and other production input
éemr}nanufactu"red materials ’ ’
Finished goods

Total

Other current assets
Derivatives
Comr.r.luod\ty con;actsm
Current investments

Total

Trade and other payables
Accounts payable

Accruéd Iaul.)our éosts gnd ;.axes
Accrued expenses

Other interest-free liabilities
't;otal . .

Other current labilities
Derivatives

Commedity contracts
Accried emission rights
Accrued financial costs
Restructuring provision
Total. .

Other nen-current liabilities

Derivatives

COmmOd‘wwmramS S
Dismantling provision

Environmental pravision

Geferred recognition of emission rights
Deferred recognition of government grants
6ther non i.ﬁterestfbe"a.mng"debt

Total
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20

20
20

NORSKE SKGG

31.12.2015

703
1z
538
1253

24
13

54
20
13

166
55

308

200

43
11
631

31.12.2014

801
17
516

1334

17
16

80
10
29
172
17
509

242
...24
65
211
18
53
79
692
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19, INVESTMENTS IN ASSOCIATED COMPANIES

CARRYING
VALUE

SHARE
31.12.2015

COMPANY

Malaysian Newsprint industries Sdn. Bhd. 337%
Other associated companies

Total

Investments in associated companies are accounted for in accordance
with the equity method. Share of profit presented in the table above is
the group's percentage share of profit after tax, adjusted for amartisation
of surplus value at group level allocated to the investment at the time
of acquisition. In 2014, the recognised share of profit/loss in associated
companies amounted to NOK 1 million, currency translation differences
amounted to NOK 51 million and additions/disposals amounted to
NOK -218 million

MALAYSIAN NEWSPRINT INDUSTRIES SDN. BHD. (MND

The company is incorporated in Kuala Lumpur, Malaysia, and is a
producer of newsprint. The carrying value of Norske Skog's investment
in MNI was NOK 373 million at 31 December 2015, which correspends
to Narske Skog's share (33.7%) of the equity in MNI's company financial

20. PROVISIONS

Balance 1 January 2014
Changes and new provisions
"Utm;ed ciuL.)ring the ;aar
Periodic unwinding of discount
Currency translation differences
Balance 31 December 2014

Changes and new provisions

Utilised during the year
Periodic unwinding of discount
Currency translation differences
Balance 31 December 2015

RESTRUCTURING PROVISION

The restructuring provision on NOK 55 million at 31 December 2015 is
classified in the balance sheet line item Other current labilities. The
provision includes various restructuring activities included provision
for severance payments and other costs at Norske Skog Bover
(NOK 10 million), Norske Skog Golbey (NOK 31 million), Norske Skog
Saugbrugs (NOK 7 million) and head office (NOK 4 million).

The amount expensed in 2015 in relation to restructuring activities
amounted te NOK 53 million. This relates mainly to the restructuring
activities listed above. Total payments relating to restructuring activities
in 2015 amounted to NOK 15 million. This relates mainly toc Narske Skog
Boyer (NOK 4 million), Norske Skog Skogn (NOK 4 million) and Norske
Skog Tasman (NOK 4 million),
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31.12.2015

373

374

SHARE OF CURRENCY CARRYING
PROFIT/LOSS  TRANSLATION ADDITIONS/ VALUE
2015 DIFFERENCES DISPOSALS 31.12.2014

-23 14 0 410

1 o] 6] -18 19
-23 -14 -18 429

statements. No impairment charges were recognised in the last audited
annual accounts of MNIL Norske Skog has performed an impairment
test for the investment in MNI at 31 December 2015. Norske Skog has
in the impairmerd testing valued MN! within the impairment model for
the fully owned mills of the group. Considering the valuation assumptions,
Norske Skog's impairment testing did not conclude with any impairment
needs. For a more thorough description of Norske Skog's impairment
testing model, see Note 4. Based on the company's financial statements,
operating revenue in 2015 was NOK 883 million (NOK 837 million in
2014) and net loss was NOK 70 million (net profit of NOK 43 million in
2014}, Total assets amounted to NOK 1668 million at 31 December 2015
(NOK 1 725 miflion at 31 December 2014) and total lisbilities were
NOK 519 million at 31 December 2015 (NOK 463 million at 31 December
2014)

RESTRUCTURING DISMANTLING  ENVIRONMENTAL
PROVISION PROVISION PROVISION

186 g6 193

4 6] -8

o ...78 . b

0 3 8

0 2 22

17 65 211

53 0 0
................. 715 726
0 2 5]

0 3 8

55 71 200

The restructuring provision on NOK 17 million at 31 December 2014 is
classified in the balance sheet line item Other current liabilities, The
provision includes various restructuring activities included provision
for severance payments and other costs at Norske Skog Bruck
(NOK 5 million), Norske Skog Walsum (NOK 2 million) and Norske Skog
Skogn (NOK 8 million).

The amount expensed in 2014 in relation to restructuring activities
amounted to NOK 4 million. This relates mainly to the restructuring
activities listed above. Total payments relating to restructuring activities
in 2014 amounted to NOK 153 million. This relates mainly to the closure
of PM4 at Norske Skog Walsum (NOK 127 million) and head office
(NOK 12 million),
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DISMANTLING PROVISION

Provisions related to future dismantling costs arising from a future
closing down of production facilities amounted to NOK 71 million at
31 December 2015, compared to NOK 65 millicn at 31 December 2074
The total amount is classified as non-current and will only be realised
at the time of a future shut down of any of the Nerske Skog production
units. The provision is the net present value of the future estimated
caosts, calculated using a long-term risk-free interest rate. The periodic
unwinding of the discount is recognised in the income statement line
Financial expenses. The opposite entry for dismantling provision and
change in provision estimates is Property, plant and equipment.

Discount rates and assumptions included as part of the best estimate
will impact the future carrying value of the dismantling provision. To
illustrate the sensitivity, a reduction in the future discount rate of
one percentage point would increase the provision by approximately
NOK 10 million, with a corresponding increase in future depreciation
on property, plant and eguipment.

ENVIRONMENTAL PROVISION

The group's provision for environmental obligations is presented in
the balance sheet as Other non-current liabilities. The provision is
related to estimated future costs for cleaning up any environmental
pollution caused by Nerske Skog production units. The provision will
mainly be realised in a future period upaon a potential shut down of
the production activities of any of the Norske Skog production units.

Increased environmental requirements fraom local governments may
also lead to realisation of this provision at an earlier point in time.

Provisions for future environmental obligations amounted to
NOK 200 million at 31 December 2015 compared to NOK 211 million
at 31 December 2074, The decrease is mainly due to decrease in
environmental provision at Norske Skog Tasman. Resources spent on
envircnmental activities during 2015 amounted to NOK 26 million.

The carrying value of the provision is the best estimate made by
measuring the expected value of the specitic obligations, discounted
1o present value using a long-term risk-free interest rate when the time
value of money is material. Changes in factors included in the expected
value will impact the carrying value of the obligation. To illustrate the
sensitivity, a reduction in the future discount rate by one percentage
paint wauld increase the pravision by approximately NOK 24 million.
Changes in accounting estimates not related tc assets are classified as
operating items in the income statement, and the periodic unwinding of
the discount is recognised within the income statament line Financial

expenses.

21 NON-CONTROLLING INTERESTS

Norske Skog does not have any non-controlling interests.

22 EARNINGS AND DIVIDEND PER SHARE

Profit/loss for the year in NOK million attributable to owners of the parent

P There were no dilution effects in 2015 or 2014.

