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Definitions and Glossary

About the Annual Report and Sustainability Report

The Board of Directors and the Chief Executive Officer of S) AB (cor-
porate registration number 556196-1599) hereby present SJ's Annual
Reportand Sustainability Report for the 2017 financial year. The stat-
utory Annual Report, including the Directors’ Report, which has been
audited, comprises pages 23-41and 51-80; see also the Auditor’s
Reporton pages 82-83.

Sustainability Report

The Sustainability Report consists of the section “Responsible Govern-
ance” on pages 24-37 of the Directors’ Report, and the reportin accord-
ance with Global Reporting Initiatives (GRI), Guidelines G4, “Core”,
which follows the structure of the GRIIndex on pages 86-88. The Sus-
tainability Report has undergone acombined audit and review by an
externalauditing firm; see the Auditor’s Review Reporton page 85.

Disclaimer

While every care has been taken in the translation of this Report, read-
ers are reminded that the originaland complete Annual and Sustain-
ability Report 2017, signed by the S) Board, is in Swedish.




S)— a sustainable business

SJ)is a Swedish travel partner that offers sustainable train travel, independently
and in collaboration with others. In 2017, the Group had 4,500 employees and
sales of approximately SEK 7.8 billion. As the market-leading train operating
company, S) not only connects the towns and regions of Sweden, but also
Scandinavia’s capital cities. Every day, 130,000 people opt to travel on one

of SJ’'s 1,200 departures from 284 stations. SJ, owned by the Swedish State,

is tasked with operating profitable passenger rail services.

Vision:;

An SJtorely
on and look
Narvik forward to

We bring people closer
together, every day

From Narvikin the north to Copenhagen in the south, from
Stockholmin the east to Oslo in the west - S) operates from
many locations. This enables people to live and work or study
in different places, and to travelin a simple and sustainable
way. Railtravelis by far the most climate-smart transport
option. These are some of the reasons why so many people
choose to travel with us.

The lines described below are a selection of those that we
operate independently and under contract with regional and
national transport authorities.

Mission:

SJ’s mission is to offer the
market’s most customer-
oriented and sustainable travel,
bothindependently andin collab-
oration with others. This means that
we have to be best at meeting cus-
tomer needs - while ensuring that
social, environmental and eco-
nomic responsibilities go hand
inhand throughout our
organisation.

Gothenburg-Stockholm-
Umea-Lulea-Narvik

SJ operates high-speed trains on Stock- KGYWO rdS.
holm-Sundsvall-Umeé services and Reliable,
night trains on Gothenburg-Stock- Simple, Caring
holm-Umea-Lulea-Narvik services. and Joyful

Regionaltrainsin Mélardalen

The Movingo season ticket, launched
by Malab in 2017, offers passengers
the use of servicesbothon S§)’s
regionalroutes and other public
transportservicesin Méalardalen.

TagiBergslagen (TiB, regional Stockholm-Oslo

trainsin Bergslagen area)

S)hasbroughtin several peak depar-
tures to facilitate commuting for
work and study. We are continuing to
improve connections between TiB
and §J services for those wishing to
joinonward services.

Gothenburg-Malmé-Copenhagen

Double-track almost allthe way makes
forfastjourneys and promptarrivals.
Also, travelling on our §) 3000 high-
speed trainsis comfortable and safe.

Vasttagen (Vésttagen trains)

Every day, S) operates around 580
departures on behalf of Vasttrafik,
Hallandstrafiken and J6nkdpings
Lanstrafik.

Gothenburg C

Copenhagen
O

More and more people are wanting
to travel between the two capitals.

Inresponse, S)increased the num-

ber of daily departuresin 2017.

Stockholm-Gothenburg

On Sweden’s fastest train, the

X 2000, travelling is a climate-smart
and viable option for studying, work
and leisure. Our non-stop services
have an even shorter journey time.

Stockholm-Uppsala

More and more people wantto
use §) fortravelon thisline and as
aresultwe increased the number
of departuresin late 2017. We also
offer a direct service every hour,
with a journey time of 30 minutes.
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Significant events in 2017

Improved punctuality
during the year

Punctuality was improved during the
year through systematic, long-term
work by §) and atindustry level. Punc-
tuality for §) medium-distance services
was calculated at 92 percent (9o0) and
for long-distance services at 82 per-
cent (81).

S) recruits more train

drivers and train hosts

Rising demand forrail travelis creat-
ing new jobs in the sector, not least at
S). Over athree-year period, we will be
recruiting up to 500 train drivers and

New record-highs for rail travel

More and more people are choosing to go by train, and by §J. Rail travelin Swe-
denincreased to 13.2 billion passenger kilometres in 2017, compared with 12.8
billion passenger kilometres in 2016. Travelon §J’'s independent commercial

train hosts. services rose by 3 percent, compared with the preceding year.

S)investing billions in trains

SJis planning to invest around SEK g billion in meeting the
demands of tomorrow for comfortable and efficient train travel.
Modernisation of allX 2000 trains continues on schedule, and

the first new X 2000s will enter service in the course of 2018. In
2017, planning began for the procurement of around 30 new
high-speed trains that will be able to serve the entire Scandin-
aviaregion from 2021. During the year, a decision was also taken to
modify, refurbish and upgrade all §)’s night-train carriages, to cre-
ate a more enjoyable travel experience and so attract more pas-
sengers. The first carriages will enter service in late 2018.

Comparative figuresin parenthesis refer to the full year 2016.
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Renewed agreements in tendered services

During the year, S) was re-appointed to operate the
Malaren Line service under a new agreement with
Malab. Via arenewed agreement with the Swedish
Transport Administration (STA), we are continuing to
operate overnight services to Upper Norrland. Sev-
eral procurements are in progress in Sweden and

in neighbouring Norway, Denmark and Finland. §)

is carefully evaluating the opportunities offered by
these business operations.

Lower absence due toiillness

among S) employees

Systematic measures helped to lower the rate of
absence due toillnessin the S) Group to 5.4 percent
(6.6) during 2017. The measures taken are aimed both
at preventingillness among employees and at get-
ting employees absent due toillness back to work.

Digitial services making it
easier to book and travel

Our customers and passengers are not only
demanding but also participating in the develop-
ment of the new digital services from S that are mak-
ingiteasier to travel. During the year, we continued
to develop the S) mobile app. For example, we intro-
duced Swish for payments via our own channels.
The app function “Where should | stand on the plat-
form?” reduces stress for passengers and helps to
ensure thatour trains depart on time.




2017 in figures

Ouremployees

Absence duetoillness Leadership Index Performance Index

544 75

(68)

Our customers and passengers

Traffic Safety Punctuality, Punctuality, medium-
Index long-distance services distance services

965 82. 92

Customer Satisfaction Passenger Satisfaction Passenger Satisfaction
Index (CSI) Index, S) Gétalandstag Index, S) Gétalandstag
SJAB - commuter services -regionalservices

Our environmental work

Ajourney by asingle person by X2000 on the Stockholm-
Gothenburg line generates carbon dioxide emissions
EnvironmentalIndex corresponding to discharges from half a millilitre of petrol.

1/ 2 millilitre of petrol

Comparative figuresin parenthesis refer to the full year 2016.

« 9906 e w200 4,935

was invested by SJin 2017, was in total distributed by S) to the employeesinthe S) Group
aboveallin trainsand IT systems owner, the Swedish State, in 2017 on 31December 2017
Financial overview in brief Netsales and operating profit,
SEK million
2017 2016 2015 2014 2013 10,000 1,000
Netsales, SEK million 7780 9336 9,052 9,065 9023
Operating profit!, SEKm 666 837 625 568 298 7,500 750
Operating margin?, % 8.5 8.9 6.9 6.2 3.3
Profit/loss for the year, SEK m 523 650 471 460 220 5,000 500
Return on operating capital!, % 16.4 20.0 13.2 115 5.7
2,500 250
Net debt/equity ratio!, multiple -0.1 0.0 0.2 -0.1 0.0
Investments in property, plantand equipment 0
and intangible non-current assets, SEK m 596 390 525 828 448 2013 2014 2015 2016 2017

W Netsales = Operating profit
1S)’s alternative key metrics; for definitions, see page 92.

Formore aboutfinancial events during the year, see the Directors’ Report, page 23.
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CEO’s statement

SJ’s initiatives are continuing
to attract more passengers

SJ’s strategic offensive, focusing on development of both
independent commercial services and tendered services,
again proved successful. Customer-led improvements, our
focus on attracting more passengers and our successin
reducing our cost base by SEK 1billion have delivered. The
buoyantdemand forrail travel by S) reached a peak of more
than 30 million journeysin 2017, compared with 28 millionin
the previous year. As aresult, salesin §)’'sindependent com-
mercial services in 2017 were higher than in 2016.

Total sales forthe Group in 2017 were SEK 7,780 million
(9,336) partly because in 2017 we no longer had the con-
tract for operating the commuter train service in Stockholm
County, acontractthat generated sales of SEK 1,900 millionin
2016. On the other hand, sales were boosted during the year
by SJ’'s successful operation of regional and commercial ser-
vices on behalf of Vasttrafik and the acquisition of new, and
renewal of existing, contracts for tendered services.

As aresult of further positive growth in passenger num-
bers, full-year operating profit amounted to SEK 666 million
(837). The lower profit than a year earlier was due to the fact
that S) no longer operates commuter services in Stockholm
County and to a strong finish in 2016 partly as a result of sup-
plementary agreements.

S)is a Swedish travel partner that offers sustainable rail
travelindependently, in partnership and under contracts
with national and regional transport authorities. By maxi-
mising gains from synergies between commercial and ten-
dered services, we create cost-efficient services that focus
on meeting the needs of our customers and passengers for
attractive departure and arrival times, short journey times
and value-for-money, comfortable train journeys.
Cooperation with regions and municipalities throughout
Sweden plays animportant partin our ambition to create
attractive public transport solutions, in both publicly funded
and §)’'sindependent commercial services. Our collabora-
tions extend from regionsin the north to those in the south.
They are underpinned by dialogue and agreements with
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regional stakeholders and decision-makers. Forexample,
our partnership with Malab was extended in 2017 by the
addition of a new combined offering - Movingo. Movingo is
a season ticket that offers the many commutersin the Malar-
dalenregion accessto services both on §)’'s regionalroutes
and other public transport servicesin the region. Asimple,
universal customer offering. This was made possible by a
collaborative effort to jointly offer attractive travel solutions.
SJ's prospects for continued success are good, and long-
term development lies at the heart of our strategic plan, which
coversthe period until2040. We are focusing on our core busi-
ness, passenger services on the railnetwork. As market-lead-
ing train operatorin Sweden, we have high ambitions for
managing and developing our operationsin a sustainable way.

We are expanding our capacity to meet the rising demand
forrail travel and to offer our customers an even better travel
experience. Amajor programme to modernise all §)’s X2000
trains hasbeenin progress for some years. This willenable us
to meetthe demand for shorter journey times and a high level
of comfort. In early 2017, SJ's Board of Directors approved a
programme to upgrade allthe Company’s night-train car-
riages, and well as an even biggerinvestment to procure
around 30 new high-speed trains for long-distance services.
The totalfor the investmentin X2000s, night-train carriages
and new high-speed trainsis approximately SEK g billion.

SJhas aclearly stated ambition to harness new technol-
ogy toimprove internal processes and make things simpler
for our customers and passengers. Over the next five years,
we will be leveraging digital technology to develop new
ways of working, new services and products to enable us
to retain our strong position in the rail market. For example,
we have started on the task of making our trains smarter. By
digitising rolling stock maintenance, we can create more
robust trains, more punctual services, and fasterand more
accurate information to our passengers.

Customer expectations that §) should always be access-
ible online puts pressure on our availability. Today, 97 percent



of our customers book their journeys digitally via S)’s own buy-
ing channels. For thatreason, we focus closely on continuing
to develop our digital channels. To make things even simpler
for our customers, we broughtin Swish as a payment method
early inthe year. It was welcomed very warmly, and at year-end
Swish was being used for more than half of digital bookings.

Our systematic way of working, which involves interested
passengersin testing and evaluating ideas via the ) Labs
developmentapp, is still successful. The digital function
“Where should | stand on the platform?” is a result of this
cooperation. It simplifies boarding for passengers and
improves the chances of a punctual departure.

S)was the first travel company worldwide to offerits pas-
sengers the facility of using a chip implant for ticket inspec-
tion. The experiment has attracted much attention, bothin
Sweden andinternationally, and has played a partin estab-
lishing SJ as aninnovative, digital enterprise.

The growthin travel continued during 2017 and customer satis-
factionisimproving. During the year, the number of journeys
on §J'sindependentcommercial servicesrose by 5 percent
and travel (measured in passenger kilometres) by 3 percent,
compared with the figures for the preceding year. Amajor fac-
torinthe growthin travel during the year was the expanded ser-
vice offering via the agreementwith TAgi Bergslagen (regional
trainsin Bergslagen area). At the same time, our customer
experience improvements bore fruit and customer satisfaction
improved steadily over the year. §) AB’s Customer Satisfaction
Index (CSI) improved to 72 (70).

During 2017, punctuality improved on all §) services and
SJ)’s share of disruption hours has fallen sharply in recent
years. One challenge now is to highlight clearly that our
punctuality is better than many believe, without minimis-
ing the experience of passengers when we failto deliver a
punctualjourney Ayear ago, alarge number of Swedes were
asked how punctual they thought S trains were. The answer
was that people believed that 53 percent of trains arrived on
time. The truth is that S)’s overall punctuality, within a margin
of five minutes, was measured at 9o percentin 2017.

Work onimproving punctuality continues, and §J’s active
work in sector initiatives such as Together for Trains on Time
(TTT), Stronger Industry Collaboration and the Rail Indus-
try’s Forum for Cooperation are increasing the chances of
achieving the industry’s joint strategic objective, thatis, 95
percent punctuality for alltrain servicesin Sweden by 2020.
Ourinvolvementin the Community of European Railway and
Infrastructure Companies (CER) is also playing a partin the
development of the European railindustry.

S)is part of aforward-looking industry to be proud of. S) willbe
an attractive employer, with an employeeship concept based
ondialogue, involvement and clear opportunities forengage-
ment. In ourinteraction with customers, S employees act as
ambassadors forthe Company and bearers of §)’s values. We
wantemployees to feel a strong sense of belonging atthe
Company, to be clearly aligned with S)’'s long-term goals and to
create agood travel experience for our customers every day.
Low levels of absence due toillness are importantin
enabling S) to continue to operate in a long-term sustain-
able way. The involvement of our managers in supporting
those absentdue toillness, working closely with the com-
pany health service and the Swedish Social Insurance
Agency, has contributed to a substantial reductionin,

CEOQO’s statement

66

S)has an
important role to
play in developing
sustainable travel both

independently
and in partnership
with others.

above all, long-term absence due toillness and enabled us
to achieve our annualtarget.

Overthe year, many employees at S) were engaged in
the emphasis on zero tolerance of bullying and harassment.
Based on ourclear core values as a caring enterprise, we are
developing our positive corporate culture. This has been
an ever-present theme at workplace meetings and S)’s dia-
logue meetings during the year.

Over the next few years, a rising population willdrive increased
demandin daily commuting, and this challenge willhave to
be metin a sustainable way. The ability to do so will be closely
linked to our capacity both to upgrade the existing rail infra-
structure and investin very high-speed lines. The growthin
long-distance railjourneysis estimated at up to 16 percent
overthe nextfive years. Itisin §)’s interests for Sweden’s trans-
portnetwork to play a partin further shortening journey times
between the big cities and for the regional services to be able
to meet the day-to-day demand for travel.

SJ’s major focus for the future is to continue to live up to
our mostimportant customer promise, safe and punctual
travel with a high level of service. Passengers should be
offered a travel experience adapted to their unique prefer-
ences, and we want our offerings to continue to be viewed
as value-for-money, flexible options. As a concrete example,
SJisworking on creating convenient connections between
long-distance services and regional services to make SJ an
automatic choice as part of the customer’s overall journey.

Inrecentyears, we have concentrated resources in ten-
dered services to ensure along-term profitable position as
the leadingrailoperatorin the Nordic region. With Norway
and Denmark opening up to tendering for rail services, the
expertise we have acquired from operating in a deregulated
rail market will also create new business opportunities for us
in our neighbouring markets in Scandinavia.

SJhasanimportantrole to play in developing sustainable
travel both independently and in partnership with others.
With a successful 2017 behind us, we will continue to focus
on what creates value for our customers and passengers
and engage in the development of the railindustry. An excit-
ing future lies ahead.

Stockholm, March 2018
Signature on Swedish original.

Crister Fritzson
Chief Executive Officer
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Seven keys to sust

All businesses aiming to be successfulin the long term must be operated responsibly.
This means taking responsibility for people, the environment and finance - in general
and in detail, and in that order. The sustainability challenges differ according to the

nature of the business. Equally well, there are a number of general challenges that all

businesses have to deal with.

1. Make an active contribution
to a sustainable society

Developing the economy and functionality of soci-
ety inthe bestinterests of all, while at the same time
husbanding our shared resources is a gigantic chal-
lenge. For Sweden’s part, the task is to create sus-
tainable growth not only in the cities but alsoin
sparsely-populated regions. What is S) doing: Read
more on page 9.

2. Ensure that climate goals can be
achieved

Sweden has setitself the goal of becoming one of
the world’s first fossil-free welfare nations, with zero
emissions of greenhouse gases by 2045. This will

require technological advancement and structural
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interventions in, forexample, agriculture, industry,
urban development, travel, logistics and consump-
tion. Atthe same time, all businesses must focus
systematically on reducing their particular climate
impact. Whatis S/ doing: Read more on page 11.

3. Deliver customer value that
meets real needs [

We live in a complex and diverse society where peo- | 28
ple have different needs, expectations and condi-
tions. Companies have to develop and offer goods,
services and other benefits that meet relevant
aspects of these needs and create value for their
customers, now and in the future. This demands
responsiveness, innovation and investment.
What is S) doing: Read more on page 12.



4.Be aplayertorely on

Sustainable relationships are based on promises and
commitments that are fulfilled. Not over-promising is
essentialin preventing unnecessary disappointment.
Even so, things can stillgo wrong. In that situation, there
needs to be transparency about problems, their causes
and possible solutions if trust is to be maintained. What
is S/ doing: Read more on page 14.

5. Strive to constantly improve as an
employer

The ability to attract and retain the right employeesis
essential to long-term sustainable development. Com-
petition for skills is rising all the time. In that situation,
the employer’s values and strategic objectives take on
greaterimportance, alongside good working condi-
tions and opportunities foremployees to develop. What
is §J doing: Read more on page 15.

| on iaii -

WL L o

ainable enterprise

6. Create conditions for

profitable business

Sustainable enterprise creates economic profitabil-

ity and at the same time generates socialand environ-
mental values. A profitable company is better equipped
to be reliable and make a contribution as a playerin
society. Allcompanies must operate within the frame-
work of laws and regulations. At the same time, many
other conditions can be influenced and some can be
controlled in accordance with the company’s strategic
objectives. Whatis S/ doing: Read more on page 17.

7. Take total responsibility for own
developmentin order also to be able

to take on broader responsibility

Allcompanies must put theirown house in order before
taking on theirindustry and issues of society in general
with any credibility. Work on sustainability always starts
within the business itself, even when external condi-
tions also demand action. What is S) doing: Read more

SJ ANNUAL AND SUSTAINABILITY REPORT 2017 7



Seven keys to sustainable enterprise

1. Make an active contribution to a sustainable society

Our aim is to connect Sweden, to
make it possible for every part of
the country to develop

We want to make all parts of Sweden accessible to people and business, to connect
small and large communities with each other and the world outside, and to bring

people closer together.

Sweden’s population’, millions

Yesterday, 2012 Today, 2017 Tomorrow, 2022

9.6 10.1 10.7

We wantto be an §J for everyone - both for passengers
andinourrole asemployer. People’s travel needs are dif-
ferentand everyone should be able to travel with SJ. Peo-
ple should be able to live or study in different locations and
to travel between home and other placesin their life. We
want to operate trains under our own brand and on behalf of
regional public transport authorities, wherever the neces-
sary infrastructure and sufficient demand exist. On the first
and last parts of the journey, our partners help to make sure
that passengers enjoy a coordinated public transport expe-
rience on the same ticket - ResPlus. Read more on page 29.

As an employer, we want to reflect the Sweden of today
in allits diversity so that our passengers feelathome and
so that we can identify new business opportunities. S has
4,500 employees over the entire country and is strongly
rooted in the local community.

SJwillbe the partner of choice at national, regional and
locallevelwhen it comes to creating a sustainable trans-
portsystem in the broadest sense of the term. Our owner,
the Swedish State, has notimposed a social mission upon
us, but we are keen to performin a socially responsible way.
Our goalisto help to connect Sweden and promote growth
in every part of the country.

A sustainable Sweden must have
a sustainable infrastructure.

According to UN calculations, Sweden has the fastest-rising
population in the West, with a growth rate of around 0.75
percent. To meet the growing demand for travel and trans-
portfrom an expanding population, Sweden needs an infra-
structure that measures up, and makes growth possible.
The number of passenger journeys has nearly doubled
over the past 20 years, and on many rail routes the capa-
city ceiling has been reached as a result of insufficient track
capacity. On many routes, the Swedish Transport Admin-
istration (STA) has been forced to introduce speed limits
because of delayed maintenance. Because of overbur-
dened capacity on strategic routes, trains cannot make up
for lost time on journeys. Major investments are needed,
both to restore and to maintain Sweden’s existing infra-
structure and atthe same time to roll out the programmes

YSource: Statistics Sweden
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Source: Source: Swedish Transport Administration, KTH (Royal Swedish Institute
of Technology) and S) analysis where very high-speed services were added.

Y Journeys of aminimum of 100 km that cross at least two municipalborders or
acounty border.

toincrease capacity to whatis needed to meet transport
needs of the rising population and the country’s ambitious
environmentaltargets.

A sufficient and adequately robust rail network

In 2017, STA presented the government with its proposals for
anational plan for the Swedish transport system in the 2018-
2029 period. The planis expected to be adopted by the gov-
ernmentin spring 2018. S} has commented on the proposals,
arguing that four principles should govern action plans and
funding limits, if a sustainable railindustry is to be achieved.
The four principles are:

e Focus onthe passenger and create areliable train service
e Increase capacity and prioritise climate targets

e Invest and focus resources to where they deliver greatest
benefit

* Restore and maintain functionality on prioritised lines

InSJ’'sjudgement, STA's proposed national plan for the trans-
port system does not fulfil these principles to the extent
needed. The negative impact of inadequate track infrastruc-
ture is not limited to train operators alone. It also weakens
trustin railas a mode of transportamong both passengers
and freight operators. Much of Swedish industry depends on
adequate, and functional, capacity in the rail network for reli-
able shipments.

Sweden needs real very high-speed rail

SJ takes the view that the expansion of capacity required on
the southern and western main lines is such that new main
lines need to be builtrightinto the central stations in Stock-



Gavle—Sundsvall

the Gavle-Sundsvall section into dual-track.

West CoastLine
(Gothenburg-Malmé)

places need to be built.

holm, Gothenburg and Malm&. The biggestincreasein
capacity and the greatest positive impact on punctuality
across the railnetwork as a whole will be obtained if the two
tracks are designed as a purely very high-speed system and
are used only by very high-speed trains, with the existing
main lines being used for regional and goods traffic.

New main lines willgenerate growth in the labour market
regions of the south, and for Sweden as a whole, by enabling
people to commute to work from further away from their
workplace. Shortjourney times will also take the pressure off
the housing marketin the country’s three big cities by creat-
ing more choice of places to live.

S) today

* We connect Sweden and the cities of Scandinavia - we operate
trains from Narvikin the north to Copenhagenin the south, from
Stockholmin the east to Oslo in the west. We operate independent
commercial services and we also operate services on behalf of
Sweden’sregional public transport authorities and national trans-
portservice tendering authorities.

* We offer 1,200 departures at 284 stations. In association with

county public transport operators and our collaboration partners,
we take passengers from door to door.

* \We maintain active dialogue with the Swedish Transport Adminis-
tration (STA) and the regional public transport authorities regard-
ing the routes and the actions that need to be prioritised in terms of
maintenance and upgrading.

* We have commented on STA’s proposed action plan for the trans-
portsystemin the 2018-2029 period.

SJ’s view of need forinvestments in infrastructure 2018-2029

Stockholm-Lulea offers substantial potential for growth
once the entire line is converted into a modern dual-
track line, in which the initial stage should be to develop

Demand on the line cannot be metbecause the capa-
city ceiling has now been reached. In addition to the
dual-track proposed in the national plan, more passing

Seven keys to sustainable enterprise

Varmland Line (Stockholm—0Oslo)

Despite high demand, itis not possible for capacity
reasons to expand the currently limited service owing to
along section of single track. Dual-track from Karlstad-
Kiland a new connection to the Western Main Line east
of Laxa would increase capacity.

Western and southern main lines
(Stockholm-Gothenburg and Stockholm-Malmé)
Further measures to expand capacity are needed

and normalspeed also has to be restored on both main
lines. Very high-speed lines will deliver mostimpact.

Investmentin real very high-speed rail, with speeds of at
least 320 kph, will be the great enabler, both in shifting traffic
to rail from other transport modes and inrelieving the bur-
den on the existing rail network. Very high-speed rail would
also pave the way for two to three times as many goods
trains as currently operate.

If the current rail network were to be used only by trains
travelling atroughly the same speed - commuter, regional
and goods trains - punctuality would improve when the risk
of faster trains catching up with slower trains is removed.
The upshotis that a separate very high-speed line would
improve punctuality across the entire rail system. Read
more about §)’s view on very high-speed railon page 11.

SJ tomorrow

* We believe thatthe sharpincreaseinrailtravelis a naturalconse-
quence of the new sharing economy. Travelisincreasing on all the ser-
vices operated by SJ, both withinindependentcommercial services
and on those operated on behalf of regional public transport author-
ities,and within bothintra- and inter-regional services. As an opera-
tor ofindependent commercial services and tendered services, our
aimisto play a partin this development, by enabling passengers to
an even greater extent to continue their train journey by other public
transportservice, to make every part of the country accessible.

* We want to continue to offer viable travel options between Stock-
holm and the other capitals of Scandinavia.

* We want to operate very high-speed trains in southern Sweden
andinthat way help actively in reducing the volume of airand car
traffic on the routes served. It will also enable us to offer more effi-
cienttravelsolutionsin the existing rail network.

SJ ANNUAL AND SUSTAINABILITY REPORT 2017 9



Seven keys to sustainable enterprise

2. Ensure that climate goals can be achieved

Our aim is that everyone should be
able to play their part - in the way

they travel

Rail travel is the most energy-efficient and most eco-friendly mode of transport. On that
basis, in order for Sweden to reach its ambitious environmental targets, we need more
rail capacity to be able to move traffic over to rail.

Passenger travelin Sweden, billions of passenger kilometres

Yesterday, 2012 Today, 2017 Tomorrow, 2022

11.8 13.2 14.2

Sweden has the goal of becoming one of the world’s first
fossil-free welfare nations with zero emissions of green-
house gases by 2045. The bar has been set high for the short
term, too. A 40 percentreductionin the level of climate-im-
pacting emissionsin 199ois to be achieved by 2020. Thisis
one of the most ambitious climate targets worldwide. In the
EU, the targetis to cut greenhouse gas emissions by 20 per-
centinthe same period.

Railtravelis the most energy-efficientand most eco-friendly
mode of transport. The trainis uniquein thatit can transport
many people directly from one city centre to another, which
reduces the need for additional car and bus transport. Other
transport modes are gradually cutting down their environ-
mentalimpact, butthe adjustment takes time and is often
swallowed up by volume increases. The conclusionis that, if
environmentaltargets are to be achieved, we need more rail
capacity so we can move traffic from less eco-friendly transport
modesto rail. We also need operators who leverage the oppor-

DSource: Transport Analysis government agency, 2012 and 2017. Transport
Analysis, Swedish Transport Administration and SJ Analysis for 2022 forecast.
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Energy consumption and climate impact per
passenger kilometre, per transport mode
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Climate MEnergy Source: Swedish Transport Administration

Allfigures are set against the standard energy consumption and cli-
mate impactof a private carusedin an urban environment, index=100.
Aflight between Stockholm and Gothenburg generates the same vol-
ume of carbon dioxide emissions as those from 50,000 train journeys.

tunities for utilising the full potential of rail travelin terms of total
travelling time, reliability and giving passengers the option

of using travelling time for work or other activities. More and
more people are choosing rail ahead of air travel, since the time
on board can be used efficiently and because the train offers
superior environmental benefits. Taking the trainis a simple

| .

SJand UN global sustainability goals

During the 2018-2022 planning period, S) will focus
onthe three of the UN’s 17 sustainability goals that
areregarded as most relevantto the business. The
three are Goal 7: Affordable and Clean Energy; Goal
10: Reduced Inequalities; and Goal 11: Sustainable Cit-
iesand Communities These goals reflect parts of real
conditions that are to the highest degree interconnec-
ted. Sustainable cities and communities are based on
sustainable energy and reduced inequality. ) can -
and will - be part of and contribute actively to a sus-
tainable and inclusive society. Read more on page 24.

e



; ";-
AL
way of helping to reduce climate impact. One of the UN’s global
sustainability goals that S) has chosen to prioritise isnumber 7:
Affordable and Clean Energy, which aims to double the global
rate ofimprovementin energy efficiency by 2030. We are work-
ing unceasingly onimproving our own energy efficiency, for
example by eco-driving. We also procure electricity from 100
percentrenewable resources, for both train operations and
administrative facilities. Read more on pages 30,32 and go.

Major impact from very high-speed rail
Aninvestmentin very high-speed railwould createin a
major move by passengers from air and car to rail, provided
that the target of two hours’ travelling time for the Stock-
holm-Gothenburg service and two and a half hours for
Stockholm-Malmé is achieved. This would require a speed
of at least 320 kph, because every minute gained/lostin
travelling time has a direct bearing on the number of people
choosingto travel by the particular mode of transport.

If the travelling times quoted above are achieved, a high-
speed line would have the effect of moving nearly three
million journeys by air to railannually. It would also create

Potential service with very high-speed trains

Stockholm C

GothenburgC ! X *Norrképing
Linképing

- Jonkdping
©--¢Varnamo

©-@-Hassleholm

Estimated journey time: ¢e Lund
Stockholm-Gothenburg2hrs =7 Malm6 C )
Stockholm-Malmé 2.5 hrs 44+ Copenhagen Airport (Kastrup)
Stockholm-Copenhagen 3 hrs === Copenhagen Central
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Astarton construction of the tunnellink under the Fehmarn
Beltis planned for 2019-2020. Itis estimated that the tunnel will
take eightto nine years to complete. The tunnelwillinclude
both roadway and railway and willmake it possible to travel by
train from Copenhagen to Hamburgin less than three hours.
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amove from cars and buses. Overall, the environmental
impactwould be very concrete. Itis estimated that a lower
speed limit of 250 kph as proposed by STA would halve the
shift from air to rail, at around 1.5 million journeys annually,
because of the longer Stockholm-Malmé journey time.

Afastconstruction process is essentialif the very high-
speed rail network is to have sufficient capacity to play a
decisive role both in the climate-adaptation of the trans-
portsystem and to enable climate-smart management of
the sharply rising demand for transport capacity generated
by the fast-rising population. Read more about §J’s views on
very high-speed railtravelon page 9.

Ifthe EU’s climate targets are to be achieved, an
expanded and seamless European rail network will be
needed, in which the entire railinfrastructure is harmon-
ised and dimensioned for very high-speed travel. The major
countriesin continental Europe have long operated very
high-speed rail networks.

S) today

* We make iteasy forallindividuals to contribute and for businesses
to achieve theirenvironmental and climate targets by offering jour-
neys with the Good Environmental Choice label.

* We offer our high-speed train passengers a level one KRAV-
labelled bistro.

* We use railreplacementbuses that are powered by more than
50 percent biofuel.

* Weinvestin our train fleet to be able to offer a broaderrange so
thatmore can optto travel by rail.

SJ tomorrow

* We want to offer new, climate-smart mobility solutions that take
passengers door-to-door.

® Ourgoalistobe the leading playerin very high-speed railand will
be developing new solutions on an ongoing basis that will per-
suade more people to take the train and so play a partin climate
targets being achieved.

SJ ANNUAL AND SUSTAINABILITY REPORT 2017 11
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3. Deliver customer benefit that meets real needs

Our aim is to offer greater mobility
- and make everyday life simpler

- for all

We live in a society where people have different needs, expectations and conditions.
Sweden is a country where distances are great and this creates a major need for mobility.
Whoever you are and wherever you want to go, S) wants to be a relevant option.

Customer Satisfaction Index (CSI) S)AB

S)yesterday, 2014 SJtoday, 2017 SJtomorrow, 2022

63 72 85

In practice, our undertaking requires us to work at being first
choice, irrespective of whether ajourney is on business, for
example to ameeting in Gothenburg, or a family trip, for ex-
ample to afew days skiing in Are. Itis also relevant to daily
commuting for people living in one place and working or
studyingin another. For those who commute, we develop
offerings in conjunction with regional public transport author-
ities.

To be able to offer mobility to all, S) must maintain a high
level of availability. To this end, we maintain continuous and
close dialogue with our passengersin reviewing the routes
we operate and the frequency of service. We also have to
work on making journeys by S) even more available to pas-
sengers with particular requirements. Availability is also
about the experience with S), over and above the train jour-
ney itself, forexample via our digital buying channels.

Diversity among our employees helps us to gain more
perspectives and a greater understanding of the chan-
ging needs of our customers and passengers. As one way of
providing even greater availability, many of those who are
involved with customer contact wear a badge showing the
languages which that person speaks. Nearly 50 languages
are represented among S)’'s employees.

We want to make day-to-day travelling simple

Based on customer needs identified, we are constantly
developing and improving services that simplify travel-
ling. Our company website sj.se and SJ’s mobile app can be

A}
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accessed everywhere, making it easy to book tickets and
obtain information before, during and after the journey.
Time spenton §J trains can be used for work, studying,
socialising or rest. We offer the conditions needed, quiet car-
riages for concentration or rest, an opportunity to socialise, or
have a bite to eat or drink a coffee in the bistro. Read more about
SJ’s customer offering on page 33, and about how we develop
new solutionsin conjunction with our customers on page 34.

S)today

® Indialogue with our mostimportant stakeholders, our passengers,
we are continuously developing our offerings and departures. For
example, the new train timetable from December 2017 includes
more S) departures between Stockholm and Gothenburg than for
the precedingyear.

Viaour §) Labs app, we get our customers and passengers to take
partactively in both evaluation and actual development of ser-
vicesto create the most useful services possible.

We are modernising our X 2000 trains and our night trains to make
travelling with §) even more comfortable and enjoyable.

We work actively with regions in jointly developing public transport
services. Médlab’s commuter season ticket Movingo, launched in
autumn 2017, is acombo ticket that enables the passenger to travel
on both §) trains and other public transport servicesin Malardalen.
S)isareseller of Movingo, offering a customised sales and distribu-
tion system for the new product. Another example is our joint op-
eration with Vasttrafik, intended to increase passenger numbers
and passenger satisfaction on the Vasttagen service, forexample
via animproved service offering and better customer information.
We are progressively developing our digital buying channels. Itis
now possible to book and buy tickets using the Swish payment ser-
vicein all §) digitalchannels.

We are making life simpler for rail commuters, for example by offer-
ing on-board WiFion most of our trains and subscription services
for service information during disruptions on any particular line.

SJ tomorrow

* We want to use the opportunities created by digitisation to make
contactwith §J even simpler for our customers and passengers.
One of our aims, forexample, is to inform passengersin real time.

* We want to expand our offering in tendered services, both in Swe-
den andin our Nordic neighbours. With the combination of ex-
perience and an attractive offering, we want to be a clear choice
for transport-contracting authorities, where we can offer passen-
gers seamless travel solutions in combination with ourindepen-
dentcommercial services.

* We want combined mobility to be a clear choice for those travel-
ling with SJ. We also want to offer passengers the firstand last parts
of theirjourney and guide them during these stages, as this experi-
enceisatleastasimportantas the trainjourney itself.



4.Be aplayertorely on

Seven keys to sustainable enterprise

Our aim is to keep our promises and
do our utmost when problems arise

SJ has many relationships that impact on our success. In all these relationships, we work
on earning and enjoying trust. Good dialogue with our stakeholders is therefore crucial
in ensuring that we continue to develop and have competitive offerings.

Punctuality, S) long- and medium-distance trains

S)yesterday, 2012 SJtoday, 2017 SJtomorrow, 2020

87 90+ 95+

We maintain constant dialogue with customers, employees,
industry colleagues, suppliers, government agencies and
politicians at all levels - including representatives of our
owner, the Swedish State. Read more on pages 20-21.

Reliability is one of §)’s core values. People should be
safein assumingthatin §) they are choosing an organisation
that takes its responsibility for society, the environment and
delivering a value-for-money service seriously. Confidence
and trustis built through clarity about what we as a Group
want and where we want to be, combined with transparency
insuccess and failure. We want more people to take the train
for the sake of its benefits to society, the environment and
the socialeconomy. On our scorecard, we openly state the
goals we have setfor §). We are clear about the challenges
thatwe ourselves face, and about the solutions that we
believein. Read more on pages 24-25.

Safety and punctuality are our two mostimportant cus-
tomer promises, and we always put safety first. People

who buy a train ticket expect the train to departand arrive
on schedule. Our customer promise to passengers also
includes service. In 2017, we invested in more powerfuland
faster WiFi on our high-speed trains and began installation
of WiFion night and locomotive trains. Many people choose
to go by train because of its good environmentalimage and
expectitto bereflectedin the food and drink offering on
board. Since 2015, bistros on S) high-speed trains are level
one KRAV-certified.

Improved punctuality, but we need to do better

SJworks on punctuality on alllines, whetherindependently
oron behalf of others. We also operate many connections,
which also have to arrive and departon time if everything is
to function properly.

A systematic focus both within §) and elsewhere in the
railindustry have made it possible for punctuality on S)
short-and medium-distance services to get near the indus-
try-wide target of 95 percent punctuality by 2020. During
2017, punctuality for §) medium-distance services was cal-
culated at 92 percent (9o) and for short-distance services 93
percent (92). Although the trend is heading in the right direc-
tion, we are stillsome way from our target for long-distance
services, anditwillbe a challenge to reach g5 percent by
2020.1n 2017, §) recorded punctuality of 82 percent (81) for

Once adisruption has occurred, we
have to alleviate the consequences

S) providesinformation about the service
situation via our own channels, sj.se and
the S) mobile app, via our employees and
vialoudspeaker announcements on trains.
Passengers who often travel on the same
line can subscribe for SMS texts about dis-
ruptions on their particular route.

SJ ANNUAL AND SUSTAINABILITY REPORT 2017 13
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Asimple journey - there and back!

SJs customer hosts arein place
in Stockholm, Gothenburg and
Malmé to help passengers with
information about their journey.

long-distance services. Around 10 percent of all disruptions
on the Swedish railnetwork in 2017 were attributable to §J.
We are working systematically on further reducing that per-
centage, for example by creating more robust timetables
and by improving our rolling stock and processes. All other
disruptions arose through causes beyond §)’s direct con-
trol, such asinfrastructure malfunctions, unauthorised per-
sonsinthe track area and disruptions caused by other train
operators.

Punctuality is the industry’s greatest operational chal-
lenge and itrequires combined efforts, over and above the
measures needed by each playerin their spheres of opera-
tion. The railnetwork is an integrated system that depends on
allinvolved being operationally agile and able to cooperate.
Read more about §)’s work on punctuality, on pages 35-36.

Focus on information during disruptions

SJand the industry as a whole work together to alleviate the
consequences to passengers once disruptions are a fact,
above allthrough clearinformation. Because there may be
many reasons for a disruption, information and forecasting
aboutwhen service may be resumed are not always avail-
able. Both §) and the industry are striving to become bet-
ter at managing and providing information in a way thatis
acceptable to passengers.

SJis making every effort to ensure that passengers
affected are informed as soon as possible, and preferably in
advance, about delays and new departure and arrivaltimes
via SMS texts and the S) mobile app. Activities are under way
both within S) and in association with the Swedish Transport
Administration to ensure that we can getrelevantinforma-
tion to our passengers more quickly.

Reliable partnerin tendered services

Contracting authorities for tendered services are important
customers of §) and we must be areliable player. We must
deliver what we have contracted to perform and, in partnership
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with the contracting authority, develop the travel of the future.
As partof this partnership, we are focusing on creating syn-
ergies between the service we perform on behalf of the con-
tracting authority and other §) services, in the bestinterests of
passengers. In particular, the pointis to ensure that expertise
and new developments are applied across all services.

S) today

e |tisclearthatourtrains are becoming more and more punctual.
In 2017, overall nine out of ten S) trains arrived on time. But differ-
ences can be considerable from one route to another and from
one week to another, and we cannotyetreston our laurels. Acon-
tinued systematic focus, both on our own operations andin the
railnetworkin general, will bring furtherimprovements so that the
industry’s target of 95 percent punctuality by 2020 is achieved.
Read more on pages 35-36.

® We are working with allrailindustry players via the industry ini-
tiative, Together for Trains on Time (TTT) toimprove the pre-
conditions for punctuality through long-term, systematic action.

* We are developing ways of working and tools thatimprove punctu-
ality, such as the function “Where should | stand on the platform?”
inthe S) mobile app. This function reduces stress and rushing for
passengers, and enables us to improve punctuality.

* We employ digital tools forinformation and communication
between train drivers, traffic management and on-board employ-
ees, and toinform passengers via SMS texts and the S) mobile app.

SJ tomorrow

® Our goalistorankamong the most-highly digitised businessesin
Sweden by exploiting the full potential of new digital technology to
bring abouta more robust service, which in turn will lead to higher
satisfaction among both employees and customers.

* We want to be even more proactive when informing about disrup-
tions, so that our passengers can use their time effectively.
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5. Focus constantly on becoming a better employer

Our aim is to set an example as a
values-driven organisation

Every day, we are in contact with 130,000 customers and passengers. Itis largely during
these contacts that people form an image of SJ. Our core values must be embedded in
our activities and contacts with our customers and passengers.

Performance Index

S)yesterday, 2013 SJtoday, 2017 SJtomorrow, 2022

75 79 83

If we are to enhance S)’simage, a critical factor willbe com-
petentand committed employees, who are given the

right conditions to meet our customers’ expectations. Our
employees mustin their actions reflect our core values:
Reliable, Simple, Caring and Joyful.

The way the railindustry is viewed has changed. Itisonce
again being seen as anindustry of the future. Thischangeis
being driven above allby increased railtravel, largely reflecting
greater understanding of our shared environmental responsib-
ilities. However, another factoris that trains and railway tech-
nology areincreasingly at the leading edge. To attract the right
skills, itisimportant for the railway to position itself more clearly
asanindustry of the future. Through high-technology initia-
tives, both for §)’semployees and its passengers, we are taking
an active role to secure that position.

An inclusive and welcoming workplace

SJis avalues-driven organisation. In practice, this means that
we work actively to ensure that our core values are embed-
ded throughout S}, in our attitudes towards each other and
towards those we meet. Our principle “whoeveryou are,
whereveryouwantto go” applies notonly to our passengers
butalso our employees. We work actively for greater equality
and diversity, and to create an inclusive workplace climate
characterised by respect, security and accessibility. An S for
everyone makes for a better company and inspires pride and
commitment, whichin turn willunderpin our competitive-
nessin the markets for both passengers and skills.

Bullying and harassment exists at §J, asit does elsewhere
in society. That’s not what we want, and as a result we took
robust action in 2017 to create awareness and to educate to
change behaviours. §)’'s managers engaged in appropriate
training, and possible solutions to the problems were dis-
cussed in cross-functional dialogue meetings, in workplace
meetings and at Executive Management meetings.

Committed employees a decisive factor

S) strives to be as an attractive employer as possible - with a
clear sustainability profile, leadership thatis recognised as
effective, together with strong commitment to health issues
and excellent opportunities for development within the

1 The Performance Index measure employees’ perception of the conditions
enabling them to perform. The Performance Indexis a key metricin the con-
trolarea Employee on §)’s scorecard. Read more on page 26.

Group. We are proud of our employer profile, but we must
maintain constant development.

We direct operations on the basis of balanced strategic
objectivesin which employees have a key role. Our con-
viction is that the mood of an organisation reflects that of
itsemployees. In our annualemployee survey, we gauge
the extent to which employees feel they caninfluence their
work situation and perform their duties with scope for their
own initiatives. Read more about what S) does to retain and
attract committed employees on pages 26-28.

S)today

* \We have arange of skills initiatives in place, partly for personal
developmentofindividualemployees and partly to strengthen
SJ. Inthat way, our aimis to become even better at obtaining max-
imum advantage from the onward march of digitisation and other
changesin society.

We areimproving all the time in response to the ever-increasing
demands that our stakeholders make of us. Our journey of change
and improvementis fully under way, requiring both employees and
managers to play their partin creating a culture based on constant
improvements.

We operate a leadership development programme that produces
leaders who have the desire and courage to live up to §)’s core val-
ues and leadership principles.

We focus on early identification of employees atrisk of illness. The
aimis as quickly as possible to engage the support and the meas-
ures needed to deal with and resolve the situation.

We offer §) employees the chance of spending eight hours ayearin
voluntary work during office hours in the §) Volunteer programme.
New perspectives create enthusiasm, which benefit our passen-
gers, customers and §) - doing good feels good.

We work with Pride, Friends and other organisations, which helps
to develop our corporate culture and become the inclusive organ-
isation we wantto be.

SJ tomorrow

¢ Via flexible scheduling we want to offer employees greater scope
to decide on their working hours and in that way fit the pieces of
their daily life together more easily.

* \We want more of our employees to act as ambassadors for §) and
play a partin strengthening our brand.

* \We want diversity among our employees to be part of creating a
creative and dynamic corporate culture thatin the long run will
lead to new business opportunities.

* We wantour clearly inclusive culture to attract and help us to retain
employeeson anincreasingly international labour market.

* \We want to establish S) as an attractive employerin the Nordic
region.
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6. Create conditions for profitable business

We aim to - and must - operate
profitable services

The Swedish rail industry is fully deregulated and thus completely open to competition.
This is good for society, customers and the industry, since wider offerings and free
competition drive market growth and force us, as operators, to be even more customer-

focused and competitive.

S) - operating income, SEK million

S) yesterday, 2012 SJtoday, 2017

467 666

At §), we aim to continue developing and optimising all our
services, with the overall goal of gaining more customers
and passengers and creating higher service satisfaction.
Our owner, the Swedish State, makes demands of usin
terms of long-term profitability. S) operates on a linear basis,
in which every line and business transaction must contrib-
ute to §)’s targets. This means demands for efficiency, the
ability to continue developing operational excellence and
ongoing adaptation in order to meet passengers wishes to
the highest degree possible. Allto the end of achieving prof-
itability and contributing to §)’s non-financial targets.

SJtomorrow?', 2022

n/a

Business and revenue model

Ourfocus on profitability is vitalin enabling us to take to the
offensive ininitiatives that develop our opportunities for
increased revenue, today and tomorrow. The other side to
ourwork on profitability is cost efficiency, where we need to
keep costs constantly under controlif we are to remain com-
petitive. Cost efficiency in turn requires an efficient and robust
production system based on standardised processes.
SJoperates commercial services independently and
tendered services procured by regional public transport
authorities or national transport tendering authorities. The
model for traffic production is basically identical, which
gives us significant competitive advantages and benefits of

SJ’s strategic business focus

Customers and passengers

Tendered public transport
services under S)’s or
contractor’s brand

Independent commercial
services underthe S) brand

A shared production model

13) doesnotprovide aforecast.
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Outcome and forecast for the rail marketi Sweden,
billion passengerkilometres
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scale. By being active in both commercial and tendered ser-
vices, we also create synergies for our passengers, as we
can service and coordinate both shortand long routes.

Independent commercial services
under the S) brand

Within the independent commercial services sector, §) is
acting toincrease our competitiveness on all the lines that
we service. Short journey times, frequent departures and
customer-oriented arrival times make S an attractive option
compared to other train operators - and also compared to
other modes of transport.

We operate ourindependent commercial services under
four service concepts: S)High-Speed, §) InterCity, S) Regional
and §) Night Train. The high-speed serviceis §)’s premium
product with shortjourney times, high levels of comfort, a bis-
tro and 1st Class. S InterCity’s locomotive trains partly service
the same routes, buthave longer travel times, somewhat less
comfortand lower prices. §)’'s regional trains service shorter
routes, and the conceptis designed to meet the needs of
commuters. §) night trains are equipped with the facilities for
passengersto sleep in couchettes, sleeping cars or private 1st
Class compartments. Commercial services are always oper-
ated underthe §) brand and we are responsible for all aspects
of the development, sale, production and delivery of our cus-
tomer offerings. We are currently reviewing our concepts and
deciding on modifications to our offering going forward.

Tendered services under SJ’s
or contractor’s brand

Tendered services are operated on sections of lines and
routes subject to a public-service obligation. Under the
Swedish Public Transport Act, one of the main tasks of the



Every line a separate business

AllSJlines and contracted services must con-
tribute to our financialand non-financialtar-
gets. Business managers are authorised to
take adjustments as far as possible, in order
to satisfy the wishes of passengers and to
generate profitability and contribute to the
attainment of §)’s other targets.

regional public transport authorities (PTAs) is to make deci-
sions about public-service obligations for regional public
transport services for which the community is to assume
responsibility. Alldecisions on general public-service obli-
gations are to be based on the regional public transport
programme. Decisions on public-service obligations may
only be made by a PTA and will apply solely to public trans-
portwithin or between regions where commercial services
are not possible.

Tendered services are carried out on behalf of contracting
authorities (procurers), after operators have competed for the
tender award. The contracting authority sets the requirements.
The operators are the suppliers of transport and other con-
tracted services. Examples of tendered services are regional
and commuter trains in Western Sweden, which SJ operates via
its wholly owned subsidiary, S Gotalandstag on behalf of Vast-
trafik, Hallandstrafiken and Jonk&pings lanstrafik.

The Swedish Transport Administration government
agency procures long-distance air, ferry, bus and train ser-
vices that are regarded as fulfilling an important social func-
tion. Forexample, S) operates a night train service to and
from Upper Norrland.

In Norway, the Norwegian Railway Directorate procures
regionaland interregionalrail services via geographically
defined concession agreements. In this system, operators
compete mainly for tenders where one operatoris awarded

S) today

® The process of modernising our X2000 trains continues, with the aim
of furtherincreasing the attractiveness and competitiveness of our
train fleet.In 2017, a decision was also approved to investin around
30 new high-speed trains and to upgrade all §) night-train carriages.