No dividends were paid for the financial year 2015, The beard of
directors recommends that no dividend should be disbursed for the

ANNUAL REPGRT 2015

-1 526 -1504
182912 189933
-8.03 792

financial year 2015, The dividend decisicn will be made by the annual
general meeting on 25 May 2016.
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23. SHARES
SHARE CAPITAL

SHARES iN SUBSIDIARIES CURRENCY {IN 1 000) OWNERSHIP %
Shares in subsidiaries owned by the parent company
Lysaker Invest AS, Oslo NOK 108 371 100
Morske Skag Eiendom AS, Oslo NOK 1500 100
Morske Treindustrier AS Oslo e e ] NOK o ...Bsasso o300
Shares in subsidiaries owned by consolidated companies
Advanced Hygiene Selution GmbH, Bruck, Austria EUR 40 160
Bruck Fibre GmbH, Bruck, Austria EUR 35 100
Nornews AS, Oslo, Norway NOK 100 100
R Skog o Os\o.:.No(way R 556 6o oo
Norske Skog Adria d.o.o, TrzinSlovenia EUR 21 100
Norske Skog (Australasia) Pty Ltd, Sydney, Australia ) AUD ‘ 21 000 100
Norske Skog (Australia) Ne. 2 Pty Ltd, Sydney, Australia ) AUD 0 100
Norske Skog Belgium NV, Antwerp, Belgium EUR 62 160
Norske Skog Bruck GmbH, Bruck, Austria EUR 10 000 160
Norske Skog Capital (Australia) Pty Ltd., Sydney, Australia AUD 223 000 160
Norske Skog Ca"pﬂa\ ("New.iea\a"nd) Ltd A;..J"ckland, New Zesland o " NzD i i 100
Norske Skog Danmark ApS, Veerlgse, Denmark DKK 200 160
Norske Skog Deutschiand GmbH, Augsburg, Germany EUR 520 100
Norske Skog Espana S.A, Madrid, Spain EUR 60 160
o Skéug S é.ARLﬁamé;'Frar{Ee ............................................ i G e
Norske Skog Golbey SAS, Golbey, France EUR 137 388 160
Norske Skog Holding AS, Osla, Norway NOK 300 000 160
Norske Skog Holdings (No.3) Ltd., Auckland, New Zealand NZD 7 750 100
Norske Sk;g Holland BV Amste"r.darﬁt The Netherlands R T TEuR T T s 10T 100
Norske Skog Hungary Kft., Budapest, Hungary HUF 3 000 160
Norske Skog Industries Australia Ltd., Sydney, Australia AUD 190 00G 160
Norske Skog Industries Canada Ltd., British Columbia, Canada ) CAD 821 186 100
Norske Skog ltalia Srt, Milan, [taly ] EUR 10 160
Norske Skog Nordic & Export Sales AS, Oslo, Norway ] NOK 1100 100
Norske Skog Paper Mills (Australia} Lid., Tasmania, Australia AUD 7 539 100
Norske Skog Papers (Mala\./.swa) Sdn. E.B.hd., K"uala Lump"un Malayswua i T MYR T 5 611 i 100
Norske Skog Papier Recycling GmbH, Bruck, Austria EUR 291 160
Norske Skog Saugbrugs AS Halden, Norway NOK 1 052 100 100
Norske Skog Skogn, Levanger, Norway NOK 1052 10G 160
e Sk;é) Tas"manmt:td,, .Auck\é.nd‘ T e o e S
Morske Skog Osterreich GmbH, Graz, Austria EUR 35 100
Norske Skog (Schweliz) AG, Zlrich, Switzerland CHF 50 100
Norske Skog (UK) Lid, London, United Kingdom GBP 100 100
S Pa"b"er T.r.adm.é. o Pty L.\"rﬁteg.:.f.‘"Syd.r.\ey, o e e e e e e T S
Saugbrugs Bicenergi AS, Halden, Norway NOK 1006 100

SHARE CAPITAL CARRYING VALUE
SHARES INCLUDED AS FINANCIAL ASSETS CURRENCY {IN 1 GO0} OWNERSHIP % {IN NCK 1 0C0)
Shares owned by the parent company
Miscellaneous shares NOK 20
Shares owned by other group companies
Exeltium SAS, Paris, France EUR 174 504 5 80 232
Exeltium 2 SAS, Paris, France 7 U RR T 344D s 1578
Ignite Energy Resources Lid, Sydney, Australia AUD 229 04 1 12 894
Pavatex Holding AG, Cham, Switzerland CHF 92 698 5 43 180
SEM, Golbey, France EUR 358 0 3444
Qther shares, each with book value below NOK 1 million ] 3863
Total 144 991
Total shares included as financial assets e .. 145011

P Carrying value for the shares is original cost less impairment.
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24, CAPITAL MANAGEMENT

Norske Skog's objective when managing capital is to ensure that the
company is adequately capitalised, that the funding requirements are
met and to maximise return on equity within the limits set by the group’s
external debt financing

The main focus for the group is to reduce the overall debt burden. In
order to improve the capital structure, the group pay no dividends to
shareholders at present time and we have implemented continuous
cost-improvement initiatives, including headcount reductions and
working capital management measures, to improve our cash flow. The
new financing and refinancing announced 18 March 2016 will result in
additional liguidity, extended bond maturities, reduced debt, lower cash
interest payments and new equity. See Note 27 for further information.

As part of refinancing, the structure of the debt in the group was also
changed as two new holding companies were established, Norske
Skog Holding AS and Norske Skog AS. Norske Skog Holding AS issued
the EUR and USD exchange naotes due in 2021 and 2023 respectively.
Norske Skog AS issued the Senior Secured Notes (8SNs). The SSNs
are secured by assets pledges in Australiasia and share pledges in the
European operating companies. The exchange notes are guaranteed,
but are structurally subordinated to the SSNs. The remaining debt in
Norske Skogindustrier ASA remains unsecured. The group has one
cash pool for the European entities, The cash pool is legally placed in
the parent company Norske Skogindustrier ASA

As a consequence of a write-off of tax assets in Norway and Australasia
as part of the year-end consolidated financial statements, the equity of
Norske Skog is negative and hence fell below 50% of the share capital
at 31 December 2015, The Board of Directors dees not befieve that
such a level is sufficient for the group. Following the completion of the
exchange offer to 2017 noteholders and the issuance of new equity,
the group equity level has been improved by more than NOK 1 biflion.
In accordance with the requirements of the Norwegian Public Limited
Liability Companies Act section 3-5, the board of directors will account
for Norske Skog's financial position at the upcoming annual general
meeting (AGM) in May 2016

25. CONTINGENT LIABILITIES

Nerske Skog is an internaticnal company that, through its ongoing
business operations, will be exposed to litigation and claims from public
authorities and contracting parties as well as assessments from public
authorities in each country it operates.