* We have been operating the Tag i Bergslagen service since
December 2016 and in 2017 we had our remit from Malab
expandedregarding servicesin the Mdlardalen area.

® We are creating opportunities for more people to travel cheaply
and are optimising our revenue by dynamic pricing. We match
supply and demand with prices so that popular departures attract
a higher price and lower-demand departures a lower price.

® We are honing our competitivenessin commercial services via
ongoing passenger dialogue on lines and service frequency.

® Inrecentyears, we have delivered considerable contributions to
society in the form of dividends to our owner, the Swedish State.

Seven keys to sustainable enterprise

Estimated market sharesin tendered rail servicesin Sweden, 2018

S) Group, 32%
BEMTR, 30%
M Arriva, 17%
Transdev, 13%

M Tagkompaniet, 8%

Source: S) analysis

more or less exclusive rights to service aregion. Only to a lim-
ited extentis more than one operator allowed to operate side
by side on tracks in Norway and to compete for passengers.

S) a major player in contracted rail services

SJhas the largest market share in tendered rail servicesin
Sweden, despite not operating commuter services in Stock-
holm County since December 2016.

However, in terms of total revenue SJ is a very small oper-
ator compared with its competitors, most of which operate
under a parentcompany owned by a foreign state. Over the
nextfew years, several major procurement projects willbe
conducted in Sweden, Norway, Denmark and Finland.

SJ tomorrow

* \We want to continue to offer customer-led solutions that make S}
the first choice for passengers. With thataimin view, we are devel-
oping our offerings in consultation with our customers and our
most frequent passengers. With the §) Labs mobile app, cus-
tomers take partin the development of servicers or products that
meettheir wishes.

* We wantto continue to renew and improve our rolling stock fleet
throughinvestmentsin new and existing trains.

* We wantto develop into one of the industry’s most efficient oper-
ators via operational excellence, not only in our own services but
throughouttherail system that S) operates.

* We wantlong term to be aleading rail operator notonly in Sweden,
butalso our neighbouring countries.
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Seven keys to sustainable enterprise

7. Take total responsibility for own developmentin order also to be able to take on

broader responsibility

We aim to lead developments
in the rail industry in partnership

with others

The increased competition on the tracks has both spurred growth and driven us to work
closer to the customer, and more efficiently. In 16 years, S) has evolved from a State-owned
public-service corporation in a monopoly market to an efficient and business-led train

operator in a fully competitive market.

Dividends paid by S) to owner, SEK million

SJtomorrow, 2022

30-50+

of profit for the year

S)yesterday, 2012

12 260

SJtoday, 2017

In 2011, the last stage of deregulation of Sweden’s now fully
competitive rail network was completed. However, §J’'s jour-
ney of change from State-owned public-service corpora-
tion to business led rail operator began long before that.
So, competition on equaltermsis something that we have
long advocated. Implementation of the EU’s Fourth Railway
Package requires, among other measures, the market

for national passenger services throughout the EU to be
opened up to competition by 2020.

Today, §)is a profit-making business. One important factorin
the Company’s successisits strategy of sustainable enterprise,
aclearchoice over a separate sustainability strategy. Sustain-
ability issues are fully integrated into SJ's corporate governance
model, in which the organisation is governed from a value-gen-
erating, holistic perspective. Our governance modelensuresa
higher degree of attainment for our non-financial goals, along
with stable financial profitability. Read more about the goals
and outcome for the year on page 25.

A sustainable strategy

In 2012, a wide-ranging process of change began at S}, in
which the mostimportant strategic issues were identified.
Theresult was three overarching priorities, a closer focus on
quality, including punctuality; achange from network to lin-
ear management; and a general cost efficiency programme.
In 2012, §) also expanded its governance model such that
social, environmental and financial perspectives were linked
to the Group’s new scorecard. Read more on how S} is gov-
ernedinthe Corporate Governance Reporton pages 42-50.

The review also highlighted the importance of restor-
ingtrustintherail service as awhole. It led to activities
designed to change S)’s corporate culture, together with
trust-building measures aimed at external stakeholders.

In 2013, §)’'s long-term strategy to meet the challenges
thatthe industry faces was adopted. The strategy is divided
into three partly-overlapping time horizons. In horizon one,
the focusis on establishing a base for profitability, in which
costefficiencies are central. In horizon two, long-term prof-
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itability is assured via continuous development of the cus-
tomer offering. In horizon three, § is to lay the foundations
for strategic growth, for example via a broader geographical
offering or by operating very high-speed trains. Today, we
are working on activities within all three horizons in order to
underpin our future growth.

S) cooperating via all relevant industry forums

SJoperatesindependent and tendered services, and we
operate both ourown and others’ rolling stock. As aresult,
we have a broad overview of the industry, which, in conjunc-
tion with our long experience, makes S) unique. We recog-
nise the necessity of working with otherindustry playerson a
series of issuesin the bestinterests of the industry and pas-
sengers, even ifin otherrespects we meet as competitors.

SJisan active partnerin allmeaningful collaboration at
both nationaland European level. The RailIndustry’s Forum
for Cooperation (JBS) serves as an industry-wide forum
addressing issues such as skills provision and punctuality. §)
has a strong commitment to Together for Trains on Time (TTT),
whichis operated by JBS and is described on page 29. §J
CEO Crister Fritzson is Chairman of the Association of Swed-
ish Train Operating Companies (BTO), in which S actively par-
ticipatesin working groups on issues such as traffic safety,
infrastructure, implementation of the European Rail Traffic
Management System (ERTMS) and EU regulations.

Inturn, BTO is amember of the Community of European
Railway and Infrastructure Companies (CER), the most
important organisation for collaboration among railcom-
panies across Europe to influence EU institutions. §) CEO
Crister Fritzson has chaired CER since 2017, providing excel-
lentopportunities to raise issues of particularimportance
from the viewpoint of Sweden’s railindustry. S is also a
member of the International Union of Railways (UIC), whose
tasksinclude facilitating operation of international rail tick-
eting and work on technological standardisation.

Digitisation creating new opportunities

Our wide-ranging stakeholder dialogue is fundamental to
enabling ) to continue to be relevantin a fast-changing
world. But for us talking is not enough; we involve customers
and industry colleaguesin the development of new services
and products. Digitisation is bringing with it great change
notonly to S) and the railindustry, but also to our customers
and passengers.



LIV

Digitisation is changing S) and the industry
Over the next few years, we will be reviewing our tools
and processes, both for dealings with customers and
internally, to determine where digital solutions can
lead to efficiency and quality improvements. One
importantdigitisation project focused on SJ’s bistro
tillsystems.

At S)Labs, we are constantly researching new opportun-
ities and technologies with the aim of offering new inno-
vations to our customers and passengers. All activities are
focused on §) working with customers step by step on devel-
oping new services. For example, S) was the firstin the world
to offer passengers the option of having their ticket on a chip
implant. The idea of a ticket-on-a-chip came from a cus-
tomer, and the project was developed at S) Labs.

We are also reviewing our internal processes and work-
ing toolsin a way that maximises the opportunities offered
by digitisation. The technology is already there, andiitis our
employees who are contributing suggestions of where be-
nefitcan be delivered. GPS transmitters in tablet PCs used by
S)train drivers have enabled us to obtain more accurate infor-
mation about the location of other trains and to adjust speeds
in order to avoid delays. Digitisation is also creating greater

S) today

¢ We are investing heavily in both existing and new trains, thanks to
the work done in establishing an §) that is stable and profitable
long term.

* We are taking an active partin allrelevant nationaland European
industry initiatives, with a view to taking partin development of the
railindustry as awhole.

¢ Via SJ Labs, we are working with our customers in developing §J
into an even better travel partner. Several projects are in progress
with a focus oninternal processes and how we interact with our
customers and passengers.

* We apply for train paths (track time) responsibly and only apply for
track time that we intend to use.

* We engage actively with our suppliers to ensure thatin partnership
we make our products even better.

* We meetregularly with representatives of Sweden’sregionsin
order as far as possible to identify the opportunities for coopera-
tion between §J’'sindependent services and tendered public
transportservices.

* We monitor the ongoing process of deregulation in the European
railindustry and continuously assess opportunities for operating
trains outside Sweden.

Seven keys to sustainable enterprise

possibilities for remote status monitoring. Itcan be used for
operational monitoring of the status of our rolling stock, to
supportdecisionsin maintenance managementand for anal-
ysis and trend monitoring to identify potentialimprovements.

S)-the industry expert of choice

SJaims to be the partner of choice at national, regionaland
locallevelwhenitcomesto creating a sustainable transport
systemin the broad sense of the term. With ourinvolvementin
arange of consultation bodies, committees and industry col-
laborations, §)is also the industry expert of choice in passen-
gerrailtransport. Just asin our other work on sustainability, S)
can, andintends to, play its partin ensuring that the railindus-
try as awhole develops, improves and gains greater trust from
our stakeholders. That willbe good for us as train operators,
for our customers and passengers and for the climate.

SJ tomorrow

* We aim to continue to develop our collaboration with transport-
contracting authorities and Sweden’s regions on an ongoing
basis. We willengage in close dialogue to seek out solutions that
benefit the inhabitants of each region.

* We wanttoincorporate more intelligence into our rolling stock.
Via the Internet of Things (loT), §)’s trains will be connected to and
communicate with other systems, making it possible to automate
servicing and maintenance. Every hour, our X2000 fleet will be
sending abillion signals containing information about compon-
entsthatare about to need servicing.

® Inthe long term, and as more and more markets are opening up
to competition, we aim to be a European train operator. An ini-
tialobvious step is for us to take advantage of the opportunities
thatarise, above allin tendered services as the railmarkets in our
neighbouring countries are deregulated.
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Cooperation generates value

Customers and passengers are §)’'s most important stakeholders. Our employees are
in contact with them daily - before, during and after their journeys. To ensure that our
offerings are competitive, dialogue with our stakeholders is crucial. We both want, and
are expected, to live up to high expectations.

SJ’s
stakeholder

dialogue

&

Customers/passengers

Relationships with customers and passengers are absolutely
criticalin determining §)’s continued success and growth.
Dialogues: Continuous dialogue via S)'s sales organisation, customer ser-
vice, on-board personneland social media. Other dialogues comprise
various forms of customer surveys, in which customers and passengers
give their opinions and participate in the development of new products
andservices, forexample viathe SJ Labs app.

Follow-up: Customer Satisfaction Index (CSl), including Service Index and
otherkey metrics (quarterly), Passenger Satisfaction Index (PSI, quarterly).
Issuesinfocus, 2017: Better service communication, personalisation
of our customer offering and continued development and improve-
ment of our digital services and channels.

Employees
S)isdefined by its employees. Ouremployees’ commitment
and performance is decisive in terms of solid service delivery
and customer satisfaction. §) must offer a safe and stimulating
workplace.

Dialogues: Cross-functional dialogues, employee survey, perfor-
mance review, workplace meetings and otherinternalchannels.
Dialogue with employees’ union representatives.

Owner
SJis 100 percent owned by the Swedish state. The
overriding objective for the owneris that §)’'s opera-
tions should be conducted efficiently with a long-term
approach to ensure sustainable value creation.
Dialogues: Ongoing dialogue with the Division for State-
Owned Enterprises at the Ministry of Enterprise and Innova-
tion, Board meetings and AGMs.

Follow-up: Goal contract, absence due toillness (monthly), Service
Index (quarterly), annual employee survey with Leadership Index and
Performance Index plus issuesrelating to bullying and harassment,
metrics for health and issues relating to victimisation, accompanied
journeys and performance review.

Follow-up: Interim reports, annual and sustainability report,
corporate governance report, presentations and other reports
(ongoing).

Issues in focus, 2017: Monitoring of corporate sustainability,
procurement of new rolling stock.

Issuesin focus, 2017: Employee contribution to increased punctuality,
SJ’s long-term strategy and objectives and the challenges of the next few
years, SJ's corporate culture, actions to prevent bullying and harassment.

Swedish Transport Administration
The Swedish Transport Administration (STA) is SJ’s mostimport-
antsupplier and partnerin delivering efficient train journeys to
passengers. Collaboration with STAincludes strategic work on
train scheduling and maintenance on the rail network, as well as
operationalwork on service conditions.

Dialogues: Strategic, tactical and operational meetings. §) maintains
contactwith STA atall levels..

Follow-up: Punctuality statistics (weekly).

Issuesin focus, 2017: The industry’s target of 95 percent punctuality and
joint projects for achieving this, award of departures in connection with
maintenance works and action plan for avoiding major disruptions on
long weekends.

Regional PTAs
SJ) operates both independent commercial services and
services on behalf of regional public transport authori-
ties (PTAs). SJ’s services therefore contribute to regional
transport provision programmes on both commercial
and publicly-funded sides.

Dialogues: “Route meetings” involving infrastructure and ser-
vice planners, as well as personal contacts and industry forum.

Follow-up: Follow-up of agreements, meetings and dialogues
(ongoing).

Issues in focus, 2017: Quality including punctuality, passen-
ger satisfaction and optimised, cost-efficient offerings to pas-
sengers.
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S) has animportantrole in society.

Individuals, organisations and companies rightfully make
high demands of us as acompany, and expect much more
than asmooth journey. §) is expected both to assume
responsibility for the overallimpact of rail operations on peo-
ple and the environment, and to generate value for society.
To live up to these expectations, being aware of and
understanding what drives our stakeholdersis crucial. Our
close dialogues with customers, passengers and other
stakeholders give us valuable insightinto how we can further

Suppliers/partners
SJworks actively applying a long-term approach, with its
suppliers and partners, to be able to deliver and develop
atravelexperience that customers and passengers ap-
preciate.

Dialogues: Continuous dialogue, targeted surveys, renegotiation
and tendering processes, as well as follow- up and development
of existing and new services.

Follow-up: In-depth supplier and partnership assessments for
sustainability (quarterly), together with ongoing monitoring of
agreements.

Issuesin focus, 2017: Punctuality, sustainability, surveying of our
perceived capacity for cooperation and establishment, as well as
developmentofin-depth partnerships.

Stakeholders

develop our offering. Cooperation with stakeholders builds
on mutualtrust, respect and openness, andis anintegral
element of §)’s working practices.

We cooperate at strategic, tactical and operational lev-
els with our key stakeholders. Cooperation at tactical and
operational levelsis based on close day-to-day cooper-
ation, such as daily contacts with the Swedish Transport
Administration regarding the service situation or the daily
dialogue with customers and passengers on board trains
and through social media.

Legislators
Decisions on new legislation, infrastructure, taxes and
charges thatimpact the railway and §J’s competitiveness.
S) often participates as a consultation body for commis-
sions of inquiry and when new legislation is being drafted.
Dialogues: Regular meetings with regionaland localrepresenta-
tives, as well as other decision makers.

Follow-up: Analysis of the operating environment (ongoing).
Issuesin focus, 2017: 1D checks on journeys from Denmark, new Euro-
pean legislation on accessibility, new EU statute on personaldata

protection and application of the Swedish Public TransportAct.
I $EE __———

Media

S) wishes to operate and be perceived in public debate

as atransparent, open and proactive force. Our relation-
ship with the media plays a pivotalrole here. §) also has an
active presencein socialchannels.

Dialogues: Round-the-clock telephone availability to the press,
interviews, press conferences and social media.

Follow-up: Media monitoring and analysis (ongoing).

Issues in focus, 2017: New X 2000 trains, very high-speed trains,
increased regional presence and dialogue, investmentsin new
high-speed train fleet and upgrading of night-train carriages.
. & & =& =3

Associations/organisations
SJ collaborates with associations and organisations to
developrail journeys and, together, to create the sustain-
able travel of tomorrow.

Dialogues: Exchange of information, training and collaboration
-forexample, forrural areas, commuters and people with func-
tionalimpairments.

Follow-up: Customer Satisfaction Index (quarterly).

Issuesin focus, 2017: Availability, number of departures and depar-
ture times.

B

-

SJ ANNUAL AND SUSTAINABILITY REPORT 2017 21



Chairman’s Statement

Sustainability means taking

responsibility

The environment and the climate are an absolutely integral part
of asustainable society, where everyone has to take responsi-
bility. We in the travelindustry have to commit and investin the
future. There are no short cuts. The vision that Sweden should
become one of the first fossil-free welfare countries in the world
will affect allmodes of transport. Especially if we areto getto a
position where we can meet the need for climate-smart travel
and create sustainable growth, not only in the cities but alsoin
low-population regions.

Therailindustry has animportant partto play in enabling
Sweden to achieve its climate goals, butit willnot be enough
onitsown. To meet the need for a sustainable transport sys-
teminthe broadest sense, the travelindustry as a whole needs
to work together, and every player needs to take action to
reduce their particular climate impact.

The travelindustry serving the inter-regional, national and
international sectors also has a clear responsibility to coop-
erate in creating a more energy-efficient transport system. All
modes of transport have their place, now and in the future -
rail, air, car, ferry and bus. If we are to create a more sustainable
travelindustry, everyone needs to develop the full potential
offered by research, in creating transport-efficient sustainable
societies, utilising new technology and - from an energy per-
spective - developing the ways in which ajourney is produced
today.

Our shared responsibility lies in developing a sustainable
society that meets the needs of today without jeopardising
society’s ability to meet the needs of future generations.

Railtravelis the mostenergy-efficientand mosteco-friendly
mode of transport. At the same time, the train isbecoming an
ever-moreimportantcomponentof the transportsystem as a
whole. To be able to meet the growing demand for transportin
citiesandregions, as well as atthe nationaland Nordic levels,
and to create more synergies with other transportmodes, gov-
ernmentagencies and train operators active in Sweden and the
Nordic region need to extend the depth of their dialogue and col-
laboration. Not leastin order to achieve consensus on needs for
infrastructure investments to strengthen the countries’ competi-
tiveness.

Oneinteresting cross-border project on the European
sceneisthe Fehmarn Belttunnel, alink planned to traverse
the Fehmarn Belt. The tunnel, which willinclude both roadway
and railway, will be extend over roughly the same distance as
travelled by the Rgdby-Puttgarden ferry. Construction start
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Never before has the
role of the train been
more important in our
common striving for
a sustainable society.
Public transportisin
fashion again.

is planned for 2019-2020 and the link is expected to be com-
pleted eight or nine years after commencement. This project
will create completely new opportunitiesin Europe forusin
the Nordic region.

The EU Commission continues to work from a European
perspective in the railway system, in the form of ERTMS, stan-
dardisation of approval for rolling stock and other critical areas.
But the future of the railway system cannot be shaped by pol-
iticians alone. §) is taking a very active partin creating a func-
tionaland standardised European railway system.

In 2017, §) CEO Christer Fritzson was appointed Chair-
man of CER, the Community of European Railway and Infra-
structure Companies, which has a membership of just over
70 companies. As one of its main duties, CER has taken on the
task of implementing the EU’s Fourth Railway Package. This is
intended to deregulate the European railway market, boost rail
travelandin that way help in the attainment of the EU’s climate
objectives.

In every industry, the biggest player has to accept the big-
gest measure of responsibility. To §J, it goes without saying
thatitshould take responsibility for effective cooperation with
other train operators, as well as with regional and national
stakeholders, by actively contributing our knowledge and
experience in moving the industry forward.

SJ)’ssuccessinrecentyearsis very much due to the balance
we have struck between the society’s interests and our own.
SJhas no formal public-service role, but recognises a strong
responsibility to society in helping to strengthen the compet-
itiveness of the business sector, the regions and Sweden as a
whole, and to promote growth.

In 2017, §J’s skilled employees again delivered an excellent
result - from each of the perspectives for sustainable enter-
prise: social, environmental and financial. This inspires confi-
dence as we go forward.

Stockholm, March 2018
Signature on Swedish orignal.

Jan Sundling
Chairman of the Board



Directors’ Report

The Board of Directors and the Chief Executive Officer of S) AB
(corporate registration number 556196-1599) hereby present
S)’s annual accounts and consolidated financial statements
for the financialyear ending on 31 December 2017. The finan-
cial statements were approved for publication by the Board of
Directors and the Chief Executive Officer on 19 March 2018 and
willbe submitted to the Annual General Meeting on 24 April
2018 for adoption.

The Parent Company is a Swedish limited liability com-
pany with its registered office in Stockholm, Sweden. The head
officeis located at Vasagatan 10, SE-105 50 Stockholm, Swe-
den. §) ABis 100-percent owned by the Swedish State.

Significant eventsin 2017

¢ On 12 January, S} and Mélab signed an agreementunder which
S)will operate a further line. The agreement runs untilDecem-
ber 2020, with an option to extend for another five years.

¢ On 14 February, §)’s Board approved a policy decision
to invest around SEK 150 million to modify, refurbish and
upgrade all of SJ’s night-train carriages. The first refurbished
night-train carriages will enter service in 2018.

Also on 14 February, the Board approved policy decision to pre-
pare for the tendering for some 30 new high-speed trains for
long-distance services. The decision to start the tendering pro-
cesswas taken on 21September. The SEK 5-6 billion investment
is §)’sbiggestrolling stock investmentin more than 3o years.

On 28 February, S) exercised its contractual option to volun-
tarily repay a SEK 243 million loan. In 2016, §) benefited from
stronger-than-expected cash flow and, as a result, surplus
liquidity.

On 6 March, Swish was introduced as a payment facility for
buying tickets via §)’'s own channels.

On 6 April, §) signed an extension to its agreement with the
Swedish Transport Administration (STA) regarding the over-
nightservice on the Stockholm-Luled-Narvik line. The new
agreement extends untilyear-end 2020.

Owing to STA's late planning of maintenance works on the rail
network, S) was unable, above allduring the second and third
quarters, to release tickets for sale until very close to departure
time. This made planning by passengers difficult and led to loss
ofincome for §) when passengers chose other modes of trans-
port.Inaddition, the §) brand was tarnished.

The day before Midsummer Eve, aworkplace accidentat one of
STA's contractors led to a total shutdown in rail services south of
Stockholm Central. The incident severely impacted S)’s rail ser-
vices. 36,000 passengers on 120 SJ trains were affected.

On 26 September, an §) regional train collided with a military
vehicle. The locomotive was derailed and five people were
injured, two seriously. The STAreportindicated the accident
was caused through failures on the part of the Swedish Armed
Forces.

On 10ctober, Mélab launched Movingo, its new commuter
ticket for passengersin the Malardalen area. The ticket offers
passengers access to services both on §)’sregionallines and
other public transport services. As aresult of the launch, SJ’s
monthly season ticketin Malardalen was discontinued, with a
smallnumber of exceptions.

L]

SJ)’s operations and market

SJisatravel partner whose core business consists of passen-
gerservices on the rail network. §) mainly operatesin the mar-
kets for regional and long-distance travel within Sweden, as
well as to Oslo, Halden, Narvik and Copenhagen. §) runsits
commercial servicesindependently, along with tendered ser-
vices.In 2017, the Group’srail services were operated via the
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Parent Company and by the subsidiary S] Gétalandstag AB.
Other subsidiaries conduct activities on a limited scale.

Railtravelis showing a positive trend in Sweden, where
demand is being driven by a growing population, economic
growth and rising environmental awareness. Travel (measured
in passenger kilometres) on §)’sindependent commercial ser-
vicesrose by 3 percentin 2017, compared with the result for
the preceding year.

The Swedishrailindustry is fully deregulated and thus com-
pletely open to competition. Increased rail travel has led to
an expansionin the service offering. As a result, capacity util-
isation on the Swedish rail network has hit the ceiling. The sit-
uationis particularly critical around the big cities, although
pressure on Stockholm Central has beenrelieved by the new
City Line since July 2017.

Railis the most energy-efficient and most eco-friendly
mode of transport and so has a vital role to play in enabling
Swedish to meetits ambitious climate targets. Faster and more
punctualrail services are essentialif railtravelis to remain an
attractive option. This will require major investmentsin both
existing and new railinfrastructure. Building very high-speed
(320 kph) rail connections would meet the increased demand
and, with shorter journey times, play a partin moving passen-
gersfrom airandroad, linking Sweden together. In autumn
2017, STA presented the government with its proposals for a
national plan for the Swedish transport system in the 2018-2029
period. Also in the autumn, the bodies concerned, including
SJ, delivered their consultation responses to the government,
which is expected to approve the planin spring 2018.

The European rail networkis not harmonised. Different stan-
dards and technical systems apply in different countries, which
complicates cross-border rail services. The EU’s Fourth Railway
Package aimstoincrease competition in the rail sector, for exam-
ple by separating infrastructure from services, introducing an EU
approvalsystem for rolling stock and undertaking other neces-
sary structuralmeasures and technicalreforms. The packageis
intended to create better links within the EU and with neighbour-
ing countries. The changes also aim to play a partin enabling
emissionstargets to be achieved and in promoting greater use
ofrailtransportation. According to the timetable, it must be pos-
sible by 2020 to apply for train paths and capacity for commercial
services throughoutthe EU.

Deregulationis now beingintroduced in Norway, Denmark
and Finland. In Norway, invitation to tender documentation
for the first route was published in autumn 2017 and an award
decision will be taken in 2018. In Denmark;, invitation to ten-
der documentation for the first procurement was published at
year-end 2017, with an award decision also to be taken in 2018.
InFinland, preparations are in progress for the first planned
procurementrounds.

Uncertainties

In January 2013, the Swedish Competition Authority lodged a
claim that S) be ordered to pay a procurement claim charge
for lossesresulting from the company’s breach of the Procure-
mentwithin the Water, Energy, Transport and Postal Services
Sectors Act (LUF). §) contested the claim. Inits ruling in 2014,
the Administrative Courtin Stockholm rejected the Authority’s
claims, on the grounds that §)’s operations do not fall within
the scope of LUF and procurement by §J is thus not subject
to the Act. The Swedish Competition Authority appealed the
Court’s decision through the Administrative Court of Appeal.
In 2015, the Administrative Court of Appealruledin §)’s
favour. The Swedish Competition Authority requested leave
to appeal the judgement through the Supreme Administra-
tive Court of Sweden and leave was granted. In June 2017,
the Supreme Administrative Court of Appeal decided to refer
the request to the European Court of Justice (ECJ). A national
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courtcanreferissues thatconcerninterpretation of EU law to
the ECJ for clarification. This was the first time a Swedish court
availed itself of the facility.

If the Supreme Administrative Court of Appealrulesin favour
of the Swedish Competition Authority, the consequence willbe
that §J’s businessis of such a nature thatinitselfitis bound by the
procurementrules of LUF and the underlying EU directives. If
the businessis conducted in a market directly exposed to com-
petition with open access, itmay, however, be exempt from the
obligation to comply with the rules on procurement on applica-
tion to the EU Commission. In the event that the Swedish Com-
petition Authority is successfulin the case, S) willapply to the EU
Commission for exemption on the basis that the Company con-
ducts businessin a fully deregulated and competitive market.

Anticipated future developments

Several procurement exercises are in progress in Sweden,
Norway, Denmark and Finland. §) is carefully evaluating these
projectsin terms of enabling the Company in the long term
also to become a leading rail operatorin Sweden’s neighbour-
ing Nordic markets.

Striving toincrease rail travelis a key element of §)’s strategy
to expand its business and generate strategic growth, in both
independentcommercial services and tendered services. The
decisions oninvestingin §)’srolling stock fleet taken in 2017
willenable S to establish a broader offering, while improving
punctuality and increasing customer satisfaction. S} is continu-
ously evaluating methods for growing the business by analys-
ing new and existing lines, both domestic and international.

Sustainability report: Responsible governance

SJ's sustainability reportin accordance with the Swedish
AnnualAccounts Actis provided on pages 24-39.

SJ’s mission is to offer the market’s most customer-oriented
and sustainable travel, both independently and in partnership
with others. This means that S willbe best when it comes to ful-
filling customer needs - while ensuring that social, environmen-
taland economic responsibility go hand in hand throughout
the organisation. §)’s business modelrests on two pillars: §J
operates commercialrail servicesindependently underits own
brand, together with rail services procured by regional and
national public transportauthorities under the S) brand or that
of the procuring authority. The production process for both pil-
larsis fundamentally the same, which givesrise to competitive
advantages and benefits of scale.

Sustainable enterpriseis anintegral partof S)'s business
model. Starting from the Company’s vision, mission, core val-
ues and balanced scorecard, the businessis conductedin a
socially, environmentally and financially sustainable way. §J’s
balanced scorecard consists of six control areas that are mea-
sured and followed up regularly, every month, quarter and/or
year. Similarly, the scorecard is used to identify and minimise
risksin each controlarea - see pages 38-39.

SJ'smanagementsystemis described on page 25.

The global sustainability targets and §J’s role

The world’s leaders have committed to achieve three objectives
overthe next 15 years. To abolish extreme poverty, reduce inequal-
ity and injustice worldwide, and to resolve the climate crisis. To
this end, 17 global sustainability goals have been agreed. UNEP,
the United Nations Environment Programme, has coordinating
responsibility in assisting countries to integrate these goalsinto
their national policies and budgets. Businesses are also expected
to analyse the goals and identify how their organisation can helpin
achieving the goals.

To SJ, three of the goals assume greatest relevance over the next
business planning period, 2018-2022, in that we have a contribution
to make and can be part of the solution:

Goal 7: Affordable and clean energy for all
The globalrate ofimprovementin energy efficiency is to double by 2030.

SJ’srole: Railis the most energy-efficient mode of transport today, and
willremain soin the future, irrespective of whether other, less eco-
friendly modes of transport succeed in reducing their climate impact.

Target 10: Reduced inequalities

Allpeople, irrespective of age, gender, functional variation, race,
ethnicity, origin, religion oreconomic or other status, shall be
includedin social, economic and political life.

SJ’srole: We willbe an §) for everyone - both for passengers andin
ourrole as amajoremployer.
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Overall analysis of outcomes in 2017

Outcomesin 2017 improved in the majority of control areas. In
controlarea Employee, the outcomesimproved for absence
duetoillness and Leadership Index, both of which met the tar-
gets set, following severalyears of systematic action. The Per-
formance Index also improved, butdid not meet the target set.
SJ’'s metits target for the new key metric of Diversity.

Punctuality is SJ's mostimportant sustainability goal. In 2017,
the target for punctuality in medium-distance services was met.
The punctuality performance for local servicesimproved, but
the target was not met. In S)’s view, the industry target of 95 per-
centpunctuality by 2020 is fully achievable for middle-distance
and localservices. While punctuality in §)’s long-distance ser-
vicesimproved in 2017, achieving the industry targets willbe a
challenge. §Jis working intensively, with the industry and on its
own account, to achieve these objectives.

The outcome for §) Volunteer showed a substantial
improvement but nevertheless fell short of the target set.
Activities are under way to encourage more employees to
engage in non-profit work during work hours.

Read more about the outcomes for allkey metrics in 2017

onpages 25-37.
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THE GLOBAL GOALS
For SustanbleDevlopment

Target 11: Sustainable cities and communities

By no later than 2030, everyone shall have access to safe, afford-

able, accessible and sustainable transport systems. This will require
improved traffic safety, above all viaimproved public transport. Par-
ticularregard should be paid to the needs of children, the elderly and
people with functional variations. Positive economic, social and envi-
ronmentallinks between urban, peri-urban and rural areas shallbe pro-
moted by strengthening national and regional development planning.

S’srole: ) has aclear-cutrole to play in society. S) makes it possible
for people to live in one place and work or study in another. We are
also an obvious discussion and collaboration partner at national,
regionaland locallevelsin creating a sustainable transport system
inthe broadest sense.
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SJ’s scorecard
SJ’s materiality analysis,

Out- Out- .
N N relative to the scorecard

come Target come Target
2017 2017 2016 2018

Traffic Safety & Security
© Employee 5 Punctuality @
. o T Service Information @
Absenceduetoillness, % 5.4 56 6.6 52 @ Environmental @
Leadership Index 75 73 68! 75 @ Performance Influence
on Society
Performance Index 79 80 75 80 @
. . . ; Customer @
Diversity?, % from non-Swedish background according 15 15 - 15 o Privacy GEmDIQYmem
to Statistics, Sweden G Q Conditions
©
20 Partnership & Resources g
Number of completed sustainability audits3 7 10 - &
Supplier and Partnership Index* - - - 75 §
o
AA Society S
Traffic Safety Index 9.5 964 963 964 @ & |Low High
Brand Index (Bl), SJAB 52 60 52 60 @ Relevanceto S)
EnvironmentalIndex, S) AB 78 75 76 78 e The scorecard currently does notinclude
S)Volunteer, no. of hours 1,030 1,750 424 2,000 @ akey mfetnc linked to customgr pri- .
vacy. §)’'s work on customer privacy is
Customer described and reported on the basis of
Customer Satisfaction Index (CSI) S)AB 72 71 70 6 C) GRIIndicator G4-PR8 on page 34.
Passenger Satisfaction Index® (PSI), 94 92 94 93
S) Gotalandstag - commuter services @
Passenger Satisfaction Index® (PSI), 94 92 94 94
S) Gotalandstag - regional services ®
Qo Process
Punctuality, long-distance services® 82 89 81 91
(long-distance and overnight), 5 min., %
Punctuality, medium-distance services® 92 92 90 93
(regionalservices), 5min., % YFigure refers only to S] AB.
5 X 2New key metric from 2017.
Punctuality, local services® 93 94 92 93

IIn-depth supplier audits from a sustainability per-
spective. Desktop review, extended desktop
review, on-site audit or externalinspection.

Y New key metric from 2018.

90wn measurement method, notcomparable with

(commuter services), 3min., %

Frequency’, long-distance services® 98 98 98 98
(long-distance and overnight), %

Frequency’, medium-distance services® 97 98 97 98

1 ' figure for SJ AB.
(reglonal services), % 8New category from 2017. See definition on page
Frequency’, local services® (commuter services), % 98 98 97 98 93.

"lndicates the percentage of trains departing from
their originating station and arriving at their termi-
nating station according to the planned timetable

flll Finance

900 ©00 © © © ©o

Net debt/equity ratio®, multiple -0.1 05-10 0.0 05-1.0 applicable two days prior to the day of service.

Return on operating capital®, % 16.4 70 200 7.0 ®Goalto be achievedin the long term.
9Goaltob hi d X

Dividend, share of net profit for the period, % 50%° 30-50 40 30-50 oalto beachieved as an average

19As per Board's proposal.

From vision to concrete action - SJ’'s management system

Vision and mission
Corevalues: Sustainable businessis a naturalandinte-
Socialsustainability ~ Environmental sustainability Economic sustainability gralpartof §)'s business model. With §J's
vision, mission and core values as the start-
ing point, the social, environmentaland
economic sustainability of §)'s operations
isassured by surveying and monitoring the

Partnership following controlareas: Employee, Partner-
Employee & Resources Society Customer Process Finance ship &Resources, Society, Customer, Pro-
cessand Finance. Eachyear, §) applies the
Strategic targets European measurement model, EFQM, to

evaluate and develop S)'s management sys-
tem. The model helpsusto apply a struc-
Processes, procedures and checklists tured and systematic approach to the
measurement of §)'s position relative to our
vision and targets set.

Business and operational plans

Strategic evaluation and development
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Responsible governance: Employee @

SJ’s employees are the key to success

Each day, tens of thousands of customers and passen-
gersinteract with §J. If every encounter with S} is to match
allthe different expectations, §) needs committed employ-
ees to enjoy the right conditions for performing their duties
and dealing with the situations that may arise in any partic-
ular contact. The §) Group’s Internal Code of Conduct pro-
vides guidance on how we, from the starting-pointof §)’'s
core values, should act and interact with each other and our
stakeholders. Forexample, the Code outlines how §J and
ouremployees should act to uphold human rights, maintain
good working conditions and care for the external environ-
ment.

The S) Group’s Internal Code of Conductalsoincor-
porates all the policies and guidelines that setouthow SJ
employees should behave in and outside the organisation.
The Codeis based oninternationally agreed rules, includ-
ing above allthe ten principles of the UN’s Global Com-
pact, and must be known, respected and applied equally
forallemployees, irrespective of type of employment. Every
employee must know where to turn if victimised, with clear-
ly-defined processes for investigation, rectification and sup-
portto the person affected.

The Code of Conduct stipulates zero tolerance of all
forms of bribery and also incorporates the requirements of
the Swedish Anti-corruption Institute’s (IMM) Code on Gifts,
Rewards and other Benefits (the “Code of Business Con-
duct”). Violations of the code can be reported to §J’s whis-
tle-blower service. Read more on page 47.

Dialogue as a condition of development

Forour employees to be able to meet the expectations of
our customers and passengers, they must have the right
skills and authorisations. If §) is to develop, dialogue with
and involvement of our employees are vital. Annually recur-
ring elements of the employee dialogue include per-
formance reviews and accompanied journeys in which
employeesreceive coaching. The dialogues aim to setindi-
vidual targets, which are clearly linked to §)’s overarching
goals, and establish a career-development plan foreach
employee.

S)’'semployees

2017 2016
Average number of full-time employees 3,680 4,192
Women, % 40 37
Men, % 60 63
Employees, 31 December 4,535 4,427
Women, % 42 42
Men, % 58 58
Managers?, %
Women 44 46
Men 56 54
Management Team, %
Women 53 43
Men 47 57
Board of Directors?, %
Women 43 43
Men 57 57

DIn charge of subordinate personnel but nota member of amanagementteam.
2Members elected by the AGM.
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Key eventsin 2017

® Absence duetoillness
fellto 5.4% (6.6)

In addition,
cross-functional dia-
logues are organised
fourtimesayear,in
which a cross-section
of ouremployees and
sections of Executive
Managementdiscussrel-
evant §)-related issues.
Employees also receive information at meetings, includ-
ing workplace meetings, via the intranet, weekly newslet-
ters and from theirmanager regarding currentissues and
our way forward, with the emphasis onrules and procedures
as to how activities are to be conducted safely and in accor-
dance with standardised routines.

SJ’sannualemployee survey examines the work situation
and job satisfaction of employees, as well as the conditions
for good performance and how leadership contributes.
Theresults are followed up closely, at both general level
and broken down per unit, and form the basis for the Per-
formance Index and the Leadership Index. The results are
discussed within the units with a view to initiating activi-
ties based on needsidentified. The 2016 employee sur-
vey showed that bullying and harassment exists at §), as it
does elsewhere in society. Against that background we took
robust actionin 2017 to create awareness and educate, both
attheyear’s dialogue meetings, at workplace meetings and
atother meetings.

The 2017 employee survey indicated a higher response
rate and upward trends for both Performance Index, at 79
(75) and Leadership Index, at 75 (68). The target for the year
was achieved for the Leadership Index, but not for the Per-
formance Index. Sustained initiatives in leadership devel-
opment, dialogue and involvement were factorsin the
improvement.

® Allindex outcomes
inthe employee
survey improved

Leadership that inspires commitment

To meet customer wishes and demands for digital and other
services and to address the growing competition, §) needs
to continue to evolve. The process of change is focused on
cost efficiency and more customer-led solutions.

A precondition for §’s ability to adaptis our managers’
competence in change management, and their ability to
create conditions conducive to commitment and positive
performance. Management training, mentoring and coach-
ing are the building blocks for §J’s leadership development
platform, built on the foundations of greater involvement
and dialogue with employees.

An S) foreveryone

S)’swork in diversity is based on the seven aspects of
anti-discrimination in Sweden’s Discrimination Act. Our
intentis to offer aninclusive workplace climate character-
ised by respect, security and accessibility. An “SJ for every-
one” enriches and creates pride and commitment. For that
reason, we want a culture in which everyone -employees,
customers and passengers - feels welcome.

With greater diversity, we gain more perspectives and
better understanding of the changing needs of our custom-
ers and passengers. This willboost §J’'s competitiveness
and create a shortcut to new business opportunities. Of §’s
employeesin 2017, 15 percent had a foreign background,
according to SCB's (Statistics Sweden) definition (any per-
son born abroad or bornin Sweden to two parents born
abroad), indicating that S) achieved its target for the year.



As aresult ofincreased rail
traveland animminent change
of generation, S} willbe recruit-
ing severalhundred train driv-

ers and train hosts over the next

few years. Welcome aboard!

Why this key metric?

Prioritised activities in 2017

Target and outcome

Directors’ Report

Planned activitiesin 2018

Absence due toillness

In any long-term sustain-
able business, employee
healthis acrucialfac-
tor. Employee healthis
animportantindicator of
both well-being among
S)’semployees and the
overall state of the com-
pany, as well as of the state
of the work environment
and the climate of coop-
eration. This measure is
important from both the
employee and the eco-
nomic perspective.

e Continuedinvestment madein

processes for getting employ-
eeson sickleave back to work
quickly. Early work-capac-

ity assessmentsin association
with the Company health ser-
vice to identify employees with
repeated absence duetoill-
ness and to ensure quickreturn
to work for those on long-term
absenceduetoillness.

® Processesimproved and made

more efficient viain-depth col-
laboration with the Company
health service and the Social
Insurance Office. The falling
trend in long-term sick leave is

positive, and the project focuses

on preventive action.

® Training courses, seminars and

Leadership Index

Leadershipiscrucialto the
attainment of our targets.
Managers mustensure
thatallemployee exper-
tiseis applied to best
effectin developing SJ.
This capacity is measured
using the employee sur-
vey’s Leadership Index.

workplace meetings, relating to

bullying and harassment, com-
pleted.

* New basic training programme

developed for managers within

the framework of the leadership

developmentplatform

® Introduction of coaching groups

formanagers, led by external
leadership coaches

® Broadly-based initiative to cre-
ate proactive meetings through
courses, seminars and coaching

® | eadership and management

meetings held

Absence duetoillness, %

7
Target2017:<5.6

2013 2014 2015 2016 2017

Anoutcome lower than the
targetforthe yearindicates
thatthe target was exceeded.

Leadership Index

75
Target2017: 71

2013 2014 2015 2016 2017

e Continuedinvestmentin processes for
getting employees on sick leave back
to work quickly and in early work-ca-
pacity assessments in association with
the Company health service.

e Continued work with the Company
health service and the Social Insur-
ance Office focusing more closely on
preventive measures such as health
screening and actionsin selected
groups.

® Give training to managers and safety
representativesin dealing with
victimisation

® Conducttargeted analysis with the
Company health service for depart-
ments and groups within S to identify
possible risks of future ill-health.

e Carry out basic training programme
fornew managers within the frame-
work of the leadership development
platform

® Continue to offer coaching groups
formanagers, led by external leader-
ship coaches

® Continued initiative to create proac-
tive meetings
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Why this key metric? Prioritised activities in 2017

Target and outcome

Planned activitiesin 2018

Performance Index

SJ’s ability to create con-
ditions conducive to
employee performanceis
crucialto the attainment of
ourtargets. It also benefits
health performance fig-
ures -employees who are
able to do agood job feel
healthier.

e Ensured thatallemployees have
performance contracts

* |nitiated trial of rolling three-
month schedule foron-board
personnel

® Four dialogue meetings held

® Workplace meetings developed
with clearly-defined methodol-
ogy and coaching formanagers

Diversity

Diversity provides new
experience and perspec-
tives, which feed through
into higher competitive-
ness. This key metricillus-
trates how well §) reflects
the composition of soci-
ety.

 Diversity targets established per
division/staff unit

® Employeeswhointeract with cus-
tomers offered badges for their
uniform to indicate the languages
they speak

e Participated ininternship pro-
gramme for new arrivals via Swed-
ish Migration Agency

For Sweden as awhole, the corresponding figure was 18.5
percenton 31December 2017.

A secure and healthy workplace

Abalance between work and leisure is the starting-point for §J’s
preventive health programme. Health inspirers arrange talks on
dietand health, as wellas communal exercise activities. Ergo-
nomics are also organised and our employees have access to
wellness areas with relaxation rooms, as well as health and well-
ness allowances. Allemployees have access to the Personnel
Supportservice, which offers free-of-charge specialist advice
inboth work-related and personalissues. Startingin 2018,
employees’ health attendance willbe measured and reported
internally as a key metricin the control area Employee.

Early identification of employees at risk of illness and an
ability to quickly provide support and implement any meas-
ures needed are animportant part of S health programme.
Employees showing repeated short-term absence duetoiill-
ness are carefully followed up in order, wherever possible, to
preventlonger periods of absence due toillness. During the
year, work on the preventive side was intensified. In the case
of long-termssick leave, §) takes afocused and long-term
approachincluding rehabilitation plans, in close collabora-
tion with the Company health service and the Social Insur-
ance Office. The aimis to enable those concerned to return to
work as quickly as possible.

SJ’s systematic work on reducing absence due toillness
has been successful. In 2017, absence due toillnessin the
Group amounted to 5.4 percent (6.6), indicating that §)’s tar-
getforthe year was surpassed. Both short-and long-term
absence duetoillness fell, suggesting that the focus on
rehabilitation and a fast return to work, along with work on
prevention, is having the desired effect.

Asafe and healthy work environment s a prerequisite for
healthy employees. SJ’s Work Environment Policy defines
how S)isto act.

In safety, our focusis on ensuring that our passengers
employees on board trains, in depots and at travel centres,
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Performance Index
80Target2017: 80

e Continue trial of rolling three-month
schedule foron-board personnel

B

e Conductanalysis of forms of employ-
ment

2013 2014 2015 2016 2017

e Participate in internship programme
fornew arrivals via Public Employ-
ment Service

of S)'semployeesin 2017
came from a non-Swedish

background

Target2017: 15%

feelsecure at work. Employees on trains receive personal
safety and conflict managementtraining and carry per-
sonalalarms. S) has procedures for looking after employees
who have been subjected to threats or violence, including a
return-to-work plan.

In 2017, @a mobile app was launched to simplify reporting
of deviationsin §J’'s operations. Reports made via the app
are translated into actions, in the part of operations affected,
to improve safety and the work environment. During 2017,
539 (984) near-accidents and 339 (287) accidents were
reported. Some changes to categories during the year
blurred some definitions, and measures will be taken in
2018 both to improve clarity in definitions and to re-classify
wrongly categorised incidents.

SJ as an attractive employer

SJwants to be an attractive employer, associated with a
clear sustainability profile, recognised effective leadership,
strong commitment to health issues and good opportu-
nities for development within the Group. Every year, com-
prehensive succession planning takes place, with possible
successors being nominated and talents being identified
within the Group.

Over the past five years, rail travel with S) has risen by just
over 10 percent, and the upward trend is expected to con-
tinue. This situation, combined with a change of generation
among locomotive drivers and natural attrition among hour-
ly-paid train hosts, has created a major need for new recruit-
ment. We are working actively, for example via the boards
for training coordinators for train driver programmes, to
raise §)’s profile as a good employer.

S) also operates a trainee programme for recent university
graduates. We present at exhibitions and universities and offer
internships, forexample via the Tekniksprangetinitiative. We
are also involved ininternship programmes that aim to offer
recentarrivals their first contact with Swedish working life.



Responsible governance: Partnership & Resources &€

Together, we make the journey better

SJ collaborates with suppliers and partnersin delivering,
developing and improving the travel experience. The Swed-
ish Transport Administration (STA) is S)’s foremost supplier
and collaboration partnerin delivering efficientrail services
to passengers. STAis responsible for providing a reliable
railway infrastructure, allocation of train paths (track time)
and departure and arrivalinformation in waiting rooms and
on platforms. §)’s collaboration with STAincludes strategic
work on train scheduling and maintenance on the rail net-
work, together with operational work on service conditions.

Otherimportant suppliers to SJ are Linkon (which oper-
ates S)’s ticket ordering system) and Jernhusen and other
property owners, which lease out depots and waiting
rooms. Maintenance contractors ensure that trains are ser-
viced and repaired as needed and in accordance with the
rolling stock’s maintenance schedule.

SJfocuses actively on developing collaboration between
Swedish and European railindustry players. Through the
industry initiative Together for Trains on Time (TTT), STA, SJ
and other train operators, contractors and Swedish trade
associations collaborate to improve the conditions deter-
mining punctuality. In 2016, a collaboration forum for
the railway industry, Jarnvagsbranschens Samverkans-
forum (JBS), was established with the aim of jointly driving
improvements to increase the robustness, competitiveness
and profitability of Swedish rail. Since 2017, §)’s CEO Chris-
ter Fritzson has chaired the Community of European Railway
and Infrastructure Companies (CER), the mostimportant
organisation for collaboration among rail companies across
Europeininfluencing EU institutions.

Coordinated public transport travel

S) also offers travelindependently orin association with
other players to enable passengers to get from door to door
by public transport. §) partners regional county transport
corporationsin offering Resplus journeys, in which modes
of transport and/or operators are combined to provide pas-
sengers with a joined-up journey with an arrival-at-destina-
tion guarantee. Asfar as possible, §) takes into consideration
regionalservice departures when designing train timeta-
bles, to make public transport a more attractive option.

Responsible purchasing

In 2017, §) procured goods and services to a value of around
SEK 5 billion from around 2,500 suppliers. S)’s purchases

Why this key metric? Prioritised activities in 2017

Targetand outcome

Directors’ Report

Key eventsin 2017
range all the way from * New procedure and new risk
on-board food and bev-
erages, to uniforms, train
maintenance, replace-
mentservices and new
rolling stock.

The S) Group’s Sup-
plier Code of Conduct
isbased oninternation-
ally accepted initiatives and standards, and describes the
Group’s fundamental policies in areas such as human rights,
legalcompliance and the environment. Our Code of Con-
ductwillenable us to maintain an in-depth dialogue with our
suppliersregarding these requirements, and in that way to
mutually develop expertise in responsible purchasing and
to extend our cooperation.

As of 2018, how suppliers and partners perceive §J’s
capacity for collaboration will be measured and reported
according to the key metric Supplier and Partnership Index
within the control area of Partnership & Resources.

management tool produced
for auditing suppliers from
a sustainability perspective

Auditing of suppliers via sustainability audits

In 2017, S) developed a new procedure for auditing suppli-
ers from a sustainability perspective. The procedure s to
be usedin the case of purchases exceeding SEK 0.5 million
orinvolving geographic orindustry-specific risks as per §J’s
classification. Forexample, an all-new SJ-adapted risk man-
agementtoolwas produced. The tool shows more clearly
than before which suppliers represent a potential risk of
breaching hhe §) Group’s Supplier Code of Conduct. If any
of our suppliers should fail to comply with the Code of Con-
duct, this could not only cause personalinjury ordamage to
the environment, but also tarnish §)’s brand.

During 2017, seven sustainability audits of suppliers were
carried out. Over the year, the focus was on developing the
new procedure in a systematic way and as a result fewer
audits than the target for the year were performed. Four
of the year’s audits included on-site auditing, either inter-
nalor by an external party. Other audits consisted of thor-
ough examination of documents, together with dialogue
and meetings with suppliers. None of the audits revealed
any serious deviations from the §) Group’s Supplier Code of
Conduct. The minor deviationsidentified and observations
made are being remedied by the supplier and will be fol-
lowed up by ).