Norske Skog has continued the process related to simplification of
the groups corporate structure in 2075 The simplification of the
group’s corporate structure in combination with changes in individual
countries’ tax laws could increase the group’s tax exposure. However,
due to completed reorganisations and tax assessments, the overall tax
exposure has decreased during the last years

Nerske Skog announced an Exchange offer to the 2018 bonds and
the 2017 bonds 5 January 2016 (the ‘January Exchange Offerss). On 2
February 2016, the New York State Supreme Court issued a temporary
restraining order preventing the closing of the January Exchange Offers.
The temperary restraining order had been requested by Citibank, N.A,
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tondon Branch in its capacity as trustee under the indenture for the
2019 Senior Secured Notes (the “Plaintiff"). After Norske Skag removed
the case to federal court, the United States District Court for the
Southern District Court of New York issued an Order 8 March 20716 (the
“Order™) denying the motion of the Plaintiff for a preliminary injunction
to prevent the closing of the January Exchange Offers, on the basis
that the Plaintiff had not demonstrated that it would suffer irreparable
harm in the absence of the requested injunction. The Order also lifted
the temperary restraining order in respect of the January Exchange
Offers that had been imposed by the New York State Supreme Court
on February 2, 2018,

Nevertheless, due to the uncertainty with respect to the court case
and the cempelling need of Norske Skog to undertake transactions to
resolve uncertainties regarding upceming maturities, and equity and
liquidity situation as expeditiously as passible and before any trials on
the merits, Norske Skog decided to amend the terms of the January
Exchange Offers. An amended exchange offer was announced 18
March 2016 for the 2017 bonds and the 2016 bond exchange offer was
terminated.

206. RELATED PARTIES

All transactions with related parties are conducted in accordance with
the arm’s length principle.

Some of Norske Skogindustrier ASAs shareholders are forest owners
delivering forestry products to the group’s production units in Norway.
One of the board members, Eilif Due, is a forest owner who supplies
wood to the group on normal commercial terms. All contracts for
supply of wood are entered into through forest cwner associations or
companies. Mr. Due is chair of the board of Allskog SA.

In 2013, Norske Skog entered into a contract with Fram Eiendom (Fram
Realinvest AS, Sjelyststranda Nasring AS, Fram Eiendomsdrift AS and
Skaven Naeringsbygg AS) for the lease of its head office at Skavyen.
Tarstein L Tvenge, together with close family members, contrels 100%
of Fram Eiendom. Tvenge is also a shareholder of Norske Skogindustrier
ASA. The lease contract for the head office has been entered into on
normal commercial terms. Lease paymentsto Fram Eiendom recognised
as an expense in 2015 amounted to NOK 4.2 million (NOK 4.1 million in
2014)

Chair of the board Jon-Aksel Torgersen in Norske Skogindustrier
ASA is CEQ of Astrup Fearnley AS. Astrup Fearnley AS owns shares in
Norske Skogindustrier ASA. Mr. Torgersen also owns shares in Norske
Skogindustrier ASA through his privately owned company Fiducia AS.
See note 14 Equity in the parent company financial statements

None of the board members receives remuneration for their werk for
the company from any source other than the company itself.
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27.EVENTS AFTER THE BALANCE
SHEET DATE

Norske Skog has executed a new securitization facility ("NSF") with GSO
and Cyrus under which they provide up to EUR 100 million of funding
commitments secured by receivables and inventory of the mills of Norske
Skog Saugbrugs AS and Norske Skog Skogn AS, the inventory of the
mill of Norske Skog Golbey SAS and certain collection bank accounts.
The proceeds from the NSF will exclusively be used to replace the
SpareBankl Gruppen Finans AS Factoring Agreements and to fund
working capital and other operational liquidity needs for the group's
mills. The SpareBank1 Gruppen Finans AS Factoring Agreements were
secured by the receivables of the mills of Norske Skog Saugbrugs AS and
Norske Skog Skogn AS and certain coliection bank accounts.

On 31 March 2016, Norske Skog issued 63460714 new shares at a
subscription price of NOK 2.24 in a private placement directed to GS0O
and Cyrus. The total proceeds of the private placemsnt amounts to
NOK 142,151,999.36. The share capital increase pertaining to the private
placement has been duly registered in the Norwegian Register of
Business Enterprises. Following the share capital increase, Norske Skog's
registered share capital is NOK 253,406,340 divided into 253,406,340
ordinary shares each having a par value of NOK 100. The newly issued
shares cannot be traded on the Oslo Stock Exchange before a listing
prospectus has been completed and published, and have accordingly
been issued with an ISIN separate from the ISIN of Narske Skog's listed
shares pending completion of the prospectus.

The exchange offer to 2017 noteholders to exchange into new notes due
in 2026, perpetual notes and the right to subscribe for equity expired on
6 April 2016, Approximately 76% of the aggregate principal amount of
the 2017 notes accepted to participate in the exchange offer. This was
above the 75% required threshold to bind all of the outstanding 2017
notes to the terms of the exchange offer. The noteholder mesting was
held on 11 April 2016, The board of directors made a formal resolution
about the execution of the exchange offer transactions on 12 April 2016
The exchange offer realized immediate de-leveraging and improved the
book equity by more than NOK 1 billion, reduced the annual cash interest
level by more than NOK 100 million and extended debt maturities from
2017 t0 2026 and beyond
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The board has determined details for a repair issue to repair for the
dilutive effect of the private placement completed on 31 March 2076 to
funds under management by GSO Capital Partners LP and Cyrus Capital
Partners, L P. The repair issue is directed to the company's shareholders,
with the exception of funds under management by GSO Capital Partners
LP and Cyrus Capital Partners, L.P, and shareholders who are resident
in jurisdictions in which the repair issue cannot legally be offered. The
maximum number of shares to be issued in connection with the repair
issue is 31512 247 and the subscription price is NOK 2.24. Shareholders
who have the right to subscribe for shares in the repair issue will have the
right to be allocated 0.1925 shares for each share that the shareholder is
registered with on the record date (22 April 2016). The subscription rights
will not be transferrable. Over-subscription will be permitted, and shares
that are not subscribed based on subscription rights will be allocated
to shareholders who over-subscribe, Further information will be included
in the prospectus, which will be prepared in connection with the repair

issue.

In the period from quarter end to reporting first quarter 2016 on 21 April
20136, Norske Skog bought back in the market 2016 notes for a nominal
amount of EUR 34.4 million. The remaining outstanding 2016 notes were
thus reduced from EUR 108 million at quarter end to EUR 73.6 million as
of the reporting date.

There have been no other svents after the balance sheet date with

significant impact on the financial statements for 2015.
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INCOME STATEMENT

NOK MILLION

Operating revenue

Employee benefit expenses
Other operating expenses

Gross operating earnings

Depreciation
Restructuring expenses
Other gains and losses

Operating earnings

Financial income

Financial expenses

Net unreafised/realised gains/losses on foreign currency

Profit/loss before income taxes

Income taxes

Profit/loss

STATEMENT OF COMPREHENSIVE INCOME

NOK MILLION

Profit/loss

Remeasurements of post employment benefit obligations

Tax effect on remeasurements of post employment benefit obligations

Other comprehensive income

Comprehensive income
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NOTE 2015 2014
3 119 121
8 -88 90

50 94

-20 -63

4 9 9
-4 o

10 o o
-33 72

1418 1608

2 267 -884

573 903

-1 456 252

11 26 634
-1 482 -886

2015 2014

-1 482 -886

1 16

0 4

-1 -12

-1 483 -898
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BALANCE SHEET

NOK MILLION

Assets

Deferred tax asset

Intangible assets

Property, plant and equipment
. rvestments in subsidiaries

QOther non-current assets

Total non-current assets

Trade and other receivables
Cash and cash equivalents
QOther current assets

Total current assets

Total assets

Shareholders’ equity and liabilities
Paid-in equity
Retained earnings and other reserves