Planned activitiesin 2018

Number of sustainability audits (in-depth supplier audits from a sustainability perspective)

To ensure thatour sup-
pliers meetthe require-
ments of The §) Group’s
Supplier Code of Con-

* New procedure for supplier
auditing produced

® Approximately 30 employ-

eestrainedin on-site sup-
duct plier auditing

® Focus sustainability audits on suppliers of
rolling stock maintenance services and of
materials for rolling stock

Sustainability audits
during 2017

Target2017: 10
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Responsible governance: Society ﬁﬁ

We bring people closer together,

every day

SJ’'s most valuable contribution to a sustainable society
isthat more people are travelling by train. For Sweden to
achieve its target of becoming one of the first fossil-free wel-
fare states worldwide, the proportion of climate-smart trans-
portfor both people and goods needs torise. In 2017, travel
on §J)'sindependentcommercial services was 3 percent
higherthanin the previous year, and we served 284 stations.

Society rightly has high expectations of §) as the mar-
ket-leading passenger train operator. Over the next few
years, we will be investing about SEK g billion in new and
upgraded rolling stock. Read more on page 37.

SJ)’stimetables widen people’s choices by making it pos-
sible forthemto live in one location and work or study in
another. §) collaborates with regional county transport cor-
porations to enable passengers to travel all the way by pub-
lictransport. Read more about Resplus travel on page 29. At
society level, S)'s services contribute to growth by enabling
companies to recruit skills from a wider catchment area.

SJ’'s operations also create many jobs outside the organi-
sationitself, above allin rolling stock maintenance butalsoin
catering, forexample. Modernisation of our X2000s is taking
place at Tillberga, near Vasteras, where around 100 jobs have
been created. Another nearly 200 people are also engaged
in Switzerland and Sweden in the modernisation programme.

Through ongoing dialogue with municipalities, regions and
passengers, we adaptservices and departures as far as possi-
blein line with the needs expressed. During the year, an early
departure from Alvesta was introduced to get passengers from
Smaland to Stockholm before 9.00 a.m. In the new December
2017 timetable the overnight departure from Malmé to Stock-
holm was put back following passenger requests and the jour-
ney time for Stockholm to Uppsala was shortened to half an
houron newly introduced through services.

Safety always first

Asafe and punctualjourney is S)’'s mostimportant customer
promise, and safety always has top priority. Although traf-

fic safetyis fundamentalto allwork at §J, safety activities also
encompass other areas, such as safety and security on board

Near-accident reporting for S employees

Anear-accidentis an eventthat could have resulted in damage orinjury, but
which ended well. Near-accidents are a warning that something serious could
happen and that preventive measures need to be taken. Near-accidents may
be caused by physicalfactors, such as when somethingis broken, in the wrong
place or missing, or psycho-social factors such as stress, conflict or bullying.
Reporting of near-accidentsis essential to enable risks to be addressed. §)
emphasises that the purpose of near-accidentreporting is to collectinforma-
tion for risk prevention - not to criticise individuals. Since 2017, S has had mobile
app for deviation reporting, and to emphasise the importance of reporting
such, itmay be included in the employee’s individual performance contract.
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Key eventsin 2017
e Travelon S)’s
independentcommercial
servicesrose by 3 percent

e Launch of mobile app
for deviation reporting

trains, dataintegrity and
preparedness to man-
agedifficultand unpre-
dictable events. The EU’s
security directive and
national-levelregulations
in S)’s marketsin Sweden,
Denmark and Norway form the framework for the systematic
security work that §) conducts throughout the Group andin
cooperation with external partners and governmentagencies.
In 2017, a mobile app was launched to enable reporting of
deviations. Thisresulted in a substantialincrease in the vol-
ume of deviations reported. The app led to animprovement
in the reporting and documentation of minor accidents and
collisions with animals. As a result, the volume of incidents
includedin SJ’s Traffic Safety Index rose considerably, while the
volume of service production also increased. The Traffic Safety
Index result for 2017 was 96.5 (96.3). The target for the year was
achieved, despite three serious level crossing accidents.

® Policy on tax adopted
andimplemented

SJ’s environmental work

The Environmental Index reflects how passengers view §) as
an environmentally-aware organisation. The Environmental
Index outcome for 2017 was 78 (76), surpassing the target for
the year. One likely factorin the improvement was a still-pos-
itive response from passengers to the bistro’s food concept.
No other mode of transport produces as low emissions as
railon longer routes. The minimal carbon dioxide emissions
from trains are partly due to the railnetwork being mostly
electrified and all power that §) purchases from STAis renew-
able (hydropower), and partly to the low air resistance of our
trains and the fact that many passengers can travel at the
same time. In addition, 50 percent of the electricity procured
by §) for train operations s certified under the Swedish Soci-
ety for Nature Conservation’s “Good Environmental Choice”
label, under which strict environmental criteria apply to the
generation of electricity, in addition to it being produced
from renewable sources. This option, taken up by SJ, enables
journeys on our trains also to meet the requirements for the



Why this key metric?

Prioritised activities in 2017

Targetand outcome

Directors’ Report

Planned activities in 2018

Traffic Safety Index

Asecure and safe train jour-
neyis atthe heartof our
offering and delivery to the
customer. The Traffic Safety
Indexis a key metric that
measures our successin
achieving thataim.

Brand Index (BI)

S)seeks to be perceived
inline with the core values

of Reliable, Simple, Caring
and Joyful. A strong Brand
Index outcome also indicates
strong trustin SJ as an organi-
sation, whichisvitalin getting
more people to want to travel
with us and pay for the expe-
rience.

Environmental Index

Many passengers and cus-
tomersregard SJ's environ-
mentalwork as an hygiene
factor. The Environmental
Indexis anindicator of pas-
sengers’ perception of our
environmentalwork and
serves asabenchmarkinour
continued efforts.

SJ Volunteer

SJVolunteer offers S) employ-
eesthe opportunity to
engage in non-profit work
during working hours (eight
hours per employee peryear)
andin thatway to serve the
community.

* New apps launched for devia-
tions and comfort shortcomings

® Equipmentinstalled - breathaly-
sers-atall SJAB’s staging sta-
tions for breath tests to be taken
when checking in to work

® Further work on developing the
brand platform carried out

e Strengthened social media
presence

® Increased communication
regarding §J’s offering and other
developmentinitiatives

® Refrigerantleakage in S)3000s
remedied, with consequent
reduction in emissions of car-
bon dioxide equivalents.

e Proportion of biofuelsin buses
increased

® Energy survey performed,
required every four years by law

e Proportion of organic and veg-
etarian productsin the bistro
increased

¢ Information provided about §)
Volunteer at breakfast meetings,
ontheintranet, via workplace
meetings and the social media

® More clearly described avail-
able volunteer assignments on
theintranet

® Continued collaboration with
organisations that need volun-
teerinput

¢ S)Volunteer week held in Market
and Sales

Traffic Safety Index

98

97 Target2017:96.4

2014 2015 2016 2017

Brand Index (BI)

60

Target 2017: 60

50

2014 2015 2016 2017

EnvironmentalIndex

80

75

70

Target2017: 75

2013 2014 2015 2016 2017

SJVolunteer, no. of hours

00,
Target2017:1,750

1,500

1,000

500

2015

2016

2017

® Review of §)’s operating licencesin
Sweden, Norway and Denmark

e Continue work on safety culture
and to improve reporting

e Position §J clearly in allchannels on
the basis of the new brand platform

e Conduct activities toimprove per-
ception of punctuality

e Improve service information and
disruption management

® Improve management of com-
plaints

® Develop new internalenvironmen-
taltraining course

e Continue to increase the propor-
tion of organic productsin the bis-
tro

e Continue with internal communi-
cation on S) Volunteer

® Produce new inspirational videos
on S)volunteers

® [ncrease involvement of existing
and new partner organisations
in orderto create more volunteer
opportunities
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Good Environmental Choice label. Choosing an §) Good
Environmental Choice journey is a simple way for our cus-
tomers to reduce their environmentalimpact, whether the
journey is for leisure, commuting or business purposes.

Leakage of climate-impacting refrigerants, which are
used in air-conditioning and other systems on board trains,
isone of the sources of emissions of carbon dioxide equiv-
alents at§J. In 2017, S) AB’s carbon dioxide emissions were
34 percentlower thanin 2016, mainly thanks to extensive
work on remedying leakage of refrigerants on §) 3000 trains.
Buses used forrailreplacement services are powered
by more than 50 percentbiofuel, whichis also helping to
reduce carbon dioxide emissions.

Since June 2016, S} has been operating the Vasttagen
Kinnekulle Line on behalf of Vasttrafik. Most of the line is not
electrified andis served by diesel trains. In 2017, diesel con-
sumption per kilometre was 6 percent lower thanin 2016.
Thereduction wasin all probability due to the fact the S) and
Vasttrafik had rolling stock modified, power sockets in the
railyards adapted and parked rolling stock heated by elec-
tricity rather than diesel.

We provide continuous training on eco-driving to our
train drivers. Eco-driving means a gentler driving method
and increased usage of electric brakes that simultaneously
feeds energy backinto the rail network’s electrical sys-
tem - electricity that can be used by another train on the
same route. The reduced usage of mechanical brakes also
lessens wear and tear on the rolling stock and creates a
smootherjourney with less sharp braking and acceleration.

SJ’s bistro carriages have been Level 1KRAV-certified
since November 2015. We also focus day-to-day on reducing
food waste, for example via regular temperature checks to
avoid having to throw away good food unnecessarily.

The Bistro’s range includes more organic products than
ever, as well as an expanded offering of vegetarian and
vegan options. In 2017, §) established a collaboration with
Kalf & Hansen, whose organic fast food products based on
seasonalingredients are now available on our high-speed
trains. The collaboration was recognised with an award
inthe “BrilliantIdea of the Year” category in the Fast Food
Award competition in early 2018.

Our mostimportant environmental work will always be to
getas many people as possible to take the train rather than
going by carorby air.

Perception of the §) brand

The public’s perception of §) and its brand affects whether
passengers choose to travel by train and if so, whether their
journey will be with S) or another train operator. The §) brand
is therefore significantin terms of our ability to do business,
both today and tomorrow.

S strives to live up to all customer promises and, if pos-
sible, to surpass them. When S) does not live up to expecta-
tions, such asinthe case of service disruptions, we want our
customers and passengers to see that S) is doing everything
itcanto manage, in the bestinterests of the customer, the
situation that has arisen.

Allcommunication, whetherin the form of video, media arti-
cle orduring contacton board, will affect the public’s overall
impression of §). Our biggest challenge is to show those who
donotuse S)how good we are: The public believes that half of
alltrains arrive on time, whereas overall punctuality (including
allS) middle- and long-distance trains) indicates that nine out
oftentrains were ontimein 2017.

The Brand Index (VMI) is an indicator of how the public per-
ceives §) as an organisation on the basis of the core values of

32 SJ ANNUAL AND SUSTAINABILITY REPORT 2017

Reliable, Simple, Caring and Joyful. The overall outcome for
2017 was 52 (52) and so we did not achieve our target. There is
acleardifference between those who travel with S) and those
who do not. Those who do not travel with S) are consider-
ably less positively disposed to the §) brand. Itis also evident
thatthose who travel with §) give us a higher rating while they
are on board a train than when they are asked in asurveyon a
later occasion. This suggests that the views of our own users
are coloured by the general, less positive image of ). Over
the year, we saw positive effects from our new, brand-build-
ing and emotive communications, although the process of
creating a more positive image of S) will take time.

Partnerships for increased travel

SJ partners with selected organisations, including Friends
and My Big Day, to deepen and enhance contacts with
customers and passengers. S is also in a position to sup-
portorganisations that work for a good cause and thatalso
seek to make life a little easier for everyone who travels on
SJ trains daily. All partnerships are selected, assessed and
evaluated on the basis of whether they strengthen the §)
brand, help toincrease travel with S) or create opportunities
for S)’'semployees to engage.

SJVolunteer enables §) Group employees to perform
non-profit work during working hours. The aimis to support
and develop community action primarily aimed at children
and young persons, and to improve integration. The out-
come for §) Volunteer in 2017 was 1,030 hours (424), which
despite being animprovement fell short of the target set.

Right tax in the right country at the right time

As aresponsible playerin the community, S) does its utmost to
pay the right taxin the right country atthe right time, based on
the operations conducted by the Group. In 2017, the Board of
Directors adopted §)’s tax policy, establishing how the Com-
pany’s tax affairs are to be managed. We apply a business
approach to the tax cost to the companiesin the S) Group at
alllevels of our decisions, and regard tax as a costincurred in
the business. In cases where legislation and/or regulations
are unclear, S) will take aresponsible, long-term and transpar-
entapproach with the aim of minimising the risk of errorin the
payment of tax. Read more about SJ and tax in Note 10.

Retained economic value,
created and distributed

SEK million 2017 2016 2015
Netsales 7780 9336 9,052
Income from financialinvestments 17 14 2
Capital gains 1 1 -2
Economic value generated 7798 9,350 9,052
Operating expenses -3,964 -4917 -4,828
Salaries and otherremuneration -2,423 -2,834 -2,822
toemployees

Dividend to shareholder -260 -188  -1,930
Interest expenses -20 -18 -25
Payments of income taxes and other -152 -146 -19
charges

Socialinvestments 1 2 1

Economic value distributed -6,818 -8,101 -9,623
Total economic value 980 1,249 -571



Responsible governance: Customer
A sustainable journey with S

Every day, around 130,000 people travel with §) on their way to
work, to study, to visit family or for some leisure pursuit. Pas-
sengers choose ) because we offer sustainable travel and
good timetables, adapted to the number of potential passen-
gers andthe arrivaland departure times of connections. This
isabigresponsibility and we do all we can to live up to our
three customer promises: a safe journey, punctuality and a
high level of service.

Adaptation of offering

The customeris the one whois paying for the journey, and
isnotalways the same person as the passenger. S) serves
three categories of customer: private individuals, business
customers and procuring authorities (regional and national
government agencies). S)’s operations are governed by
what customers and passengers use and demand. §)
applies for departures (train paths) when passengers wish to
traveland, as far as possible, adapts and develops its offer-
ing to the requests of customers and passengers.

The Swedish Transport Administration (STA) establishes
the train timetable for a year at a time on the basis of the appli-
cations submitted by the train companies. The train timeta-
ble alsoincludes the scheduled maintenance works that STA
isto carry out. Today, the demand to run trains exceeds the
track capacity available. In addition, there is a considerable
need for maintenance on the rail network. When train com-
panies apply for the same train paths, thatis, torun trains on
the same track at the same time, STAfirstly tries to adjust the
timetable. Secondly, the railcompanies have to try to reach
agreementand in the finalinstance a decisionis taken on the
conflict, based on predetermined criteria.

Expectations for a punctual journey

Whatall passengers have incommonis that they expect S to
keepits promises and that they will arrive safely at the right des-
tination atthe righttime. Consequently, activities toincrease
punctuality are the key to improving the Customer Satisfac-
tion Index (CSI), which is measured on board SJ AB’s trains,

and the Passenger Satisfaction Index (PSI), which is measured
by §) Gétalandstag. On the occasions that S] does not meet
the expectations of its passengers, such as when disruptions

Why this key metric? Prioritised activitiesin 2017

Target and outcome

Directors’ Report

Key eventsin 2017

® Paymentvia Swish
occur, passengers must in S) sales channels
receive quick and relevant
serviceinformation.

The CSlwas measured
atg4 (94) inboth S) Géta-
land’s commuter and
regionalservices, indi-
cating that the targets for
the year were surpassed.
Satisfaction rose for example on the issue of disruptioninfor-
mation on board, above all on the commuter services.

CSlimproved in the course of 2017 to 72 (70), the highest
rating since surveys began, and the target for the year was
surpassed. The positive trend of CSl was the result of a sys-
tematic approach focusing on the needs of passengers. The
areas in which customers perceived the greatestimprove-
ments were §)’s digital channels, on board service, commu-
nication with customers, and that ) on the whole is more
customer-led.

S) providesinformation about the service situation via our
own channels, sj.se and the §) mobile app, via our employ-
eesonboard and via loudspeaker announcements on
trains. STAisresponsible for loudspeaker announcements
and information screens at stations and on platforms. In the
eventof major disruptions, passengers are notified by SMS
texts or messages via the S§) mobile app. Read more about
SJ’swork on punctuality, on pages 35-36.

With the benefit of comments from our customers, we are
constantly making ourinformation clearer, while new and
bettertechnology isimproving quality. Working with STA,
we are engaged in developing a model capable of bring-
ing more credible forecasts to our passengers during dis-
ruptions. At the same time, we are reviewing how to make
rebooking simpler for passengers in the case of delay. In
early 2018, a facility to enable journeys to be rebooked was
added to the §) mobile app.

e Improved functions
for passengers before
and during the journeyin
the S) mobile app

Good service before, during and after the journey

Our passengers should feel well looked-after before, during
and after their journey. Our customer service keepsin con-
tact with our customers and passengers via digitalchannels
and via telephone. Rail travel should be available to all, and

Planned activitiesin 2018

Customer Satisfaction Index (CSI)

The Customer Satisfac- * “Whoeveryou are, wherever
tion Index (CSI) reflects you wantto go” launched to

the degree of satis- boost§)’simage 75

Customer Satisfaction Index
(CSI)S)AB

® Focus on service communication to
improve the customer experience, both
when services are on schedule and

faction of customers
regarding their relation-
shipwith §Jinthe past 12
months. Using a key met-

e Swish introduced for payment

® sj.se and the S§) mobile app
developed with the addition of 65

ric thatreflects custom- ; -

ers’ overall satisfaction s an e ee iUel e 60—
overasomewhatlonger ~ ® Collaboration with Kalf&Han-
periodisanimportant sen established to expand the <

offering of tasty, well-cooked
and organic food on §J’s high-
speedservices

policy instrument for
long-term profitability.

® English version of the S) mobile
app launched

2014 2015 2016 2017

during disruptions
® Begin modernisation of X2000s in ear-
nest, and place thefirstupgraded trains
| —] inservice

A , Target2017: 71
via §)’s sales channels 70——

® Place the firstrefurbished night-train car-
riagesin service

® Focus on, forexample, toilet cleaning,
observance of the Quiet Carriage con-
ceptand interaction and ticketinspection
onboard, taking account of comments
from passengers

e Simplify rebooking of journeys via sj.se
andthe §) mobile app

® Improve functions for § business custom-
ersin §)’'sdigitalchannels
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SJ)’s customer service can book a helper for anyone need-
ing extra assistance with boarding or disembarking from a
train. Before travelling, first class passengers and members
of the S) Prio scheme at top level (black) have access to our
loungesin Stockholm, Gothenburg and Malm®é.

The majority of §) trains are modified for accessibility,
including wheelchair lifts. Baby carriages that can be folded
down may be taken on board trains. For passengers travelling
with pets, a pet compartmentis available, as well as the pos-
sibility of booking a separate sleeping car compartmenton
night-trains. Our train hosts willknow the destinations for those
who have pre-booked, including passengers with aninterna-
tionalconnection. As aresult, our train hosts spend less time
onticketinspection and more on giving passengers ahand. All
our high-speed trains, and certain InterCity and Regional ser-
vicesinclude a bistro that serves meals. Our high-speed trains,
and more and more of our other trains, have WiFi. Towards
year-end 2017, we started work on installing Wi-Fion more than
200 locomotive-hauled passenger carriages.

Atthe end of the train journey, we have arrangements
with partners to offer transport right to the door.

Development for and with passengers

The responses from our ongoing on board surveys are care-
fully analysed. We also use data gathered from our §) Prio
loyalty scheme to adapt and develop our customer offer-
ing. Every day, our train hosts and customer service per-
sonneltalk with thousands of customers, and we organise
structured customer panels who are invited to take partin
detailed discussion of importantissues.

Customers want to book their journey any place any time.
With thatin view, we have increasingly digitised our sales
channels and during 2017, 85 percent of S] tickets were sold
through digitalchannels (sj.se, the S} mobile app and ticket
machines). The remainder was mainly sold by travel agents,
and only 3 percent through SJ’s physical travel centres and by
phone via §J’'s customer service. §) tickets can also be bought
at Pressbyran kiosks and 7-Eleven convenience stores.

During 2017, we made several day-to-day improvements
to functionsin the digital channels sj.se and the S) mobile
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We make every effort to live up
to our three customer promises:
asafe journey, punctuality and a
high level of service. In 2017, we
achieved the targetset for Cus-
tomer Satisfaction Index with
the highestrating since surveys
began.

appinresponse to customer needs. Over the year, the §)
mobile app was adapted to the international Web Content
Accessibility Guidelines (WCAG), level AA, meaning that the
app now meets strict requirements for accessibility. In addi-
tion, an English version of the app was launched in 2017.

S) Prio for passengers

In 2017, a further 200,000 passengers chose to join §)’s loy-
alty programme, §) Prio, which now has more than one mil-
lionmembers. §) Prioisintended partly to create long-term
relationships with §)’s passengers, and partly to adapt prod-
uctand service offerings based on in-depth insights into the
priorities of active §) users.

SJ Prio members earn points when travelling with §) and
when purchasing products and experiences from §)’s part-
ners. These points can then be utilised for further §) journeys
or for travel-related experiences. Members can also donate
their points to any of §)’s non-profit partners.

Good practice in handling personal data

Our customer privacy isimportant to us. When we collect
personaldata, we inform the person of the reason for doing
so and ask permission where required. We collect the per-
sonal data thatwe need to be able to provide our services
and to conduct and develop our business. We also collect
personaldata toimprove the customer’s experience and to
develop our customer offering. The personal data collected
isused only for the purposes for which they are collected and
are treated with greatrespect. Datais deleted in accordance
with legalrequirements, or when the customer requests.

During the 2015-2017 period, no major complaints were
received regarding customer privacy, and no loss of cus-
tomer data occurred.

On 25 May 2018, the new General Data Protection Reg-
ulation (GDPR) will replace Sweden’s Personal Data Act. S)
has long been making preparations for meeting the require-
ments of the new regulation.




Responsible governance: Process OQ

Punctual trains get more passengers

To getmore people to choose railtravel, they must be able
torely on trains departing and arriving on time. Conse-
quently, §)’s top-priority sustainability targetis with other rail
industry participants to jointly achieve 95 percent punctual-
ity by 2020. The conditions for punctuality, and by the same
token the challenges, vary according to line, route and time.

Inthe course of 2017, punctuality was improved on SJ’s
long-distance (long-distance and night) services to 82 per-
cent (81), on medium-distance (regional) services to 92 per-
cent (90) and on local (commuter) services to 93 percent
(92). Medium-distance services therefore achieved our
sub-targets forthe year, and §) judges that the g5 percent
targetis fully achievable in both middle-distance and local
services by 2020. While punctuality in S)’'s long-distance ser-
vicesimproved in 2017, achieving 95 percent punctuality will
be achallenge. §)is working intensively, both with the indus-
try and on its own account, to achieve the targets set.

Major in-house focus on punctuality

STAisresponsible for maintaining punctuality data and for
ensuring the all disruptions lasting three minutes or more
are assigned a code indicating the cause. Of the disrup-
tions affecting S) services, we ourselves are responsible for
around 10 percent. Causes of §J-attributable disruptions
include rolling stock failures or delayed departures of trains
from stations. We are focusing in a structured way on mini-
mising the disruptions within our control.

With ongoing maintenance works, Sweden’s already
heavily-burdened rail network lacks the capacity to enable
delays to be made up, and alternative routes may be closed.
As aresult, even minor delays can have majorimpact. Also,
service delays are to have lowest priority in STA's traffic man-
agement, meaning that the impact of a minor delay will
become greater and greater. To enable trains to departon
time, §J closes the doors 30 seconds before departure, and
in2017 anew function - “Where should | stand on the plat-
form” - was added to the S) mobile app. Passengers can

Directors’ Report

Key eventsin 2017
checkonthe app where e Punctuality improved
their carriage will stop so
they can bein theright
place when the train
halts. Thisreduces stress
for the passenger and
improves the conditions
forapunctualdeparture
from the station.

on §J’s long-distance,
middle-distance and
and localservices

Together we will achieve g5 percent punctuality

Because therailnetwork is a closed system with many
dependencies, all players must be at the top of their game
and work well together. To achieve the industry-wide tar-
getof g5 percent punctuality by 2020, the railindustry must
cooperate even more efficiently. Every player must take
responsibility for the totality, rather than simply optimising
their own system.

Since 2013, the industry has been collaborating via the
initiative Together for Trains on Time (TTT). §) is convinced
that cooperation is crucial to achieving better punctuality
and is thusinvesting both personneland financialresources
inTTT.

When a disruption occurs, itisimportant as far as possi-
ble to attenuate the consequences. Passengers are entitled
to quick and accurate service information. §)’s traffic man-
agement makes decisions about measures to alleviate dis-
ruptions based on information from on-board employees,
experiences from previous events and relevant data from
simulation and monitoring systems. To facilitate the man-
agement of service disruptions and service information, Sj is
developing digital tools foremployees and customers.

To us, punctuality is not just about the robustness of the
system, but also about the customer’s perception. To ensure
that our passengers perceive their journey as reliable, we
are focusing for example on optimising connections and
improving service information during disruptions.

Why this key metric? Prioritised activitiesin 2017 Targetand outcome Planned activitiesin 2018
Punctuality

Punctuality is one of the ® The recently-launched func- Long-distance Medium-dis- Local e Continue to focus on
issues that our custom- tion “Where should | stand on services:  tanceservices:  services: reducing the number of
ersand passengersvalue the platform” on the §) mobile disruption hours caused
most highly. This means app means less rushing and by failuresin §)’srolling
that punctuality is one of stress for passengers and (81) (90) 92) stock

the mostimportant factors
in SJ’s ability to maintain
and strengthen its market
position.