Total equity

Pension abligations

Deferred tax liability
"mterestfbearmg nen-current liabilities

QOther non-current liabilities

Total non-current liabilities

tnterest-bearing current liabilities
."Tradme ana"othe"r. payc;bles

Tax payable

Qther current liabilities

Total current liabilities

Total liabilities

Total equity and liabilities

NOTE 31.12.2015
11 10
12
16
5 7016
12 484
7538
12 129
261
13 5
395
7933
0
230
ey 232
8 44
11 0
712 5 736
0
5780
712 1197
e
11 5
a7
2385
8165
7933

SK@YEN 28 APRIL 2016 THE BOARD OF DIRECTORS OF NORSKE SKOGINDUSTRIER ASA

Jon-Aksel Torgersen Eilif Due

Chair Board memkber

N, . .
CeC|\1g,Uonassen Jeoanne Owen

Board member Board member

S Onldil

Sven Ombudstvedt

Svecn Errd UeZz,
Svein Erik Vele

Board member President and CEOQ
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Nils Ingemund Hoff
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STATEMENT OF CASH FLOWS

NOK MILLION

Cash flow from operating activities

Cash generated from operations

Cash used in operations

Cash flow from currency hedges and financial items
Interest payments received

Interest payments made

Taxes paid

Net cash flow from operating activities ©

Cash flow from investing activities

Purchases of property, plant and equipment and intangible assets
Change in intercompany balance with subsidiaries

Sales of shares in companies and other investments

Net cash flow from investing activities

Cash flow from financing activities

New loans raised

Repayments of loans

Purchase/sale of treasury shares

Net cash flow from financing activities
Foreign currency effects on cash and cash equivalents
Total change in cash and cash equivalents

Cash and cash equivalents 1 January

Cash and cash equivalents 31 December

¥ Reconciliation of net cash flow from operating activities
Profit/loss before income taxes

Depreciation

Taxes paid

Change in trade and other receivables

éhangte in t"r.ade ;nd o%her p"e.iyablés

Change in restructuring provision

Financial items with no cash impact

Change in environmertal provisions with na cash impact

Change in pension obligations and other long term employee benefits

Net cash flow from operating activities
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2015

89
447
-447

-811

-1 544
1844
18
-136
397

261

-1 456

2014

14
568
258

B3

913

it
81
-405
g0z

397

-252
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STATEMENT OF CHANGES IN EQUITY

OTHER TOTAL

SHARE TREASURY SHARE PAID-IN PAID-IN RETAINED TOTAL
NOK MILLION CAPITAL SHARES PREMIUM EQUITY EQUITY EARNINGS EQUITY
Equity 1 January 2014 14 190 0 1385 604 2148 [o] 2149
Comprehensive income ¢} 0 ] ¢} 0 -898 -898
Uncovered loss allocated other
paid-in equity 0 0 -294 -604 -898 898 ¢]
Equity 31 December 2014 14 190 0 1061 4] 1252 [4] 1252
Comprehensive income ] 0 o] ] 0 -1483 -1483
Uncovered loss allocated other
paid-in equity -190 0 -1081 -1 252 1252 ¢]
Equity 31 December 2015 14 0 o] [} o] -232 -232

NOTES TO THE FINANCIAL

1 GENERAL INFORMATION

All amourts are presented in NOK million unless otherwise stated.
There may be some small differences in the summation of columns due

to rounding.

The financial statements were authorised for issue by the board of
directors on 28 April 20186,

2. ACCOUNTING POLICIES

The company financial statements of Norske Skogindustrier ASA are
prepared in accordance with the Norwegian Accounting Act § 3-9

STATEMENTS

and International Financial Reporting Standards (IFRS) with respect to
recegnition and measurement. Disclosures to the financial statements
are prepared in accordance with Norwegian Generally Accepted
Accounting Principles (N GAAP) and the Norwegian Accounting Act
(IFRS light and the related IFRS light 2014 regulation).

Requirements related to recognition and measurement applied to
the company financial statements of Norske Skogindustrier ASA are
identical to the ones described in Note 2 Accounting palicies in the
consolidated financial statements, with the exception of shares in
subsidiaries which are recognised at cost in the company financial
statements, as well as fair value hedge and net investment hedge which

are only recognised at group level.

3. OPERATING REVENUE BY GEOGRAPHICAL MARKET

Norske Skogindustrier ASAs operating revenue consists mainly of the sale of goods and services to other entities in the group.

OPERATING REVENUE BY GEOGRAPHICAL MARKET

MNorway
Europe excluding Norway
Australasia

Total

Operating revenue arising from sales of internal services to other
entities in the group amounted to NOK 115 million in 2075, The
corresponding figure for 2014 was NOK 120 millicn.  All transactions

ANNUAL REPORT 2015

2015 2014
46 48
58 61
5 12

119 121

with other entities in the group are conducted in accordance with the
arm’s length principle.
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4 INTANGIBLE ASSETS AND PROPERTY, PLANT AND EQUIPMENT

OTHER
LICENSES AND INTANGIBLE
INTANGIBLE ASSETS PATENTS ASSETS
Acguisition cost 1 January 2014 29 148 177
Reclassified from plant under construction 14 ¢} 14
Acquisition cost 31 December 2014 43 148 191
Accumulated depreciation and impairments 1 January 2014 28 141 169
Depreciation 2 5 7
Accumulated depreciation and impairments 31 December 2014 30 146 176
Carrying value 31 December 2014 13 2 15
Acguisition cost 1 January 2015 43 148 191
Additions
Disposals
Reclassified from plant under construction 2 0 2
Acquisition cost 31 December 2015 45 148 193
Accumulated depreciation and impairments 1 January 2015 30 146 176
Bepreciation 4 i 5
Accumulated depreciation and impairments 31 December 2015 34 147 181
Carrying value 31 December 2015 11 1 12

Licenses, patents and other intangible assets are depreciated on a  Otherintangible assets consist mainly of capitalised development costs
straight-line basis over a period from three to 20 years. relating to customising of software.

FXTURESAND  PLANT UNDER

PROPERTY, PLANT AND EQUIPMENT FITTINGS CONSTRUCTION

Acquisition cost 1 January 2014 155 23 178
Additions 0 13 13
Reclassified from plant under construction 20 -34 -14
Acqguisition cost 31 December 2014 176 2 177
Accumulated depreciation and impairments 1 January 2014 153 ¢} 153
Disposals 2 ¢} 2
Accumulated depreciation and impairments 31 December 2014 155 0 155
Carrying value 31 December 2014 20 2 22
Acguisition cost 1 January 2015 175 2 177
Additions 0 ¢ 0
Disposals 0 0 0
Reclassified from plant under construction 0 -2 -2
Acquisition cost 31 December 2015 175 [} 175
Accumulated depreciation and impairments 1 January 2015 155 O 155
Depreciation 4 ¢] 4
Accumulated depreciation and impairments 31 December 2015 i59 0 159
Carrying value 31 December 2018 i6 [} 18

Fixtures and fittings are depreciated on a linear basis over a period from
three to ten years
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5. SHARES IN SUBSIDIARIES

SHARES N SUBSIDIARIES

tLysaker Invest AS, Oslo

"Nor;ke Skog Eiendom AS OS.‘.(.)
Narske Trelndustrier AS, Oslo
Total

The investment in subsidiaries have decreased from NOK 12 511 million
to NOK 7 916 million during 2075, This in mainly due to impairment of
investments in subsidiaries and that the group company structure was

IMPAIRMENT OF INVESTMENTS IN SUBSIDIARIES

Norske Treindustrier AS
Norske Skog Elendom AS
".ngke skog T s
Norske Skog Walsum GmbH (intercompany loan)
Norske Skog Papers (Malaysia) Sdn. Bhd.
Total

Investments in subsidiaries are tested for impairment in accordance
with 1AS 36 Impairment of assets. Shares in subsidiaries are written
down to thelr recoverable amount when the recoverable amount
is lower than the carrying value of the investment. For impairment
testing purposes, investments in subsidiaries are grouped in the same
manner as the cash-generating units for the group. The carrying

ANNUAL REPORT 2015

CURRENCY

CARRYING

SHARECAPITAL VALUE

{(iN 1 600) OWNERSHIP % (IN NOK 1 000)

NOK 109371 100 302371
NOK 1500 100 16 548
NOK 834 680 100 6 690 196

7 016 115

changed. Several of the subsidiaries were sold to Norske Treindustrier
AS in January 2015 with a net gain of NOK 420 millicn.

NOTE 2015 2014

-1468 1160

=27 0

0 22

.............................. O e o 712.&
-248 -573

0 55

6 -1 743 558

ameount of investments in subsidiaries within each cash-generating
unit is measured against the recoverable amount of investments in
subsidiaries within this cash-generating unit. For further information
with respect to impairment testing see Note 4 Intangible assets and
property, plant and equipment in the consclidated financial statements,
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6. FINANCIAL ITEMS

FINANCIAL ITEMS NOTE 2015 2014

Financial income

Dividends received from group companies 300 765
External interest income 6 10
Interest income from group companies ¥ 172 271
.éever;al \r;wu;.)a\rrr;ent .\.é.ssesuof m;estr.r.l.énts.in su"l;swciie;.ries T 5 ) ¢} ) ."558"
Gain from intragroup sales of shares ® 420

Gain from Exchange of Bonds @ 399

Gain from fair value hedge © l ‘ 80

Other financlal income ¥ 25

Total . 1418 1608

Financial expenses

External interest expense -389 -581
Interest expense from group companies® -95 -278
Impairment of investments in subsidiaries 5 -1743 ¢}
Other financial expenses ¥ -40 -25
Total -2 267 -884
Realised/unrealised gains on foreign currency -573 -903
Financial items -1 423 -179

¥ Intercompany interest is calculated based on a standard margin, adjusted where necessary to reflect local market conditions and transfer pricing
principles.

2 Other financial expenses include losses from the divestment of subsidiaries.

3 Other financial income in 2015 NOK 25 million was primarily related to gain from buy-back bonds.

“In February 2015 Norske Skog completed refinancing a portion of its bond maturities though the issuance of an EUR 290 million Senior Secured
Notes (SSN) and exchange of exfsting bonds into new bonds with longer maturities. Gain from exchange and fair value hedge was respectively
NOK 399 million and NOK 80 million. The new SSN was issued by the subsidiary Norske Skog AS and new exchanges bond was issued by the
subsidiary Norske Skog Holding AS.

¥ In connection with refinancing the group company structure was changed. Several of the subsidiaries were sofd to Norske Treindustrier AS with
a gain of NOK 420 million.
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7 MATURITY OF INTEREST-BEARING LIABILITIES

MATURITY OF THE COMPANY'S DEBT AT 31.12.2015

2016
2017
2018
2019

."2 OZE)
2021
2022
2023
2024-2033
Total

MATURITY OF THE COMPANY'S DEBT AT 31.12.2014

2015
2018
."2 01;
2018
2019
2020
2021
202&*205’;3
Total

Foreign currency debt is presented at the current rate of exchange
in the instalment profile. Debt used as an instrument for hedging net
investments in foreign currencies is presented at historical cost in
the balance sheet. For more informaticn, see Note 11 Interest-hearing
liabilities in the consolidated financial statements.
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DEBT BANKS
95 1044 1139

o 2044 2 044

0 0 0

o 0 0

..... . : ;
o 0 0

o 0 0

0 0 0

o 336 836

95 3824 4019

DEBT BANKS BONDS TOTAL
40 1176 1216

40 1171 1211

S T TR o

14 0 14

14 0 14

14 0 14

7 0 7

R e o

155 7 344 7500

The Innovasjen Norge facility due 2019 holds a minimum equity
covenant, and as consequence of breaching this clause in two
consecutive quarters, the facility has been classified as short term
in accordance with accounting practice with NOK 95 million falling
due in first quarter 2016, A waiver of the minimum egquity clause has
been approved by Innovasjon Norge in 2016, and hence the original
repayment plan with maturity in 2019 has been restored.
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8. PAYROLL COSTS, PENSION COSTS AND OBLIGATIONS

EMPLOYEE BENEFIT EXPENSES 2015 2014
Salaries including haoliday pay 62 55
Social security contributions i6 22
Pension costs 5 7
Other employee benefit expenses 5 6
.ﬂta' ............................................................................................. w T - 90

The company is required by law to have a pension scheme for  senicr employees, as well as information regarding audit fees, can
all employees. The company's pensicn plan is compliant with the  be found in Note 12 Employee benefit expenses in the consolidated
requirements in the Norwegian Act relating to mandatory occupational  financial statements

pension, Detailed information on salary and other compensation for

31.12.2015 31.12.2014
Mar-labour years 42 58
NET PERIODIC PENSION COST 2015 2014
Current service cost i 2
Pension cost defined contribution schemes 3 3
Accrued national insurance contributions o] 0
Recognised curtailment and settlement ¢} ¢}
Net periedic pension cost 4 5
Net periedic interest cost 1 1
PENSHON ASSET IN THE BALANCE SHEET 31.12.2015 31.12.2014
Projected benefit obligations -43 -40
Plan assets at fair value 43 40
Net pension asset in the balance sheet o} Q
PENSHON OBLIGATION iN THE BALANCE SHEET 31.12.2015 31.12.2014
Projected benefit obligations -4y -4G
Plan assets at fair value 9] 0
Net pension obligation in the balance sheet -4k -49
SPECIFICATION OF RE-MEASUREMENT GAINS/LOSSES
IN OTHER COMPREHENSIVE INCOME (OCD 2015 2014
Actuarial changes arising from changes in demographic assumptions 2 -7
Actuarial changes arising from changes in financial assumptions O ¢}
Experience adjustments + investment management costs -9 -5
Asset ceiling — asset adjustment 6 0
Total -1 -12
SENSITIVITY ANALYSIS increase Decrease
Discount rate — 0.5% -5 5
Salary adjustment - 0.5% 1 -1

See Note 13 Pension costs and pension obligations in the consolidated
financial statements for assumptions and further information.
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9. SALARY AND OTHER REMUNERATION FOR SENIOR EXECUTIVES

According to the provision in section 6-16a of the Norwegian Public
Limited Companies Act (cf section 5-6, third subsection), the annual
general meeting (AGM) shall consider the board's declaration regarding
the determination of pay and other remuneration for senior executives
in the coming financial year. The board will propose the declaration at
the AGM for consideration and a vote.