Regularity

The mostimportantfac-
tor for our passengersis to
be abletorely onourtrains
departing and arriving at
the designated times. Ifa
train serviceis cancelled,
itis criticalforour cus-
tomers to be informedin
good time, to allow them to
reschedule theirjourney.

better punctuality in depar-
tures.

Discussions conducted with
STA on action plan to mini-
mise the consequences of
disruptions

Plans forreserves of both roll-
ing stock and employees, and
locations at which they need
to be available, followed up
and adjusted

Procurement process for new
high-speed trains initiated
Systematic maintenance of
service-halting faults per-
formed

Target2017:89% Target2017:92% Target2017:94%

* Develop cooperation
within the scope of the
industry-wide TTT pro-
gramme

Long-distance Medium-dis- Local ® Continue with system-
services: tance services: services: atic maintenance of ser-
vice-halting faults
® Continue review of
(98) 97) (97) rolling stock, including

Target2017:98% Target2017:98% Target2017:98%
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How we achieve punctuality

Punctuality is a complex jigsaw puzzle in which many players have pieces that have to fit
togetherright. S is working actively to lower its share of self-generated delays and is ear-
marking ever-more resources forindustry collaborations, above allin Together for Trains
onTime (TTT). When a disruption occurs, we work together to mitigate as far as possible the

consequences for passengers.

What affects punctuality

External events
Extreme weather
conditions and
accidents involving
people and
wildlife

Infrastructure
Tracks,
overhead lines
and signal
systems

Thetarget
isto achieve
95 percent

Punctuality for S) trains, % punctuality

100
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= | ocalservices =Medium-distance services =Long-distance services

Along-or medium-distance trainis reckoned as being ontime ifit arrives
within a five-minute margin of error of the scheduled time. For local trains,
the margin of erroris three minutes.
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Train and
personnel

Planning and
management
of trains and
personnel

Traffic
Planning'and
Traffic Management
Capacity planning
and scheduling

One of the conditions for establishing a more robust deliv-
ery from the rail system is to ensure that basic planning is
closely aligned, for example, with the condition of the track
and the capacity available. We worked onimproving the
planning frameworks for the train timetable and for person-
nelandrolling stock planning. §) focuses closely onimprov-
ing the condition of the rolling stock and reducing absence
due toillness among ouremployees.

The proportion of disruption hours fellin 2017, very much
due to the fact thatin every specific incident, we work with the
industry to minimise the spread of the disruption. S)’s own traf-
ficmanagementhas developed digital aids to simplify and
therefore speed upits processes. Thisis creating a culture in
which the focus on punctuality is part of day-to-day work.

910t BulpyQ sewol o



Responsible governance: Finance II“

Sustainable profitability creates scope for
investment in the rail travel of the future

S) operatesits business on acommercial basisin a fully
deregulated market, and does notreceive any government
subsidies or grants. This means that ) has to be along-term
profitable and leading playerin Sweden’s rail market. Strong
profitability is essential if we are to be able to live up to cus-
tomer and passenger expectations via necessary invest-
ments in developing employees, digital solutions and our
rolling stock fleet.

SJ’sowner, the Swedish State, requires §) to be governed
in asocially, environmentally and financially sustainable
way. Targets, financial and non-financial, must be met. §J’s
Annual General Meeting has adopted three financialtargets
thatwill ensure an economically sustainable business. The
non-financialtargets are referred to the Board for approval
and must ensure sustainable value creation.

In 2017, §)’s cost-efficiency programme was concluded
with the result that the Company’s cost base was lowered
by around SEK 1billion. The lower cost base isimportantin
enabling SJ to maintain its competitiveness, and cost-effi-
ciencyis aworkin constant progress.

Every quarter, the Board is informed of how we are man-
agingour financial assets so as to achieve as good areturn
as possible within the framework of the financial policy in
place. §J also performs a quarterly market analysis as a basis

Directors’ Report

Key eventsin 2017

e Dividend of SEK 260 million
to S)’'s owner, the Swedish State

® Decision taken toinvest
innew high-speed trains,
totalling SEK 5-6 billion,

and upgrade of night trains,

totalling SEK 150 million

Investing in the
travel of the future

SJisexposedtolong
investmentcyclesin
itsrolling stock fleet.
SJ’s mostrecent major
investment wasin 2012, when 20 S) 3000 trains were deliv-
ered atatotalvalue of just over SEK 2 billion. Over the next
few years, we will startinvesting about SEK g billion in new
and upgraded rolling stock. The programme encom-
passes around 30 new high-speed trains for long-distance
services, refurbishment and upgrading of all our night-
train carriages and the X2000 modernisation programme
already under way.

We also continuously make minorinvestmentsin our
trains, including improvements in safety, performance and
the customer experience.

SJ)’strain lines are each operated as a separate business,
where the offering is adjusted as far as possible to match
passengers’ demands and expectations, and to achieve
the profitability targets set. Long-term financial targets are
based on §)’s strategy and intended to enable us to face
increased competition for both commercial and tendered
services.

forinvestment decisions.

Net debt/equity ratio

Return on operating capital

Dividend

Why this key metric?

The netdebt/equity ratio is vital to ensur-
ing that §) has an efficient capital structure
and well-balancedrisk overtime. The aim
isthatthe accounts should be in balance,
whereby the financing costs of the busi-
ness must be kept competitive and at the
same time S) must be able toimplement
the strategic decisions taken.

Targetand outcome
Net debt/equity ratio, multiple

0.3
Target 2017: 0.5-1.0
0.2

0.1

0.0 ——8 I
-0.1

" 2013 2014 2015 2016 2017

SJhas atarget for net debt/equity ratio of
0.5-1.0 long term. The target was based on
what the owner and the Board of Directors
consider to be an efficient capital structure
for SJ overtime.

On 31 December2017, S) held anetcash
balance and the net debt/equity ratio was
therefore-0.1 (0.0). The net cash balance was
duethefactthatseveralmajorinvestment
projectsinitiated had notyetbeen com-
pleted and consequently allocated funds
remained onthe balance sheet. On that
basis, §)'s capitalstructureis stronger than
indicated by the owner’s long-term target.

Why this key metric?

Return on operating capitalindicates the
relationship between SJ’s operating profit
andthe degree of capital efficiency inthe
business. Although working capitalissues
are animportantaspectof §’sfinancing, we
also needto ensure that capitalis notunnec-
essarily committed and thatour resources
are utilised to a high degree. Amarket-level
profitis an essential conditionin enabling the
necessary investments to be implemented.

Target and outcome
Return on operating capital, %
20

15
Target2017: 7%

10

0
2013 2014 2015 2016 2017

Thereturn on operating capitalis to aver-
ageoverallno lessthan 7 percent.

On 31 December 2017, thereturnon
operating capital was 16.4 percent (20.0).
The return continues to trend above tar-
get, primarily because of positive earn-
ings and reduced operating capital due to
alower-than-plannedrate of investment
overtheyear.

Target and outcome

The Board’s proposed dividend in accord-
ance with the appropriation of profits, SEK
million

300

200

100

0
2013 2014 2015 2016 2017

In accordance with the owner’s stated tar-
get, theregulardividend mustin the long
term average 30-50 percent of the net
profit for the year. The Board of Directors
proposes thatthe 2018 Annual General
Meeting approve a dividend of SEK 269
million (260). The dividend corresponds to
50 percent (40) of net profit for the year for
the §) Group.

Dividends paid, SEK million
2,000

1,500

1,000

500

0
2013 2014 2015! 2016 2017

YEGM resolution to distribute SEK 1,700 million.
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Risks and risk management

Identification and management of risks

Riskisinherentin all business activities, but may also mean
that opportunities exist. Being well aware of the risks that §)
faces makesit possible to plan activities to minimise them,
so thatany negative impact can be limited and related
opportunities can be leveraged effectively. S) definesrisk as
an event that could affect §)’s ability to achieve its goals, as
setoutin strategic and business plans.

S)applies a systematic focus to risk assessment at vari-
ous levels and on various time horizons. Risks on the strategic
level are identified and described in the form of scenarios and
in conjunction with the strategic and business planning pro-
cess, and are summarised in a strategic and business plan.

Work on Group-wide risks on the tactical levelis con-
ducted within an established process to identify oper-
ational, business and marketrisks, both financial and
non-financial, based on §)’s scorecard. The processinvolves
all divisions, subsidiaries and staff units, creating bottom-up
supportand greater awareness throughout the organi-
sation, and enables risk to be identified more effectively.
Everyriskidentified is assigned a clearly-designated owner
within the organisation. Risk assessments for organisational
changes may also be performed from specific perspectives,
such astransport safety or work environment.

Theriskreporting process requires Executive Manage-
ment to monitor changes inrisk assessments quarterly, to
determine whether there is any need to take further action,
orwhether new risk areas should be assessed. Risks are pri-
oritised on the basis of likelihood and impact, and are linked
to activities designed to manage therisks. The risks are then

Roles inrisk reporting
Isresponsible

Assessed probability and impact of
risks identified

N (A
<
()]
2
®© o0
® P P
© O
=
E
[
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& |Low High
Impact

categorised on the basis of §)’s six scorecard areas. S)’s Risk
Councilandits Risk and Safety Forum are responsible for
risk reporting to Executive Management, which in turn pro-
ducesrisk reports for the Board.

In 2017, work continued on structuring and systemising
risk management. For example, a modelto identify risks in
individual sub-processes was developed and placed on
stream. A selection of risks identified is presented in the
summary of risks (right).

AN

Reports

Board of Directors _I

Executive Management_I

Risk and
Safety Forum

Risk Council _I

Divisions, staff units and
subsidiaries

Establishesrolesand
responsibilities via the Risk
Policy.

Every four months,
receivesasummary of the
most significant risks in the
Group, and the status of
activitiesrelated to these
risks.

Establishes four-monthly
risk reports to the Board.

Receives aregular sum-
mary of the most signif-
icantrisksin the Group,
and the status of activities
related to these risks.

Ensures thatadequate
resources arein place to
ensure compliance with
therequirements of §J’s
risk policy.
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Produces quarterly risk
reports for Executive Man-
agement.

Isresponsible for coor-
dinating support for risk
management within the
organisation. Works pre-
ventatively and in a moni-
toringrole.

The Risk Council, made up
of representatives from all
divisions, staff units and
the subsidiary S) Gotalands-
-tag, is charged with the
following main functions:

® Manages andisrespon-
sible forrisk reporting
to the Risk and Safety
Forum.

e Coordinates support
fordivisions, subsidiar-
ies and staff unitsin the
application of risk man-
agement methodology.

® Monitors the risk status
in each division, subsidi-
ary and staff unit, ensures
thatthe risk analyses per-
formed are adequate
and are kept updated.

Allemployees are respon-
sible foridentifying and
reporting risks.

Managers atalllevels are
responsible foridentifying
and reporting risks, and
are also responsible for
taking risk-management
actionsin their sphere of
responsibility.



Selection of risks identified'

Risk

Potentialimpact

Directors’ Report

Activities

Control area

0 Risk that §)’s long-distance ser-
vices do not meet the industry-wide
target of 95% punctuality by 2020
because theinfrastructure cannot be
improved atthe rate necessary and
because of excessively high capacity
utilisation on certain route sections

9 Risk that production - and therefore
delivery to the customer - suffers
during periods when majorimprove-
ment maintenance works arein
progress

e Risk that the pace of deregulation of
therailway marketsin Europe willnot
bethe samein allcountries. Financially
powerfulinternationalrailoperators
can actinthe Swedish market while
Swedishrailoperators are unable to
acton afull scale outside Sweden

Risk that Swedish Public TransportAct
doesnotlead to decisionsin line with
the legislator’sintentions, which could
resultin aworsening of conditions for
public transporton acommercial basis

e Risk that large-scale IT disruptions
atimportant partners affect §)’s abil-
ity to deliver

G Risk that S§) willnot be able to retain
andrecruittrain driversin atight
labour market

@ Risk that maintenance service pro-
viders cannotretain or recruit skilled
employees, leading to problems
for SJ to procure the right quality of
maintenance at the right price

@ Risk that S) employees willbe in
breach of the §) Group’s Internal
Code of Conductin contacts with
suppliers

o Risk that S employeesinvolvedin
customer contacts face insecure
work situation where threats and vio-
lence may occur

o Risk that partners are in breach of the
S) Group’s Supplier Code of Conduct

_2 Riskthatveryhigh-speedtracksare
notbuilt or thatthey are built too slowly

- Immediate environmental risks are
regarded asimmaterialin terms of
S)’s currentoperations

Lower Customer Satis-
faction Index rating, loss
of market share to other
modes of transport, lower
income

Lower Customer Satis-
faction Index rating, loss
of market share to other
modes of transport, lower
income

Distortion of competition,
lowerincome, loss of mar-
ketshare

Poorer customer offering,
worsening of economic
conditions for services

Poorer punctuality, lower
Customer Satisfaction
Index rating, lower Brand
Indexrating

Lower quality, higher costs
and service cancellations

Lower quality, including
punctuality, service can-
cellations, lower Customer
Satisfaction Indexrating

Lower quality, adverse
impactonthe §)brand

Feeling of insecurity and
lesserwell-being, absences
duetoillness, difficulty in
retaining and recruiting
employees

Adverseimpactonthe )
brand

Loss of market share to
other modes of transport,
lowerincome

Major collaboration with otherindustry players
ininitiative Together for Trains on Time (TTT)
programme

In-house focus on lowering the share of §)-
attributable disruption via measures such as
improved departure process, digital work
tools and remote diagnostics for rolling stock

Adjustments to timetable

New timetables with alternative routes during
disruptions

New locations for depots
Dialogue with STA

Collaborationin the Community of Euro-
pean Railway and Infrastructure Companies,
in which S)’'s CEO Christer Fritzson serves as
Chairman

Actively pushes theissue that the regula-

tory framework on competition and financing
of public transport through taxation must be
properly thought-through and clearly defined

Higher degree of Service Level Agreements
(SLAs) with IT providers

Follow-up of incidents in conjunction with IT
providers

Active work on the boards of training coordina-
tors for train driver courses

Trials of rolling three-month schedule for
on-board personnel

Analysis of forms of employment
More effective trainings courses with simulators

Expanded collaboration with maintenance
service providers

Ongoinginvestmentsinrolling stock fleet will
reduce future maintenance needs

Communication with employees on
the S) Group’s Internal Code of Conduct

Training for allon-board employeesin per-
sonalsecurity and conflict management

Personalalarm for allon-board employees

The S) Group’s Supplier Code of Conductis a
mandatory part of agreements with S)

Sustainability audits of suppliers

Arguments for very high-speed tracks and §J’s
ability to provide the service

Process

Process

Finance

Finance

Partnership &
Resources

Employee

Partnership &
Resources

Employee

Employee

Partnership &
Resources

Finance

Society

DFinancialrisks, thatis, the ongoing management of financial liabilities on the Group’s balance sheet, are excluded, since these are managed within the framework of
the financial policy established by the Board Financialrisks are reported to the Board on a quarterly basis
ATherisk has notbeen assessed in terms of probability and impact
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Proposed appropriation of profit

Statement of the Board of Directors
of §J AB, pursuant to the Swedish
Companies Act, Chapter 18, Section 4

With reference to the Board’s dividend proposal, the Board
of Directors of §J AB, corp. reg. no. 556196-1599, hereby
makes the following statement pursuant to Chapter 18,
section 4 of the Swedish Companies Act. The proposed
dividend is based on the 2017 annual accounts. The pro-
posed appropriation of profit,income statement and bal-
ance sheet for the Parent Company, and the statements of
income and other comprehensive income, and statement
of financial position for the Group, will be presented to the
Annual General Meeting for approvalon 24 April 2018.

Inits proposal for appropriation of profit, the Board rec-
ommends that at the 2018 AGM, the shareholder should
resolve thatin respect of the 2017 financial year S) AB should
pay a dividend of SEK 67.20 per share, representing a total
dividend of SEK 268,800,000 million, corresponding to 50
percent of net profit for the year for the §) Group. The Board
also proposes that the shareholder at the AGM determine
the payment date as 8 May 2018.

Unappropriated profit available for appropriation by the
Annual General Meeting:

Retained earnings SEK 3,030,484,314
Profit for the year SEK 736,940,201
Total SEK 3,767,424,515

The Board of Directors proposes that the profit be appropri-
ated as follows:

Dividend to shareholder (SEK 67.20 per share) SEK 268,800,000
To be carried forward: SEK 3,498,624,515

Total SEK 3,767,424,515

The owner’s financial targets for ) AB are a minimum return
of 7 percenton operating capital on average, and a long-
term net debt/equity ratio of 0.5-1.0. In addition, long-term
dividends should be within the range of 30-50 percent of
profit for the year after tax. S) AB achieved its return on oper-
ating capitaltarget, but the net debt/equity ratio was lower
than the defined targetinterval.

The S) Group’s position at the end of 2017 with respect to
the above-mentioned key metrics is presented in the fol-
lowing table and after the proposed dividend, all else being
equal.
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Effect of proposed dividend on key metrics

31/12/2017

After ordinary

31/12/2017 dividend

Net debt/equity ratio, multiple -0.10 -0.17

Net debt(+)/netcash (-), SEK m -465 -734

Return on operating capital, % 16.4 16.4

Equity/assets ratio, % 55.5 54.0
Available unrestricted equity in

SJAB 3,767,424,515 3,498,624,515

The proposed dividend represents 6.0 percent of equity in
the Parent Company, and 5.8 percent of equity in the Group.
The proposed dividend has no effect on return on operating
capital, but the net debt/equity ratio falls from -o0.10 to -0.17.
The equity/assets ratio is considered satisfactory, given
that the business remain profitable. Liquidity in the Par-
entCompany and the Group is expected to remain strong.
The proposed appropriation of profit to the shareholder will
lower the Parent Company’s equity/assets ratio from 55.5
percentto 54.0 percent after the proposed dividend.

Basis of the Board’s decision

With reference to the above, the Board believes that the
proposed appropriation of profitis justifiable in accordance
with the requirements of the Swedish Companies Act, Chap-
ter 17, Section 3, paragraphs2and 3.

The nature and scope of the business do notinvolve any
risks than are greater than those normally occurring in the
industry.

The Board’s view of the financial position of the Com-
pany and the Group is such that the dividend is justifiable
inrelation to the demands that the nature, scope andrisks
of the business place on the size of the Company’s and the
Group’s equity, and the Company’s and the Group’s consoli-
dation requirements, liquidity and position in general.

The Board deems that the proposed dividend will not
affect §) AB’s ability to meetits obligationsin the short or
long term, or to make any necessary investments.
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Five-year summary

Group 2017 2016 2015 2014 2013
Statement of comprehensive income, summary, SEKm

Operatingincome 7,806 9,372 9,070 9,208 9,160
-Netsales 7,780 9,336 9,052 9,065 9,023
Operating expenses -7,178 -8,543 -8,464 -8,666 -8,732
Share of profit of associates 38 8 19 26 -130
Operating profit 666 837 625 568 298
Profitbefore tax 664 833 602 578 288
Income tax expense -140 -183 -131 -118 -68
Profit for the year! 523 650 471 460 220
Earnings per share before and after dilution?*, SEK 131 162 118 115 55

Statement of financial position, summary, SEK m
Non-current assets

Property, plantand equipment 5,341 5,505 5,916 6,250 6,356
Intangible assets 254 286 278 236 308
Financial assets 60 34 123 596 567
Currentassets
Inventories 5 4 7 8 7
Currentreceivables 734 804 661 615 719
Short-term investments 1,614 1,479 718 760 1,203
Cash and cash equivalents 70 74 97 345 80
Assets classified as held for sale = 78 65 60 72
Total assets 8,078 8,264 7,864 8,870 9,312
Equity? SEKm 4,615 4,337 3,876 5,335 4,961
Interest-bearing liabilities 1,060 1,402 1,478 1,124 1,911
Non-interest-bearing liabilities 1,527 1,693 1,740 1,655 1,813
Provisions 396 345 315 380 360
Deferred tax liabilities 480 487 455 377 267
Total equity and liabilities 8,078 8,264 7864 8,870 9,312
Statement of cash flows, summary, SEK m
Cash flow from operating activities 1,238 1,304 1,335 1,267 1,039
Cash flow from investing activities -639 -1,062 -6 -143 -943
Cash flow from financing activities -603 -264 -1,577 -860 -336
Cash flow for the year -4 -23 -248 265 -240
Investments 596 390 526 828 448
- affecting cash flow 596 390 526 828 448
Margins?, %
Operating margin 8.5 8.9 6.9 6.2 3.3
Profit margin 8.5 8.9 6.6 6.3 3.1
Financial targets, outcomes?®
Return on operating capital, % 16.4 20.0 13.2 11.5 57
Net debt/equity ratio, multiple -0.1 0.0 0.2 -0.1 0.0
The Board’s proposed dividend as per appropriation of profit, SEK m 269 260 188 230 73
Dividends paid, SEK million 260 188 1,9304 73 157
Capital structure at year-end
Return on equity?, % 117 16.3 97 9.1 5.1
Operating capital®, SEKm 4,073 4,181 4,721 4,953 5,225
Equity/assets ratio®, % 57.1 52.5 49.3 60.1 53.3
Reconciliation of interest-bearing net debt®
Interest-bearing liabilities, SEK m 1,060 1,402 1,478 1,125 1,911
Interest-bearing provisions, SEKm 159 161 168 152 144
Interest-bearing assets, SEKm 1,684 1,553 895 1,672 1,839
Interest-bearing net debt(+)/netcash (-), SEK m -465 10 751 -396 216

Non-financial key metrics

Average number of employees 3,680 4,192 4,232 4,541 4953
DKey metric defined in accordance with IFRS, see page 92.
AThere are no non-controlling interests.

39)’s alternative key metrics not defined in accordance with IFRS, see definitions on page 92.
YEGM resolution on 25 September 2015 to distribute SEK 1,700 million.
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Corporate Governance Report 2017

SJABis 100-percent owned by the Swedish State and operates
under the supervision of the Ministry of Enterprise and Inno-
vation. The owner’s overall objective for §) is to create long-
term sustainable value, which calls for long-term profitability,
efficiency, capacity for developmentand social, environmen-
taland financial accountability. S} has no public-service role
and its operations are conducted on purely commercial terms
without any government subsidies or grants.

Principles of Corporate Governance
SJis subjectto both external and internal regulations.

Major external regulations:
¢ Legislation and international accounting regulations

» Swedish State’s ownership policy and Guidelines for State-
Owned Enterprisesin 2017.

« Swedish Code of Corporate Governance (the Code)

Majorinternalregulations:
* S) AB’s Articles of Association

¢ The Board’s Rules of Procedure, CEO instructions and
instructions for corporate sustainability reporting, includ-
ing financialreporting.

¢ Internal guidelines regarding the Group’s operations and
employees, including the §) Group’s Internal Code of Con-
duct, aswellas policies on work environment, finance, infor-
mation security, purchasing, IT, risk management, tax, traffic
safety, communication, personaldata and internal gover-
nance and control.

¢ S)'s scorecard, showing targets set and clearly defined fol-
low-up procedures.

The Company’s Articles of Association, previous corporate
governance reports, material from S)’s mostrecentgeneral
meetings, and so forth, are available in Swedish on §J's website,
www.sj.se, under “Bolagsstyrning” (“Corporate Governance”).

Application of the Code

S) applies the Swedish Code of Corporate Governance
(the Code). The deviations that occur in the Company arise
mainly from the fact that §) is wholly owned by the Swedish
State. §) deviated from the following Code provisions:

Rule 1.4

Publication of information on shareholders’ right of initia-
tive. The aim of this rule is to give shareholders ample time
to prepare forthe AGM, and to have agendaitems listed in

S) AB, corporate governance

the notice of the AGM. In State-owned enterprises, this pro-
vision has norelevance.

Rule 2

The establishment of anomination committee to prepare
for election and remuneration of Board members and audi-
tors. S)’s Board has set aside Rule 2 regarding a nomination
committee in favour of the owner’s nomination process, as
detailed in the State’s ownership policy.

Rule 4.4-4.5

Board member’sindependence inrelation to the Company

and Executive Management The aim of the rule is to protect

minority owners. Because §) is wholly owned by the Swedish
State there is no such need.

Rule 8

The Board shall assessits ownwork and thatofthe CEOon a
yearly basis. In 2017, no such assessmentwas made as it was not
considered necessary in view of the fact thatin recentyearsthe
conclusion of these assessments has been highly satisfactory
and no major areas for developmenthave been identified.

Owner’s governance

The owner exercisesits rights as shareholder at the AGM and
has adopted §J’s Articles of Association and financial targets.
SJ’s Articles of Association state that S) shall operate passen-
gertransportservices. The owner’s long-term financial tar-
getsfor §) are aminimum average return of 7 percenton
operating capital and a long-term net debt/equity ratio of
0.5-1.0. Long-term dividends shall amount to 30-50 percent
of profit for the year. In addition to following up the finan-
cialtargets, the owner also monitors a number of long-term
non-financial targets. In the course of 2017, the meetings
held involving owner, S] Board Chairman and CEO dealt with
matters relating for example to operationalissues during
disruptions, SJ’'s organisation, succession planning and pro-
curement of new rolling stock. In addition to these meet-
ings, ) maintains regular dialogue with its owner.