The board of Norske Skogindustrier ASA has had a remuneration
committee since 2000, which considers issues relating to the
compensation of the president and chief executive officer (CEQ) and
other members of corporate management. When the methods for
assessing salary and paossible bonuses, options and other incentive
schemes are to be determined, the committee will ensure that the size
and scope of compensation and pay reflect the responsibilities and
duties of the recipient, and that these arrangements contribute to long-
term value creation for all the shareholders

FIXED SALARY

The board has not established any upper and/or lower limits to the
amounts that can be paid to senior executives in the company as fixed
salary in the coming financial year. See also Note 12 Employee benefit
expenses in the consolidated financial statements

VARIABLE ELEMENTS

In addition to fixed salary, the company has a bonus and incentive
programme designed to help harmonise the priorities of corporate
management with the strategies and goals for the business established
by the board:

Annual incentive plans

The company has operated bonus schemes for executives and
employees for a number of years, to ensure that important commercial
goals receive adequate priority. These annual incentive plans for
corporate management provide a maximum payout corresponding
to 50 % of annual base salary. The performance figures are based on
financial, operational and individual criteria.

Long-term incentive programme

The purpose of the company's long-term incentive programme is to
secure a continued strong focus on the development of shareholder
value, The current long-term incentive programme was launched in
2014, and is based on rolling scheme with awards of synthetic opticns
targeting a positive share price development over a three-year periad
from the date of award of the relevant synthetic aptions. Within the
frames of the programme, the board may grant synthetic aptions to the
corporate managemeant and other key employees, including managing
directors of the Norwegian business units. The synthetic options are
settled three years following the date they are awarded, but up to one
third of the options may at the board's discretion be settled through a
bonus payment each year after the relevant award. In 2014, 3 780 000
synthetic options were issued under the programme, and were awarded
with 2 430 000 options on 16 July 2014 and 1 345 000 options on 2
June 2875, In 2016, 9 450 000 new synthetic options were issued under
the programme. Of these 70% has been allocated for award in 2016 and
30% has been allocated for award in 2017 As of the date hereof, nane
of the synthetic options issued in 2016 have been awarded vet Each
option carries the right to be paid an amount in cash equal to (a) the
fair market value less (b) the exercise price, including any hurdle rate
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added to the exercise price as of the exercise date. Fair market value is
the velume weighted average trading price of the shares on Osle Stock
Exchange over a period of five trading days starting on the exercise
date. The initial exercise price (strike price) for the synthetic options
awarded in 2014 and 2075 were NOK 4.80 and NOK 2.85, respectively.
The synthetic aptions issued in 2016 have a strike price of NOK 2.24,
reflecting the subscription price applied in the private placement
completed on 31 March 2015 and in the repair offering contemplated
to be commenced at the end of May 2016. The exercise price for the
synthetic options granted in 2014 and 2015 shall be increased by 10 per
cent pro anne (the hurdle rate). The hurdle rate shall be added to the
exercise price annually in arrears as of each anniversary of the award
date, and shall from then be included in the basis for the calculation of
turther hurdle rate. The synthetic eptions issued in 20186 are not subject
to a hurdle rate.

The long-term incentive falls within the scope of IFRS 2 Share-hased
payments. A share-based payment transaction is a transaction in which
the company receives services from the employee of those services
in a share-based payment arrangement. A cash-settled share-based
payment transaction is a share-based payment transaction in which the
entity acquires services by incurring a liability to transfer cash to the
employee of those services for amounts that are based on the price of
the shares inthe company. IFRS 2 applies not only to awards of shares but
also to awards of cash of a value equivalent to the value, or a movement
in the value, of a particular number of shares, which is the case for the
long-term incentive plan. The ultimate cost of a cash-settled share-
based transaction is the actual cash paid to the counterparty, which
will be the fair value at settlement date. The periodic determination of
this liability is at each reporting date between grant and settlement
the fair value of the award. The fair value of the award is determined in
accordance with the specific requirements in IFRS 2. During the vesting
period, the liability recognised at each reporting date is the fair value of
the award at that date multiplied by the expired portion of the vesting
period. All changes in the liability are recognised in profit or loss for the
period. The fair value of the liability is determined by applying an option
pricing model, taking into account the terms and conditions on which
the cash-settled transaction was granted, and the extent to which the
employees have rendered services to date. Norske Skog has made a fair
value measurement of the liability using a Black & Scholes model for
European call options with no dividends

Further variable elements

Further variable elements include a fixed mileage allowance, newspapers,
mobile phone and coverage of the costs of broadband communication in
accordance with established standards.

PENSION PLANS

Norske Skogindustrier ASA introduced the current defined contribution
plan with effect from 1 January 2011, with a contribution of 4% for
earnings between 1 and 12 G (base amount in the Norwegian naticnal
insurance schemea) and additional 4% between 6 G and 12 G. The
previous scheme with pensionable age of 67 and providing a pension of
approximately 85% of ordinary salary at retirement, and 80% trom the
age of 77 including national insurance, was closed from 31 December
2010, and now enly covers employees who were born prior to 1January
1959 and who were emploved in the company hefore the closure. The
company also has a supplementary scheme for the part of salary
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exceeding 12 G, and there is a separate early retirement pension scheme
from 64 to 67 years for corporate management, previously referred to as
insured supplementary plans. It was decided to terminate these insured
supplementary plans with effect from 1 January 2007 and they were
replaced by a book reserve arrangement for the pension part, a disability
insurance and a group life insurance (annual base salary) replacing
dependents’ pensions. Corporate management is covered by a special
group life insurance policy with payments limited to three times the
annual salary and a maximum of 80 G, Old age pension for the part of
salary exceeding 12 G was also changed to a defined contribution plan
from 1 January 2071 At the time of the change, employees who were
born before 1 January 1958 were given the opportunity to continue with
the defined benefit plan. Norske Skog provided salary compensation
for employees who were at a financial disadvantage because of the
change from a detined benefit to a defined contribution plan, both
in the main plan and in the plan for salary above 12 G. This salary
compensation was based on certain assumptions about the future at
the time of the change, including return on assets, salary adjustment,
change in the base amount (G) and inflation. The compensation will not
be changed even if these factors should turn out to be different from
the assumptions.

10. OTHER GAINS AND LOSSES

OTHER GAINS AND LOSSES

Gains and losses on disposal of property, plant and equipment
Total

ANNUAL REPORT 2015

The defined benefit plan for the part of salary exceeding 12 G was
closed from 1 January 2017, and no new members will enter the scheme.
The same applies for the early retirement scheme for corporate

management

TERMINATION PAYMENT AGREEMENTS

The mutual period of notice for the CEO is six months. If circumstances
arise in which the company and the CEQ, by mutual agreement,
terminate the contract of employment in the best interests of the
company, the CEO is entitled to severance pay equivalent to payment
of base salary for 18 menths after the end of the natice period. The
amount recelvable by other members of corporate management under
the same circumstances is severance pay equivalent to payment of
base salary for nine months.

2015 2014
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1. INCOME TAXES

TAX EXPENSE 2015 2014
Current tax expense -3 -9
Change in deferred tax -23 -625
Total -26 -834
INCOME TAX RECONCILIATION 2015 2014
Profit/loss before income taxes -1456 -252
Computed tax at nominal tax rate of 27% 393 68
Exempted income/non-deductible expenses 962 266
tmpairment of investments in subsidiaries -1246 -3
Adjustment previous vears 4 -1
Change in tax rate -47 4
QOther items -49 13
Change tax loss not recognised -48 -981
Total tax expense (-)/income -26 -634
DEFERRED TAX 2015 2014
Net deferred tax asset /liability O 1 January 33 695
Net deferred tax asset/liability () 1 January (restated) le] le]
Deferred tax charged in the income statement -23 -625
Tax expense in other comprehensive income 0 4
Reclassification of group tax items o} -41
Net deferred tax asset/liability (-) 31 December 10 33
DEFERRED TAX - DETAILS 31.12.2015 31.12.2014
Property, plant and equipment, excess values and depreciation -95 -129
Pensions i1 13
Provisions and other liabilities &) 2
Currency translation differences and financial instruments 265 246
Current ftems 1 33
Tax losses and tax credit to carry forward -179 -139
Net deferred tax asset/liability () 10 33

31.12.2015 31.12.2014

Tax losses to carry forward 6 888 6 636
Tax losses and other tax credits not recognised ¥ -7 831 -7 3b4
. Tax...med‘{.s T e P . .. - 217 - 202
Total losses to carry forward and tax credits -726 ~516
Tax losses and tax credit to carry forward -179 -139
Tax rate 25% 27%

" The value of tax losses and other tax credits are written down, subsequently the tax losses are lower than total tex benefits not recagnised.