Long-term sustainability targets

The Swedish government requires all State-owned com-
panies to define corporate sustainability objectives. These
objectives are to be relevant to the business conducted.
They must also be measurable and sufficiently ambitious.
In 2016, §)’s Board adopted four long-term sustainability tar-
getsthatapply as of 2017. Two of these, punctuality and §)
Volunteer, were inherited from the previous period. New

Nomination Process

General Meetings

External Auditors

Remuneration Committee

Board of Directors

Audit Committee

Sustainability and
Ethics Committee

CEO and
Executive Management

----- Internal Audit
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Board of Directors, Board functions and attendance during 2017
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Remuneration Sustainability and

Name Board function Board meetings  Audit Committee Committee  Ethics Committee
Jan Sundling Chairman of the Board and of the 9/9 1 3/3
Remuneration Committee and the
Sustainability and Ethics Committee
Siv Svensson Board member, Chair of 9/9 8/8
Audit Committee
Ulrika Dellby Board member 8/9 3/3
Mikael Staffas Board member 8/9 8/8
Kersti Strandqvist Board member 9/9 3/3
Mikael Stéhr Board member 8/9 1/1
Michael Thorént Board member 5/9 5/8 0/1
PerHammarqvist Employee representative 8/9
Hans Pilgaard Employee representative 7/9
Stefan Zetterlund Employee representative 8/9

DDuring Michael Thorén’s absence, Par Ekeroth was co-opted to participate in the work of the Board and the Audit and Remuneration Committees.

long-term sustainability targets pertain to absence due to
illness, which was complemented by a metric for healthy
attendance, and diversity.

General Meetings

The Annual General Meeting (AGM) is held in Stockholm.
S) publishes details of venue and time for its next AGM, as
well as notice convening the meeting, minutes and other
AGM-related material on sj.se.

2017 Annual General Meeting

The 2017 AGM for §) AB was held on 25 April2017. The meet-
ing was open to the public and those in attendance had the
opportunity to ask questions to management.

In accordance with the owner’s proposal, the AGM resolved
tore-electJan Sundling to serve as Chairmanin the period
untilthe next AGM. Ulrika Dellby, Mikael Staffas, Kersti Strand-
qvist, Mikael Stéhr, Siv Svensson and Michael Thorén were also
re-elected as Board members. The AGM approved Board fees
and separate fees for work within the committees established.

The AGM resolved to adopt the income statements and
balance sheets for the Group and the Parent Company, and
to approve the Board’s proposed dividend of SEK 260 mil-
lion. The dividend was paid on g May 2017. The AGM also dis-
charged the Board and the CEO from liability.

2018 Annual General Meeting
The 2018 AGM for SJ AB will be held in Stockholm on 24 April 2018.

Board of Directors

The Board has overallresponsibility for the management
and administration of the company. Under the State’s own-
ership policy, the Board is also responsible for ensuring that
the Company is managed in an exemplary mannerin com-
pliance with applicable legislation, the Articles of Associ-
ation and the owner’sinstructions. Moreover, the Board is
required to ensure that §) acts in an exemplary way in sus-
tainable enterprise, in such areas as the environment, eth-
ics, working conditions, human rights, equal opportunity
and diversity.

Appointment of the Board

The nomination process for Board members at State-owned
enterprisesis overseen and coordinated by the Division for
State-Owned Enterprises at the Ministry of Enterprise and
Innovation. In accordance with the State’s ownership policy,
the Board shallhave a high level of expertise thatis well-suited
to the Company’s operations, circumstances and future chal-
lenges. Board members must be able to contribute via good

knowledge of day-to-day business activities, business devel-
opment, industry knowledge, financialissues or other rele-
vantareas. Under the ownership policy, which includes the
diversity policy that S} applies, the Board must be balancedin
terms of areas of expertise, background, age and gender.

Aworking party at the Division for State-Owned Enter-
prises atthe Ministry of Enterprise and Innovation analyses
the qualification requirements on the basis of the composi-
tion of §)’'s Board and the company’s operations and circum-
stances. The nomination and appointment of new Board
members is preceded by ongoing dialogue between Minis-
try and Chairman.

The Ministry’s proposal for Board membersis presented
in the notice convening the AGM and on sj.se in ample time
prior to the AGM. Board members are appointed by the AGM
foroneyearatatime.

Composition of the Board

Underthe Articles of Association, S)’s Board of Directorsis to
comprise no less than three and no more than eight members,
withoutdeputies. Since the 2017 AGM, S)’'s Board of Directors
has consisted of seven elected members, none of whom are
members of Executive Management. Of the Board members,
three (43 percent) are women and four (57 percent) men.

Inthe view of the Division for State-Owned Enterprises
atthe Ministry of Enterprise and Innovation, §)’s Board as
awhole has good knowledge of the Company’s business
activities, business development, the travel and logistics
industry, financialissues, sustainable enterprise and corpo-
rate governance, corporate managementand change man-
agement. Moreover, with regard to §)’s operations, stage of
developmentand other conditions, the Board is considered
to be appropriately composed in terms of being multi-fac-
eted and broadly based as regards the expertise, experi-
ence and background of its members. The Board also meets
the government’s objective of an equal gender distribution
in accordance with the State’s ownership policy and Guide-
lines for State-owned enterprises.

The employee organisations have appointed three
employee representatives, plus deputies, to the Board.

Board fees and fees for work on Board committees

Under the State’s ownership policy, Board fees and other
fees are for approval by the AGM and must be competitive,
butnot market-leading. Fees are not paid to Board mem-
bers employed by the Swedish Government Offices, nor to
any employee representative. The 2017 AGM resolved that §)
is to apply the Guidelines on conditions of employment for
senior executives at State-owned enterprises, as proposed
by the Board. These guidelines comply with the Swedish
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government’s “Riktlinjer for anstéllningsvillkor fér ledande
befattningshavare i féretag med statligt igande” (Guide-
lines on employment conditions for executives at State-
owned companies), dated 22 December 2016.

Remuneration approved for §)'s Board of Directors

SEK 2017 2016
Board Chairman 400,000 400,000
Board members 160,000 160,000
Chairman of the Audit Committee 55,000 55,000
Other members of the Audit Committee 43,000 43,000

Fees are not paid to any Board member employed by the Swedish Government
Offices, norto any employee representative.

Forcomprehensive information on policies and remunera-
tionto Board members, see Note 5.

Work of the Board

The Board has adopted Rules of Procedure defining the divi-
sion of responsibilities between Board, committees and the
CEO. These Rules are agreed annually and, alongside man-
datory provisions of the Swedish Companies Act, govern
the Chairman’s duties, information to the Board, the format
of Board meetings and assessments of the work of the CEO
and the Board. The Rules stipulate inter alia that the follow-

Work of the Board in 2017

In 2017, nine Board meetings were held, one of which was
by telephone. The Board carried out ongoing follow-upsin
due order of financial and non-financial outcomes, includ-
ing monthly presentations of strategic key metricson SJ’s
scorecard. Based on thatinformation, the Board was also
able to continuously evaluate §)’s performance in terms

of sustainable enterprise. In February 2017, the Board met
the Company’s auditors without any members of Executive
Management being present, in accordance with the provi-
sions of the Code. Other members of §)’s Executive Manage-
ment also attended the Board meeting in June to discuss
issues of strategic significance.

Work of the Board in committees

SJ’s Board of Directors has established an Audit Committee,
aRemuneration Committee and a Sustainability and Ethics
Committee. The Board has also agreed rules of procedure
for allcommittees. The committees prepare items for deci-
sion by the Board. For specific matters, the Board may dele-
gate decision-making rights to the respective committee.

Audit Committee
The duties of the Audit Committee include:
¢ Meeting external auditors to keep updated on the plan-

ing agendaitems shall be addressed each year:
¢ Adoption of budget and forecasts
¢ Presentation of external financial reports

¢ Adoption of strategic plan
¢ Risk managementat §J
¢ Adoption of policies

The Board also decides on matters of principle or major
financial significance. The Chairman oversees the work of
the Board and isresponsible for ensuring that other Board
members receive adequate information.

The CEO and CFO participate in Board meetings. Other
members of Executive Management participate as neces-
sary. S)'s General Counsel serves as secretary to the Board.

Work of the Board in 2017

mReview by external auditors of
the 2016 financial statements

mReporton fourth quarter and
fullyear 2016

HAppropriation of profit for
financialyear2016

mInvestmentsin new and
upgraded rolling stock

m Extension of the agreement
for night-train services to
Upper Norrland

mReportand assessment of the
Board and CEO

mReportonsecond quarter

B The auditors met with the
Board of Directors without the
presence of Executive Man-
agement

HYear-end, Annualand Sustain-
ability Reports plus 2016 Audi-
tors’ Report

m Adoption of revised financial
policy

H Review of Risk Report

m Offer fortendered services

mInternal Controls and Audit

m Offer fortendered services

m §J)’s Stockholm-Olso ser-
vice, planned maintenance
assigned

H Late delivery of train paths
from Trafikverket

m Adoption of communication
policy
m Very high-speed rail
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ning, focus and scope of the audit

¢ Developing dialogue with §J’s auditors for greater clar-
ity in observations regarding the Company’s governance,

accounting and control

¢ Preparing the work of the Board by quality assuring §J’s
financial statements, so that the statements provide a
true and fair view of §J’s financial and non-financial posi-
tion, and by providing recommendations and proposals to

ensure the reliability of reports

¢ Managing significantrisk areas and changesin estimates
and assessments, and ensuring that the risk assessments
arereflected in the financial statements

¢ Participating in the procurement of auditors and preparing
proposals for election of auditors

mReporton firstquarter
mAnnual General Meeting
m Statutory Board meeting

mReporton third quarter
m Adoption of tax policy

mAdoption of 2018-2022
business plan

mReview of Risk Report

June

m Status of investmentsin new
and upgraded rolling stock

mAdoption of revised policies
m Offer fortendered services
mReview of Risk Report
HAdoption of strategic plan

December

m Offer for tendered services
m S Digitaland S) Labs
mBudget 2018
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== Member of Executive Management ==Notmember of Executive Management

¢ Ensuring that the reports and reported observations from
S)’s external and internal auditors are actioned and com-
municated to the CEO

¢ Managing issues of internal control

¢ Keeping updated on the auditing of the annualaccounts
and the consolidated accounts, and on the conclusions
from the Swedish Inspectorate of Auditors’ quality control.

In 2017, Siv Svensson served as Chair of the Audit Committee.
Mikael Staffas and Michael Thorén served as members of the
committee. S)’s CFO servesin areporting capacity to the Audit
Committee. The Head of Internal Audit and S)’s auditors also
participate in parts of the Committee’s meetings. Eight min-
uted meetings were held during the year, one by telephone.
SJ’s auditors reported on significant accounting and auditing
issues, aswellasonitemsrelated tointernal controland pro-
cesses, during the year. The Committee’s Chair continuously
informed the Board about the work of the committee.

Remuneration Committee
The duties of the Remuneration Committee include:

¢ Ensuring implementation of, and compliance with, the
AGM-adopted guidelines on terms of employment for
senior executives

¢ Preparing the Board’s proposals for policies on remunera-
tion and other terms of employment for the CEO and other
senior executives, for decision by the AGM

¢ Preparing the Board’s proposals for updated guidelines,
should the need arise. Preparing issues on an ongoing
basis regarding remuneration and other terms of employ-
ment for the CEO for decision by the Board, and servingin
a consultative function regarding the CEO’s proposalon
remuneration and other terms of employment for other
senior executives.

In 2017, Jan Sundling served as Chairman of the Remuner-
ation Committee. Michael Thorén and Mikael Stdhr served
as members of the Committee. S)’'s Chief Executive Officer
servesin areporting capacity to the Remuneration Com-
mittee. During the year, one minuted meeting was held and
the Committee’s Chairman submitted regular reports on the
Committee’s work to the Board.

Sustainability and Ethics Committee

The Sustainability and Ethics Committee’s task is to monitor,
prepare and take initiatives in overarching and strategic sus-
tainability issues.

In 2017, Jan Sundling served as Chairman of the Sustain-
ability and Ethics Committee. Kersti Strandqvist and Ulrika
Dellby served as members of the Committee. §)’s Senior Vice
President of Quality and Environment/Sustainability serves
in areporting capacity to the Committee and §J’s Chief Exec-
utive Officer takes partinits work. Three minuted meetings
were held during the year. The Committee’s Chair continu-
ously informed the Board about the work of the committee.

Evaluation of the work of the Board and the CEO

The Chairman is responsible for ensuring that the work of
the CEO and the Board is assessed via a systematic and
structured process. In previous years, the assessment, on
both a collective and individual basis, was conducted by an
external party. The assessmentis conducted in the form of
questions to the Chairman, Board members and the CEOsin
aweb-based process. In 2016, the assessment also included
interviews with Board members and the CEO.

The assessmentis summarised, analysed and normally
compared with the preceding year’s results, with a special
focus on areas agreed for development. The results of the
assessment are reported to the Ministry of Enterprise and
Innovation. Afollow-up meeting is then held with the Chair-
man. The aim of the assessment s to continuously improve
efficiency in the work of the Board and to provide a basis for
the appointment of new members.

In 2017, no assessment was performed, as it was not con-
sidered necessary. Instead, the focus was on carrying out
the activities agreed in the preceding year. The reason why a
fresh assessment was not considered necessary in 2017 was
thatin recentyears the conclusions from the assessments
had been highly satisfactory and no major areas for devel-
opmenthad emerged. Areporton activities performed on
the basis of the 2016 assessment was presented at a Board
meeting held on 6 February 2018.
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Auditors

S)’sownerisresponsible for appointment of auditors, and
the appointmentis to be submitted to the AGM for approval.
The practicalities of the procurement process are handled
by the Board’s Audit Committee and the overall processis
monitored by an official of the Swedish Government Offices.
Should re-appointment of auditors be considered, the per-
formance of the auditors is always evaluated by S)’s owner.
The notice convening the AGM includes a proposal for the
appointment of auditors, and information about any condi-
tions that may be relevantin assessing the experience and
independence of the auditors proposed. The auditors pro-
posed are required to attend the AGM.

Auditorsin 2017

On completion of the procurement process, the AGM held on
25 April2017 appointed accountancy firm Deloitte AB, repre-
sented by Authorised Public AccountantHans Warén as Audi-
tor-in-Charge, until the 2018 AGM. The auditors presented their
audit of the financial statements for 2017 to the entire Board ata
Board meeting held on 6 February 2018. During the 2017 finan-
cialyear, the Audit Committee and auditors discussed the
Company’s financial statements, accounting, administration
andriskmanagement. In February, the auditors met the Board,
without the presence of any members of Executive Manage-
ment. The auditors also maintained regular contactand had
meetings with the Board’s Audit Committee. Every year, the
auditors perform areview of internal controls regarding the IT
environmentand financialreporting.

Fees to auditors and the reimbursement of their
expenses are paid on an open account basis and detailed in
Note 7 to the Financial Statements.

Executive Management

SJ’s Executive Management comprises the Company’s CEO,
and ten directors of §)’'s divisions and staff units. The mem-
bers of Executive Management are appointed by the CEO
following consultation with the Board. The President of §)
Gotalandstag, Lena Kallstrom, joined §J's Executive Man-
agementon 1January 2017.

S)’s CEOisresponsible for §)'s day-to-day management
and, under the Swedish Companies Act and the Board
of Directors’ guidelines and instructions, is authorised to
decide allissues concerning day-to-day management. The
CEO oversees operations and makes decisions on behalf of
SJAB and the S) Group in consultation with Executive Man-
agement, which meets on aregular basis. The duties of
Executive Managementinclude:

¢ Developing and executing S)’s strategic plan, in consulta-
tion with the Board

¢ Ensuring that S§) draws up and follows business plans, oper-
ational plans and budgetviaregular business reviews

¢ Overseeing and deciding on tactical operational activities
within the framework of business plans adopted

Alldivisions, subsidiaries and staff units are headed by a

senior vice president (SVP) together with a management

team, who meetregularly. The SVPs are responsible for

planning, managing, following up and improving the activi-

ties of each division, subsidiary or staff unit, so that:

» The division, subsidiary or staff unit fulfils its role and is oper-
atedin accordance with §’s vision, mission and business plan

¢ Operations are conducted in accordance with applicable
legislation and the instructions of government agencies,
and otherwise adhere to §)’s governing documents

¢ Operational plans are established on the basis of the §J
Group’s overarching business plan, with clearly defined
activities for the division, subsidiary and staff unit, and the
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operational planis communicated internally, implemented
and followed up.

Changesin the organisation

The S Group's structure changed as of 1January 2017. Traf-

fic Planning was transferred from the Planning Division to the
Product Division. Traffic Management was moved from the
Planning Division to the Traffic and Service Division. As a result
of thisreorganisation, the Planning Division was discontinued.
Responsibility for night-train services was transferred from the
SJNorrlandstag subsidiary to the Product Division. From 1Jan-
uary 2017, responsibility for the employees of ) Norrlandstag
was transferred to the Traffic and Service Division.

Guidelines for terms of employment for senior executives

Decisions on terms of employment for the Chief Executive
Officer are prepared by the Remuneration Committee and
submitted to the Board for decision. Decisions on terms of
employment for other senior executives are made by the
CEO after consultation in due order with the Remuneration
Committee. §) complies with the government’s guidelines
on terms of employment for senior executives in State-
owned companies, issued on 22 December 2016.

The totalremuneration paid shall be reasonable and
well-balanced. It shall be competitive, capped and appro-
priate. Remuneration shall not be market-leading relative
to similar companies, but shall be characterised by mod-
eration. “Appropriate” shall be understood to mean that
the remuneration corresponds to the requirements set, in
terms of qualifications and experience. Remuneration shall
be competitive such thatit makes S) better able to recruit
skilled employees with qualifications that fit with S)’s require-
ments for return on capital and professionalism.

Variable salary and variable salary components shall not
be paid to the senior executives. Senior executives may be
offered acompany car and personalillnessinsurance. Fur-
thermore, senior executives will be covered by benefits that
originate in collective pay agreements or that are unilater-
ally decided by S) and are also enjoyed by other employees.

Pension benefits shall be of the defined-contribution type
and the contribution shall not exceed 30% of the fixed salary,
unless complying with an appropriate collective agreement
pension plan. Onthatbasis, where S) agrees a defined-bene-
fit pension plan, itshall be aligned with the appropriate collec-
tive agreement pension plan. Any increasesin the collective
agreement pension plan for salary components exceeding the
income levels covered by the plan shall be of the defined-con-
tribution type and borne during the employee’s active period.
No pension premiums relating to additional pension costs shall
be paid by §J afterthe employee has retired. The pensionable
ageshallnotbe lessthan 65 years.

Ontermination of employment by SJ, the notice period
may not exceed six months and any severance compen-
sation may not be paid for longer than the equivalent of
twelve months. Severance compensation shall be paid
monthly and shall comprise the fixed monthly salary alone,
without allowances or benefits. Any otherincome from
employment, paid assignments or business activity shall be
deducted from the severance compensation. On termina-
tion of employment by the employee, severance compen-
sationis not paid. Severance compensation shall be paid
untilno later than the agreed pensionable age, and never
longerthan to the age of 65 years.

Remuneration to senior executives is described in more
detailin Note 5.

Sustainable management of operations

Sustainability is a natural and integral part of §)’s business
modeland management. The businessis managed on the
basis of a value-creating, holistic approach and is followed
up day-to-day via a balanced scorecard with six control



list

areas: Employee, Partnership & Resources, Society, Cus-
tomer, Process and Finance. The scorecard is based on the
expectations of §’s stakeholders and S)’s own ambitions

to manage operations from multiple perspectives: Social,
environmental and financial.

Sustainable strategy, business and operational plans

SJ’s strategic plan, which is subject to approval by the Board,
setsoutthe long-term and overarching targets for the
Group. Executive Management and Board together con-
ductan annualreview of progressrelative to §)’s strategic
targets. In addition, strategies and strategic targets are also
reviewed every three years. §)’s strategic planiscomple-
mented by a five-year business plan under which strategic
decisions are implemented.

The business planis divided into S)’s six control areas,
with their associated key metrics. A five-year plan for ser-
vices and rolling stock is integrated into the business plan
and describes how §J aims to develop its offering on each
railline. The services and rolling stock plan forms the basis
forevaluating ticketincome and calculating the variable
production expenses peryear and per line.

Every year, each division, subsidiary and staff unit pro-
duces an operational plan, including budget, for the year
ahead, through which business objectives are translated
into concrete activities. Each control area has a number of
key metrics with clear ownership within the §) organisation.

Follow-up via key metrics

Each key metric has annually set targets and is followed
up monthly, quarterly and annually. This makes the score-
card a valuable tool for continuous improvementsin a num-
ber of business-critical areas. Continuous monitoring also
allows for deviations to be detected at an early stage, so that
appropriate actions can be taken quickly. Read more about
targets and outcomes for the control areas on pages 25-37.
In 2015, §) conducted a materiality analysis to identify and
rank the areas that are of greatestimportance in terms of §J’s
long-term value creation. The outcome of the materiality
analysis was discussed and verified in 2015 by a Board panel,
customer panel, employee paneland supplier panel. The
Board and customer panels particularly emphasised the
importance of safety, punctuality and service information.
The employee panel highlighted the importance of §)’s cor-
porate social responsibility. In 2017, safety, punctuality and
service information were the issues of prime importance.

Management system

SJhas anintegrated and certified management system
for quality management (ISO 9001) and environment (ISO

Scorecard as a tool to create structure
and turn theory into practice
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Managementin practice

3 The long-term performance indicatorsin SJ’s
business plan are translated into operational

| targets and activities for all parts of the organi-

3 sation. These clarify for the individual employee

Train driver how each can affectand contribute to the Com-
pany’s overall targets.
Target This is one example from the Traffic and
documents

Service Division.

14001). The system is externally audited, and S also uses

the EFQM (European Foundation of Quality Management)
model to evaluate and monitor the system’s efficiency. The
modelis atoolto measure SJ’s position relative to its vision
and adopted targetsin a structured and systematic manner.

The S) Group’s Internal Code of Conduct

The §) Group’s Internal Code of Conduct provides guidance
to employeesin how they are expected to actand interact
with each other, customers, passengers and other stake-
holders, on the basis of §)’s core values: Reliable, Simple,
Caring and Joyful. Ourinternal Code of Conduct applies to
allS) Group employees, including Board members and con-
sultants. Read more on page 27. All §) suppliers are required
to comply with the S) Group’s Supplier Code of Conduct.
Read more on page 29.

Whistle-blower function

Since 2014, §) has had in place a whistle-blower function
foremployeesto reportirregularities, including deviations
from the internal Code of Conduct. The system guarantees
the whistle-blower’s anonymity, and reports are handled by
a group consisting of the Heads of Legal Affairs, Security and
Crisis Management, Internal Audit and Sustainability. In 2017,
the Group dealt with four cases.

Decision-making forum and council

Executive Management decides which inter-divisional
decision forums are to operate within the S) Group. Execu-
tive Management also decides on each forum’s objectives,
standing agenda and participants. The CEO delegates his/
her decision-making mandate to each forum, which is autho-
rised to take unanimous decisions within the framework of
the current business plan and budget. If consensus cannot
be reached within a forum, the matter is referred to Executive
Management for decision.

SJ currently has four forums alongside Executive Man-
agement: a strategy forum, market forum, production forum
and risk and safety forum. Each decision-making forums has
three principle tasks:

* Towiden the scope of and expedite decision-making in
the S) Group

e Toregularly coordinate, prioritise and decide onissues
concerning more than two divisions

e To ensure the progress of work within the organisation and
ensure afast pace of implementation

Complementing the decision-making forums, Executive
Management can take decisions on councils. The purpose

SJ ANNUAL AND SUSTAINABILITY REPORT 2017 47



Directors’ Report

Board of Directors

Siv Svenss;

Jan Sundling

Chairman of the Board of S) AB since 2011,
Chairman of the Remuneration Commit-
tee and the Sustainability and Ethics Com-
mittee

Born: 1947

Education: B.Sc.in Nautical Science, Higher
Business Administration programme
Positions and Board assignments: Chair-
man of the Board of the Swedish Institute
for Quality (SIQ). Board member of Corem
Property Group AB and Aditro Logistics AB
Previous positions and Board assignments:
CEO of Green Cargo AB

Ulrika Dellby

Board member of S] AB since 2014, member
of the Sustainability and Ethics Committee
Born: 1966

Education: M.Sc.in Economics

Positions and Board assignments: Board
member of Lifco AB, KavliHolding AS and
Cybercom Holding AB; Chair of the Hello
World! Non-Profit Association Partnerin
Fagerberg &Dellby Fond | AB

Previous positions and Board assignments:
Vice Chairman of Fastighetsaktiebolaget
Norrporten. Partnerin The Boston Consult-
ing Group

Mikael Staffas

Board member of SJ AB since 2013, member
of the Audit Committee

Born: 1965

Education: M.Sc.in Engineering and MBA
Positions and Board assignments: Direc-
tor at Boliden Mines. Board member of the
SveMin and Gruvornas Arbetsgivarefor-
bund (GAF) mining industry organisations
Previous positions and Board assign-
ments: CFO of Boliden, CFO of Sédra
Skogsagarna, partnerin McKinsey & Co
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Michael Th@rén}

PerHam

Kersti Strandqvist

Board member of §) AB since 2016, member
of the Sustainability and Ethics Committee
Born: 1963

Education: M.Sc.in Engineering (licentiate
degree), Master of Marketing HEC
Positions and Board assignments: Vice
President Sustainability at Essity, member
of Executive Management

Previous positions and Board assignments:
Board member at TeliaSonera AB and
Swedish Match AB. Head of SCA Business
Area Feminine Care, Head of Business Area
Baby Care, Vice President Sustainability at
Svenska Cellulose AB

Mikael Stohr

Board member of §) AB since 2014, member
of the Remuneration Committee

Born: 1970

Education: Degreesin law and economics
Positions and Board assignments: CEO and
President of Coor Service Management AB
Previous positions and Board assignments:
Presidentand CEO of Green Cargo AB,
Presidentand CEO of Axindustries AB

Siv Svensson

Board member of S) AB since 2012, Chair of
the Audit Committee

Born: 1957

Education: Degreein International Eco-
nomics

Positions and Board assignments: Board
member of Swedbank, Karolinska Univer-
sity Hospitaland Allba AB

Previous positions and Board assignments:
CEO of Sefina Finance AB, Vice President
andregionalbank manager at Nordea

Hans Pilgaard

|
]
Stefan Zetterltind

Michael Thorén

Board member of ) AB since 2012, member
of the Audit Committee and the Remunera-
tion Committee

Born: 1969

Education: M.Sc.in Economics

Positions and Board assignments: Deputy
Director at the Ministry of Enterprise and
Innovation. Board member of Metria AB
and Svevia AB

Previous positions and Board assignments:
Analyst at ABN/Amro Bank, Project Manager
at Retriva Kredit

Per Hammarqvist

Employee representative at S) AB since 2011
Born: 1958

Positions and Board assignments: Traf-

fic planner. Chairman of SACO branch at
SJand of TJ branch at S}, member of SACO
Union, Executive Committee of Transport
& Railways

Hans Pilgaard

Employee representative at S] AB since 2012
Born: 1963

Positions and Board assignments: Train
driver. Chairman of ST Spértrafik (Rail Trans-
port) atSJAB and member of the Depart-
mental Board of ST Spartrafik

Stefan Zetterlund

Employee representative at SJ AB since 2016
Born: 1963

Positions and Board assignments: Train
conductor. Chairman and Head of Con-
tracts for the Negotiation Council of Seko
at S), Chairman of the Seko Branch at Halls-
berg and Chairman of Seko Auditors’ Union
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Lena Kallstrom

Malou Sjerin

Crister Fritzson

President/CEQO since 2012

Born: 1961

Education: Degree in Marketing.