ANNUAL REFORT 2315 120 NORSKE 8KOG

24.10.2019 kI 22:07 Brgnngysundregistrene Side 90 av 100



Brgnngysundregistrene Arsregnskap regnskapséaret 2015 for 911750961

FINANCIAL STATEMENTS VORSKE SKOGINDUSTRIER ASA

12. INTERCOMPANY RECEIVABLES/LIABILITIES

NON-CURRENT INTERCOMPANY RECEIVABLES 31.12.2015 31.12.2014
tysaker Invest AS 80 o}
Norske Skog AS 78 ¢}
Norske Skog Skogn AS 1 4890
Norske Skog Saugbrugs AS 27 555
Norske Skog Industries Australia Ltd. 287 802
];jjorgk.é skoé v\/a\;um GmbH 0 e o s s o 123...
Norske Skog France SARL O 12
Norske Treindustrier AS ii 365
Other intercompany receivables 1 2
CURRENT INTERCOMPANY RECEIVABLES 31.12.2015 31.12.2014
tysaker Invest AS 29 68
Nornews AS [§] 22
Norske Skog Skogn AS 1 ¢}
NDrSke skog Sad‘gbruég AS... s ot o s o oot e o s e eone e o s e o eons s o ot e o ot o o oot o o oot s e
Morske Skag Industries Australia Ltd. 26 0
Norske Skog Golbey SA ¢} 42
Morske Skag Danmark Aps 2 2.
Norske Skog Nordic & Export Sales AS O 1
Norske Skog Property AS ¢} ‘ 47
Other current intercompany receivables 1 2
Total 68 i79
NON-CURRENT INTERCOMPANY LIABILITIES 31.12.2015 31.12.2014
Lysaker Invest AS ¢} 63
Nornews AS ¢ 65
Norske Skog Bruck GmbH 43 87
NDrSke skog GOIbey SA . ot o e ....237 ..... . - 176
Norske Skog Helding AS 1963 ¢}
Norske Skog Property AS ¢} 48
Norske Treindustrier AS 560 2822
2808 B3P

Total

All non-current intercompany debt falls due for repayment at least 12
months after the balance sheet date. The majority of this debt has a
caonsiderably longer term to maturity.
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CURRENT INTERCOMPANY LIABILITIES 31.12.2015 31.12.2014
Norske Skog Skogn AS 54 117
Norske Skog Saugbrugs AS 34 222
Norske Skog Deutschland GmbH 37 37
Norske Skog Eiendom AS 30 263
Norske Skog Bruck GmbH 78 52
Norske Skog Golbey SA 58 134
. Nm;ke s.x;og Hddmg - U U P U PP 585 o
Norske Skog Haolland BV. 22 19
Norske Skog Industries Australia Ltd. ¢} 200
Norske Skog France SARL 14 27
Norske Skog Tasman Ltd. 59 61
...Nm;ke skog UK Ud.... e e e S o o s s e o o o o e e e s o o o s s o o o e o ot s 64 . 36
Norske Skog Walsum GmbH ¢} 7
Norske Treindustrier AS i8 1440
Norske Skog Osterreich GmbH 5 4
Wood and Logistics AS ¢} 14
Othér cur}ent H'.)terco.mpa(%y Mab.dmes. . . . 2 . 6
Total 1061 2 639

13. OTHER CURRENT ASSETS

OTHER CURRENT ASSETS 31.12.2015 31.12.2014

Current investments 5 5

Total 5 5
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14, EQUITY

The share capital of the company at 31 December 2015 was NOK 189
945626 and consisted of 189 945 626 shares, each with a neminal value
of NOK 1. The number of treasury shares at 31 December 2075 was 19
667 The company purchased 300 000 and sold 280 643 treasury
shares during the vear.

As a consequence of the impairment write-downs made as part
of the year-end consolidated financial statement closing process
announced earlier and its impact on the financial statements of Norske
Skogindustrier, the company's booked equity is below 50% of the share
capital. In accordance with the requiremerds of the Norwegian Public
Limited Liability Companies Act section 3-5, the board of directors
will account for Norske Skogindustrier ASA and the group's financial
position in the upceming annual general meeting in May 2016,

In a separate transaction at the end of March 2016, Norske
Skogindustrier ASA issued 63 million new shares to GSO and Cyrus
at a price of NOK 224 per share. Total proceeds amounted to NOK
142 million. The equity issue enhanced the group's equity and liquidity
position. An equity repair offering will be offered to existing shareholders
following the private placement.

In April 2018, the exchange offer to 2017 noteholders was successfully
completed with more than three quarters of holders voting in
favour. Given the large acceptance, the offer was binding for all 2017
neteholders. Alithe remaining 2017 notes, amounting to EUR 218 million,
were thus exchanged inte a combination of new 2026 notes, perpetual
notes with maturity in 2115 and a right to subscribe in cash for ordinary
shares of the company. The completion of the exchange offer resulted
in an immediate deleveraging and reduced net interest bearing debt

and improved group equity by more than NOK 1 billion and reduced
annual cash interest payments by more than NOK 100 million. Varicus
other liquidity initiatives includes divestments of certain assets and a

reduction in cash tied up in energy arrangements

As described above the board of directors recognizes the challenging
industry Norske Skog operates in and the remaining high financial
leverage in Norske Skogindustrier ASA and the exposures to the groups
various risks that could impact the financial performance, liquidity and
equity in the parent company. The risk factors described for the group
are also relevant for the parent company. Furthermore, in its capacity
as the ultimate parent company of the group, Norske Skogindustrier
ASA s also exposed to the risks of funding from the cash generating
operations being available for the parent company when required by
way of intragroup leans or other capital transactions such as dividends.
The business risk of the company is impacted by its high financial
leverage which is exposed to currency developments in EUR and USD
against NOK.

On 25 April 2012, the general assembly resolved to reduce the nominal
value of the company’s shares from NOK 10 to NCK 1, and to transfer
NOK 2 000 million from share premium reserve ta other paid-in equity.
Total value transterred to other paid in equity amounted to NOK 3 708
million. This resolution came in addition to the resolution on 12 April
2007 to transfer NOK 7 000 million from share premium reserve to
other paid-in equity.

Norske Skogindustrier ASA has at 31 December 2015 no distributable
equity.

PRINCIPAL SHAREHOLDERS OWNERSHIP %

GSO Capital Partners
Bimensional Fund Advisors
Cyrus Capital

Nobelsystem Scandinavia AS

Uthalden A/S

Fiducia AS (see Note 26 Related parties in the consolidated financial statement)

Barokk Invest AS

Ses AS

S"wed.t.Jank !;Jorg"e Marketma.«.kmg"accotjnt ’
Danske Bank A/S (Nominee)
Skandinaviska Enskilda Banken

éven Ombt]dstvédt (Elle Hé\ding AS)"
Torstein |. Tvenge

Alfaplan AS

The shareholder list is provided by RDIR and VPS, through the
Nominee |1 service. The information is obtained through the analysis
of beneficial ownership and fund manager information provided in
replies to disclosure of ownership notices issued to all custodians on

ANNUAL REFORT 2315

1059
4,37
326
303
279
573 .
234
184
167
158
1 58
122
108
106 .
105
104

the Norske Skogindustrier ASA share register. Whilst every reasonable
effort is made to verify all data, neither RE:IR nor VPS can guarantee the
accuracy of the analysis
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SHAREHOLDERS ON THE BOARD OF DIRECTORS AS OF 28 APRIL 2016 NUMBER OF SHARES

Elected by the shareholders
Jon-Aksel Torgersen, Oslo (0), Fiducia AS (3 488 644) (chair) (see Note 26 Related parties in the consolidated

financial statement) 3 486 644
Emeue, Levanger (see Note 26Re\ated pgrt\esuw.n theconsohcﬁated f\nanmal statement) 3 256
Nils Hoff, Banes 0
Joanne Owen, London 0

Elected by the employees

Cecilie Jonassen, Norske Skog Saugbrugs AS 1943
Paul Kristiansen, Norske Skog Saugbrugs AS 22 491
Swvein Erik Veie, Norske Skog Skogn AS 16 792

Sharehelders among corporate management

Sven Ombudstvedt (1 012 148), Elle Holding AS (1 000 000) 2012 148

Rune Sollie (12 588), Tia Ynwa AS (134 295) 153 883

Lars P. Sperre 34991

Roar Gdelien 0
15. GUARANTEES 16. RELATED PARTIES

The company has guaranteed the EUR 290 million Senior Secured A description of transactions with related parties is given in Note 26
Note issued by Norske Skog AS with a total of NOK 2 790 million as at  Related parties in the consolidated financial statements.

31 December 2015 (no guarantead debt as at 31 December 2014)

Parent company guarantees on behalf of subsidiaries amounted

to NOK 691 million at 31 December 2015 (NOK 672 million at *]7 EVENTS AFTER THE BALANCE

31 December 2014). The guarantees are mainly issued to electricity and

transportation services in addition to the NOK 250 million facility to SH EET DATE

Sparebank 1 Gruppen Finans AS. Parent campany bank guarantees on

behalf of subsidiaries amaounted to NOK 157 millior at 31 December 2015 A description of events after the balance sheet date is given in Note
(NOK 162 million at 31 December 2014). The guarantees are mainly 27 Events after the balance sheet date in the consclidated financial
issued to electricity providers, custems- and VAT authorities, statements.
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Oslo Atrlum, P.0.Box 20, NC-0051 Cslo Medlemmer av Den norske revisorforening

To the Annual Shareholders' Meeting of
Norske Skogindustrier ASA

AUDITOR’S REPORT

Report on the financial statements

We have audited the accompanying financial statements of Norske Skogindustrier ASA, comprising
the financial statements for the Parent Company and the Group. The financial statements of the Parent
Company and the Group comprise the balance sheet as at 31 December 2015, the statements of
income, comprehensive income, cash flows and changes in equity for the year then ended as well as a
summary of significant accounting policies and other explanatory information.

The Board of Directors’ and Chief Executive Officer's responsibility for the financial staterments

The Board of Directors and Chief Executive Officer are responsible for the preparation and fair
presentation of these financial statements in accordance with the Norwegian Accounting Act and
accounting standards and practices generally accepted in Norway for the financial statements of the
Parent Company and the International Financial Reporting Standards as adopted by the EU for the
financial statements of the Group, and for such internal control as the Board of Directors and Chief
Executive Officer determine is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

Auditor’s responsibility

QOur responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with laws, regulations, and auditing standards and practices
generally accepted in Norway, including International Standards on Auditing. Those standards require
that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’'s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.
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\We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our adverse audit opinion on the financial statements for the Parent Company and the Group.

Basis for adverse opinion

in the Group financial statements the company’s investment in associates and the carrying value of
property, plant and equipment are significantly overstated based on our analysis of recoverable
amounts. These matters constitute in our view significant departures from International Financial
Reporting Standards as adopted by the EU. in our opinion an impairment of at least NOK 2.000 million
should have been recognized applying the going concern assumption. If such impairment had been
recognized book value of assets and equity would have been reduced by at least NOK 2.000 million
respectively, which would lead to a significant negative equity for the group.

In the parent company financial statements investments in subsidiaries are significantly overstated
hased on our analysis of recoverable amounts. These matters constitute in our view a departure from
the Norwegian Accounting Act and accounting standards and practices generally accepted in Norway.
In our opinion an impairment of at least NOK 2.000 million should have been recognized. If such
impairment had been recognized book value of assets and equity would have been reduced by at least
NOK 2.000 million respectively, which would lead to a significant negative equity for the parent
company.

Adverse opinion on the financial statements of the Parent Company

In our opinion, because of the significance of the matters described in the Basis for adverse opinion
paragraph, the financial statements do not present fairly the financial position of the Company as at 31
December 2015 and its financial performance and cash flows for the year then ended in accordance
with the Norwegian Accounting Act and accounting standards and practices generally accepted in
Norway.

Adverse opinion on the financial statements of the Group

In our opinion, because of the significance of the matters described in the Basis for adverse opinion
paragraph, the consolidated financial statements do not present fairly the financial position of the
Group as at 31 December 2015 and its financial performance and cash flows for the year then ended
in accordance with the International Financial Reporting Standards as adopted by the EU.

Accordingly, the accounts as presented should in our opinion not be adopted as the Company’s
financial statements for 2015.

Emphasis of Matter

Without qualifying our opinion, we draw attention to the Board of Directors’ report and Note 8 to the
financial statements and the matters described in the section “basis for adverse opinion” above, which
indicates the existence of material uncertainties that may cast significant doubt on the Company’s and
the Group's ability to continue as a going concern and, therefore, that the entity and the Group may be
unable to realize its assets and discharge its liabilities in the normal course of business.
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Report on other legal and regulatory requirements

Opinion on the Board of Directors’ report and on the stalements on cormporate governance and
corporate social responsibility

Based on our audit of the financial statements as described above, it is our opinion that the information
presented in the Directors’ report and in the statements on corporate governance and corporate social
responsibility concerning the financial statements and the going concern assumption is consistent with
the financial statements and complies with the law and regulations.

Opinion on registration and documentation

Based on our audit of the financial statements as described above, and control procedures we have
considered necessary in accordance with the International Standard on Assurance Engagements
(ISAE) 3000, «Assurance Engagements Other than Audits or Reviews of Historical Financial
Information», it is our opinion that the Board of Directors and Chief Executive Officer have fulfilled their
duty to ensure that the Company's accounting information is properly recorded and documented as
required by law and generally accepted bookkeeping practice in Norway, except for the violation of the
accounting act regarding valuation of investments in subsidiaries.

Other matiers

The Company's and the Group’s financial situation is distressed. In our opinion, the equity is negative
and the liquidity situation challenging. In our view it is a possibility that the Board of Directors may be
held liable for continuing the operations without adequate equity or financing.

Oslo, 29 April 2016
ERNST & YOUNG AS

"+
o —— Y
_ e i
o 7 ;L
. é ¢ e
N

Eirik Tandrevold
State Autharised Public Accountant (Norway)
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