Board assignments: Board member of Sys-
tembolaget AB, NetInsight AB, the Con-
federation of Swedish Enterprise, Almega
Tjansteférbunden and Svensk Turism AB.
Chairman of CER, Community of European
Railway and Infrastructure Companies,
the Association of Swedish Train Operat-
ing Companies, Trafiki Mélardalen AB and
Samtrafikeni Sverige AB

Previous positions: President and CEO of
Teracom, CEO of Boxer

Peter Blomqvist

Senior Vice President Human Resources
since 2009

Born: 1954

Education: B.Sc.in Sociology

Board assignments: Board member of the
Employers’ Organisation for the Swed-

ish Service Sector - Railbound Transport
Board, Almega

Previous positions: HR Manager at Passen-
ger Services Division and HR manager for
the Sales business area at Statens Jarnvagar

Claes Brostrom

Vice President Fleet Management since 2006
Born: 1954

Education: Mechanical Engineer and Mar-
ket Economist

Previous positions: Senior Vice President
SASAB, Vice President Ericsson AB

LenaHerrmann

Senior Vice President Strategy and Busi-
ness Developmentsince 2015

Born: 1962

Education: M.Sc.in Engineering

Board assignments: Board member of
Eskilstuna Kuriren AB

Caroline Astrand

Previous positions: CEO of Dagens Nyheter,
Vice President of Bonnier Newspapers

Erica Kronhoffer

Senior Vice President Quality, Environ-
ment/Sustainability since 2013

Born: 1971

Education: Master of Laws

Board assignments: Board member of CSR
Sweden

Previous positions: Vice President Sustain-
ability at PostNord AB, Director of Sustain-
able Affairs at Green Cargo AB

LenaKallstrém

President of S| G6talandstag AB since 2012,
member ofExecutive Management since 2017
Born: 1965

Education: M.Sc.in Economics

Previous positions: Head of Regional Ser-
vices at §) AB, District Manager at Sodexo

Madeleine Raukas

Senior Vice President Traffic and Service
since 2012, President of S) Norrlandstdg AB
since 2017

Born: 1967

Education: B.A.

Board assignments: Board member of the
Association of Swedish Train Operating Com-
panies, Trafiki Malardalen AB and Botniatag AB
Previous positions: Vice Presidentand Act-
ing CEO of SL, President of SAS Ground Ser-
vicesin Sweden

Thomas Silbersky

Senior Vice President Marketing and Sales
since 2013

Born: 1965

Education: MBA

Previous positions: Commercial Director of
Rynkeby Foods AB (Arla), General Manager
of Tivall Scandinavia (Nestlé), Marketing
Director at Carlsberg
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Malou Sjérin

Senior Vice President Communication
since 2016

Born: 1972

Education: M.Sc.in Economics

Previous positions: Scandinavian Commu-
nication Director at Trygg-Hansa/Codan,
Head of Information at Capgemini

Caroline Astrand

Senior Vice President Product since 2014
Born: 1970

Education: M.Sc.in Economics

Board assignments: Board member of
Trafiki Malardalen AB and Botniatag AB
Chairman of the Board of Vanertag AB
Previous positions: Manager of Strategic
Product and Service Development/Man-
ager of the S§)Regionaland §J InterCity
divisions at ) AB, Principal of The Boston
Consulting Group

CarinaWang

Senior Vice President and Chief Financial
Officer 2013-October 2017

Born: 1966

Education: M.Sc.in Economics

Previous positions: CFO of Micronic Mydata
AB (now Mycronic AB), Vice President and
Head of Business Controlling at Investor AB

SeniorVice President and Chief Financial Officer
Carina Wang resigned from SJ’s Executive Man-
agementon 1 October 2017. Heremployment ter-
minated on 31 March 2018. Ulf Bertilsson has been
Acting Senior Vice President and Chief Financial
Officersince 1 October 2017.

S) Gétalandstag's President, Lena Kéllstrém, joined
§J's Executive Managementon 1 January 2017.

Thomas Silbersky, Senior Vice President of Marketing
and Salestook up anew position as Senior Vice Pres-
identand Director International Businesson 15 Feb-
ruary 2018. Heretains his currentrole as Senior Vice
PresidentMarketing and Sales until further notice.

SJ ANNUAL AND SUSTAINABILITY REPORT 2017 49



Directors’ Report

of a councilis to ensure cross-functional treatment of cur-
rent and/or prioritised issues in, for example, purchasing, IT,
training or branding. A councilhas no additional mandates
outside the regular mandates of its participants.

Board’s statement on internal controls

Under the Swedish Companies Act and the Swedish Code
of Corporate Governance, the Board is responsible for the
Company’sinternal controls. S§J’s externalfinancial and
non-financing reporting consists of interim reports, the
year-end report and most of the annual and sustainabil-

ity report. The work of the Audit Committee represents one
element of control by the Board. In 2017, any observations
made by external and/or internal auditors were presented at
allAudit Committee meetings.

Risks

S)works systematically on assessments of risk. Structured
risk assessment makes it possible to identify material risks
of significance in terms of internal controls applied to finan-
cialreporting. The Risk and Safety Forum is responsible for
overseeing an established process to identify financialand
non-financialrisk areas with reference to the scorecard. The
aimis, for every risk, to be able to take action to limitunde-
sired effects or to maximise opportunities identified. The pro-
cess of identifying risks involves all divisions, subsidiaries and
staff units, enabling support to be embedded and awareness
heightened throughout the organisation, and risk to be iden-
tified effectively. Every risk identified has a designated owner.
SJ's Executive Managementisinformed on a quarterly
basis as torisk assessments performed, in order to deter-
mine whether there is a need for further action, or whether
new risk areas are to be assessed. The Board isinformed
every four months about risks identified and measures
implemented. Read more on page 38.

Internal audit

SJhas aninternalauditfunction that reports directly to the
Board’s Audit Committee. Internal Audit performs inde-
pendent and objective auditing assignments, which feed
throughinto actions and improvement programmes. §J’s
Internal Audit conducts an annualindependentrisk analysis
that provides the basis for the function’s annual audit plan,
which is submitted to the Board for approval. In conjunction
with planning for the annual audit, the externaland inter-
nalauditfunctions discuss §)’s risk profile. In 2017, Internal
Audit performed 17 audits in areas including management of
vouchers, winter preparations at depots, removal of authori-
sations and scanning of supplierinvoices.

Controlenvironment

The framework forinternal control consists of the control envi-
ronmentincluding organisation, decision-making processes,
authorisations and responsibilities that are documented and
communicated in governing documents, and the core val-
ues upon which the Board and Executive Management com-
municate and operate. Responsibilities and authorisations
are defined in policies, manuals and procedures. Examples
include:

o Written rules of procedure for the Board of Directors, Audit
Committee, Remuneration Committee and Sustainability
and Ethics Committees

¢ Board’sinstructions to the CEO

¢ Policies adopted

¢ Authorisation rules aimed at ensuring effective control of

financial transactions to preventintentional or uninten-
tionalerrors
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Control activities

SJ’s control activities are designed for systematic manage-
ment of significant risks related to financial and non-finan-
cialreporting, including key accounting issues identified
during therisk assessment. The objective of the control
activitiesis to prevent, or enable early detection of, errorsin
reporting, and thereby to minimise any adverse impact. The
Finance staff unitis responsible for analysing the financial
results and preparing the financial statements.

One control activity consists of the §) Group’s strategic
business review meetings, which are organised by the Con-
troller function. At these meetings, members of Executive
Management and the presidents of train-operating subsid-
iaries report on their operations and planning to the CEO
and CFO. Another control activity is the monthly follow up of
the §) Group’s scorecard, which extends over both financial
and non-financial areas.

Information and communication

Effective information and communication channels enable
reporting and feedback from the organisation to the Board
and Executive Management. The right people must have the
information necessary for them to understand the implications
ofinternal policies and guidelines, and the consequences of
deviations. §) focuses continuously onimprovingitsinternal
communications and explaining the decision-making process
clearly, toincrease the reliability and effectiveness of the Com-
pany’s financialand non-financialreporting. §)’s decision-mak-
ing processes, authorisations and areas of responsibility are
documented and available on the §) intranet. Meetings that
make dialogues possible between managers and employ-
ees are held regularly, with great emphasis being placed on
regular workplace meetings, where SJ’s overarchingissues

are naturally linked to the responsibilities of each individual
employee. Four dialogue meetings, representing a forum for
employees from all parts of §J, were held during the year. In
addition, an employee survey is conducted annually. Survey
responses are followed up both by Executive Management
and analysed within specific groups.

Monitoring

Monitoring is conducted on an ongoing basis to ensure that
risks are takeninto account. S) has formalised processes
aimed atensuring that the Company is moving in the right
directionin line with the targets and guidelines set by the
Board and Executive Management. The Board determines
the reporting requirements necessary to obtain appropri-

ate information on the financial and non-financial results, on
the Group’s operationalrisks, and on how these risks and out-
comes are affected by changesin external factors, such as
competition and legislation. S)'sinternal and externalreport-
ingincludes the outcomes and analysis of financial and non-fi-
nancial key metrics on the scorecard, and aims to provide
regular reports on the Company’s performance, includingin
relation toits corporate sustainability targets. Relevantand
accurate monitoring and reporting of operations in relation to
the business plan adopted, budget and forecast are provided
monthly to Board, CEO and Executive Management.

Reporting complies with applicable laws and regula-
tions, as well as the requirements of S)’s owner.

Compliance with internal policies, guidelines and man-
uals, as well as the appropriateness and functionality of
established control activities, such as supplier assess-
ments, is monitored continuously. Other examplesinclude
quarterly follow-up of the financial policy, the whistle-blow-
ing system through which allemployees can reportirregu-
larities, and continuous assessments of safety-related work.

Internal Audit follows the audit plan adopted by the Board
and reports the findings of its audit to S)’s Audit Committee.
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Financial statements

Income statement and statement of comprehensive income

SEK million Note 2017 2016
Netsales 1 7780 9336
Other operatingincome 2 27 36
Total operatingincome 7806 9,372
Personnelexpenses 5 -2,423 -2,834
Depreciation/amortisation and impairment 4 -791 -792
Other expenses 6 -3964 -4917
Total expenses -7178 -8,543
Result from participations in associated

companies 14 38 8
Operating profit 666 837
Interestincome and similaritems 9 17 14
Interest expense and similaritems 9 -20 -18
Profit before tax 664 833
Income tax expense 10 -140  -183
Profit for the year 523 650
Attributable to:

Parent Company shareholder! 523 650
Earnings per share (basic and diluted), SEK 131 162
Number of shares atyear-end, thousands 4,000 4,000
Average number of shares during the year,

thousands 4,000 4,000
Other comprehensive income

Items that may be reclassified to profit or

loss

Cash-flow hedges 9 8 -3
Currency forwards 9 11 2
Income tax relating to items that may be

reclassified to profit or loss 10 -4 0
Other comprehensive income for the year,

net of tax 19 15 -1
Total comprehensive income for the year 538 649
Attributable to:

Parent Company shareholder! 538 649

DThere are no non-controlling interests in the S) Group.

Earnings pershare

Earnings per share are calculated as the average number of shares
inthe Parent Company during the period, relative to consolidated
profit after deduction of the owner’s holdings of non-controlling
participations.

Comments on the Income statement and
Statement of comprehensive income
Income

The volume of travel (measured as passenger kilometres) via SJ’s
independentcommercial services during the year was 3 percent
higher than the preceding year.

The overall offeringincreased during the year, largely thanks to
new agreements and supplementary agreementsin tendered ser-
vices. Theyield (ticket price per passenger kilometre) wasin line
with that of the preceding year.

Inall, S)’s net sales were SEK 1,556 million lowerin 2017 thanin
2016. Lower contractincome and otherincome was due to the fact
that S) no longer has the contract for operating the commuter train
service in Stockholm County, a contract that generated sales of SEK
1,900 million in 2016. Excluding the loss of Stockholm commuter ser-
vice revenue, contractincome from new contract and supplemen-
tary contractservicesincreased.

Breakdown of income for §) Group, 2017

Revenue frominde-
pendentcommercialser-
vices

M Contractincome

Otherincome

Revenue from independent commercial services rose by SEK 188
million during the year, compared to 2016 as a result of increased
passenger numbers.

Expenses

Inall, §)’s expenses were SEK 1,365 million lower during the year than
ayearearlier. The lower level of expense was largely due to the fact
SJno longer has the contract for operating the commuter train ser-
vice in Stockholm County.

Excluding this reduction in the cost base, the Group’s expenses
increased through new and supplementary contracts for ten-
dered services. Theincrease in expenses affected Other expenses
(primarily electricity, infrastructure, operating and maintenance
expenses) and Personnel expenses.

Operating profit

As aresult of positive growth in the volume of travel, full-year operat-
ing profitamounted to SEK 666 million (837). The lower profitthana

Net sales and operating profit, SEK million

10000 1000
7500 — 750
5000 — 500
2500 — 250

0 0
2013 2014 2015 2016 2017

Netsales = Operating profit

year earlierwas due to the factthat S) no longer operates commuter
servicesin Stockholm County. The Company’s operating margin
was 8.5 percent (8.9).

Consolidated profit and tax

Consolidated profit before tax amounted to SEK 664 million (833).
Tax on profit for the year amounted to SEK -140 million (-183) and the
effective tax rate was 21 percent (22). The difference between the
actualtaxrate of 22 percent and the effective tax rate is attributable
to the result from associated companies. Net profit for the year was
SEK 523 million (650).
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Group

Statement of changes in financial position

SEK million Note 31/12/17 31/12/16 SEK million Note 31/12/17 31/12/16

ASSETS EQUITY AND LIABILITIES

Non-current assets Equity

Buildings 11 21 24 Share capital 400 400

Rolling stock 11 4,218 4,669 Other contributed capital 2,819 2,819

Machinery and equipment 11 82 101 Reserves 6 -9

Constructionin progress 11 1,020 710 Retained earnings 1,404 1,126

Intangible assets 12 254 286 Total equity attributable to share-

Financial assets 14 60 34 holderin Parent Company! 4,615 4,337

Total non-current assets 5,655 5,825 Total equity 19 4,615 4,337

Current assets Non-current liabilities

Inventories 5 4 Provisions 23 201 184

Accounts receivable 15 230 339 Interest-bearing liabilities 18,24 962 1,059

Receivables from associates _ 3 Deferred tax liabilities 10 480 487

Otherreceivables 16 365 294 Current liabilities

Prepaid expenses and accrued Provisions 23 195 161

income 17 139 168 Interest-bearing liabilities 24 98 343

Short-term investments 18 1,614 1,479 Accounts payable 448 442

Cash and cash equivalents 18 70 74 Accrued expenses

Assets classified as held for sale 11 - 78 and deferredincome 25 842 938

Total current assets 2,423 2,439 Liabilities to associates 37 21

TOTALASSETS 8,078 8,264 Tax liabilities 69 130
Other currentliabilities 131 162
Total liabilities 3,464 3,927
TOTALEQUITY AND LIABILITIES 8,078 8,264

Comments on the Statement of financial position
Assets

Property, plant and equipment
On 31 December 2017, the Group’s property, plant and equipment
amounted to SEK 5,341 million (5,505), mainly consisting of rolling
stock. §)’s train fleet comprises S 3000 trains, X2000 trains, dou-
ble-deckertrains, locomotives and carriages. Investments for the
yearin property, plantand equipment totalled SEK 529 million (314).
SJinengaged in comprehensive modernisation of its X2000s by
investing in new technology and an all-new interior. The investment
innew X2000s willamount to around SEK 3.5 billionin totaland S)
plansto place thefirsttrainin servicein 2018.

Intangible assets
The Group’s intangible assets totalled SEK 254 million (286). The
amountcomprised capitalised development expenditure, above
all consisting of development costs for business-related IT systems.
The largestIT projects are anew maintenance system, a new time-
table/planning system and development of a new product structure
serving customers..

Investmentsinintangible assets for the year totalled SEK 67 million
(76) and consisted of development projects for various IT systems.

Financial assets

Financial assets amounted to SEK 60 million (34) and consisted of
investmentsin associates. The increase was attributable to earnings
from §)’s associated companies.

Current assets
Short-term investments totalled SEK 1,614 million (1479). Placingsin

short-terminvestments increased by SEK 135 million during the year.

Inthe third quarter, S finalised sale of the X31 train set, recognised
underAssets classified as held for sale, as per earlier sales agree-
ment. On 31 December, assets classified as held for sale amounted
to SEK 0 million (78).
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UThere are no non-controlling interests in the S| Group.

Equity

On 31 December 2017, the Group’s equity was SEK 4,615 million
(4,337). The increase takes into account comprehensive income for
the period totalling SEK 538 million and a shareholder dividend of
SEK 260 million.

Liabilities

Interest-bearing liabilities

The Group'sinterest-bearing liabilities amounted to SEK 1,060 mil-
lion (1,402), mainly comprising outstanding payment commitments
forloansraisedin 2012 to finance §) 3000s, and loans raised in Sep-
tember 2015 to modernise X2000s. The loans have a term to matu-
rity of 5to 8 years.

Of the interest-bearing liabilities, SEK 962 million (1,059) were
non-current and SEK 98 million (343) current, that s, loans maturing
within one year. As aresult of strong earnings and cash flow in 2016,
SJwas ablein the first quarter of 2017 to make early repayment of an
SEK 243 million loan as per agreement. The loan was reclassified to
Current liabilities at year-end 2016. During 2017, S} also amortised
SEK 100 million of its non-current liabilities.

The average term to maturity for outstanding liabilities was 53
months (50). The average fixed-interest term was 9 months (10).



Group

Financial statements

Statement of changes in equity’

Other Total
contributed Reserves, Retained shareholder’s
SEK million Note 21 Share capital equity cash-flow hedges earnings equity*
1Jan 2016 400 2,819 -8 666 3,876
Profit for the year 650 650
Other comprehensiveincome -1 -1 -1
Total comprehensive income for
the year -1 649 649
Dividend to shareholder -188 -188
31Dec 2016 400 2,819 -9 1,126 4,337
Change during year
Profit forthe year 523 523
Other comprehensive income 15 15 15
Total comprehensive income for
the year 15 538 538
Dividend to shareholder -260 -260
31 Dec 2017 400 2,819 6 1,404 4,615

DTotal equity is attributable to the owner of the Parent Company. There are no non-controlling interests in the Group.

Comments on the Statement of changes in equity

On 31 December, the Group’s equity was SEK 4,615 million (4,337).
Theincrease takesinto account net profit for the year totalling
SEK'538 million and a shareholder dividend of SEK 260 million.
Retained earningsinclude net profit for the year and changesin
unrealised cash-flow hedges net of tax of SEK -4 million (-1).

Financial targets

The owner’s financialtargets and directives for S)’s operating activ-
ities are based on return on operating capital, net debt/equity ratio
and dividend. These measures are not defined in accordance with
IFRS. For more information on §J’s alternative key performance indi-
cators, see definition on page 92.

2017 Target 2016

Return on operating capital, % 16.4 7 20.0
Net debt/equity ratio -0.1  0.5-1.0 0.0
Dividend paid, SEK million 260 30-50% 188

The Board’s proposed dividendin

line with the appropriation of profits,

SEK million 269  30-50% 260
SJ’sfinancial targets are a minimum average return on operating
capitalof 7 percent. On 31 December 2017, return on operating cap-
italwas 16.4 percent (20.0). The return on operating capital contin-
ues to surpass the target, mainly via positive earnings and reduced
operating capital due to a lower-than-planned rate of investment
during the year.

S) has along-term financial target of a net debt/equity ratio of 0.5-
1.0. On 31 December 2017, the Group’s net debt/ equity ratio was -0.1
(0.0). On that basis, SJ's capital structure is stronger than indicated by
the owner’slong-term target.

Reconciliation of net debt and net debt/equity ratio

SEK million 31/12/17 31/12/16
Financial liabilities (interest-bearing) 1,219 1,563
Financial assets (interest-bearing) -1,684 -1,553
Net debt(+)/net cash(-) -465 10
Totalequity 4,615 4,337
Cash flow hedges and currency forwards 15 0
Adjusted equity 4,629 4,337
Net debt/equity ratio -0.1 0.0

Netdebtis one of §’s alternative key performance indicators and is
defined as the net of interest-bearing provisions (provisions for acci-
dent annuities) and interest-bearing liabilities less interest-bearing
assets (short-term investments and cash/cash equivalents).

Inthe long-term, dividend shallamount to 30-50 percent of the
Group’s profit for the year after tax.

The Board proposes that the AGM approve a dividend of SEK 269
million (260), corresponding to SEK 67.20 per share. The dividend
represents 50 percent (40) of profit for 2017 after tax for the S| Group.
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Group
Statement of cash flows

SEK million Note 21 2017 2016
Operating activities
Profit before tax 664 833
Adjustments for non-cash items
-Depreciation and impairment 4 791 792
-Changesin provisions 23 51 30
- Capital gain/loss 1 2
-Result frominterestsin associated companies 14 -32 -8
Tax paid -152 -146
Otherchanges -6 5
Cash flow from operating activities before changes in working capital 1,316 1,507
Cash flow from changes in working capital -78 -204
Cash flow from operating activities 1,238 1,304
Investing activities
Acquisition of property, plant and equipment 11 -529 -314
Acquisition of intangible assets 12 -67 -76
Sale of property, plantand equipment 11 78 2
Dividends received from associates 7 17
Acquisition of short-term investments -583 -798
Divestment of short-term investments 455 107
Cash flow from investing activities -639 -1,062
Cash flow before financing activities 599 242
Financing activities
Repayment of borrowings -343 -76
Dividends paid to the owner of the Company 20 -260 -188
Cash flow from financing activities -603 -264
Cash flow for the year -4 -23
Cash and cash equivalents at start of year 74 97
Cash and cash equivalents at year-end 18 70 74

Comments on the Statement of cash flows
Cash flow from operating activities

Cash flow from operating activities was somewhat lower than a year
earlier, at SEK 1,238 million (1,304).

Cash flow from operating activities before changes in working
capital was SEK 1,316 million (1,507). The decrease was the result,
above all, of lower earnings than ayear earlier.

Cash flow from investing activities

Investments in property, plantand equipment for the year totalled
SEK 529 million (314), including SEK 524 million (279) for rolling stock.
Otherinvestmentsin property, plantand equipment amounted to
SEK 5 million (37).

Investments in intangible assets, totalling SEK 67 million (76), were
expended on the development of various IT systems.

Acquisition of short-term investments during the period
amounted to SEK 583 million (798). Sales of short-term investments
totalled SEK 455 million (107). Cash flow from investing activities
totalled SEK -639 million (-1,062).
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Cash flow from financing activities

By resolution of the AGM, a shareholder dividend of SEK -260 mil-
lion (-188) was paid on 9 May 2017. During the year, amortizations on
existing loans totalled SEK -343 million (-76), comprising early repay-
mentas peragreement of an SEK 243 million loan and amortisations
of SEK 100 million as per plan. Cash flow from financing activities
totalled SEK -603 million (-264). On 31 December 2017, cash and
cash equivalents amounted to SEK 70 million (74). Cash flow for the
year was SEK -4 million (-23).
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Financial statements

Income statement and statement of comprehensive income

SEK million Note 2017 2016
Netsales 1 6,969 6,145
Otheroperatingincome 2 27 55
Total operatingincome 6,996 6,199
Personnelexpenses 5 -1,909 -1,717
Depreciation/amortisation and
impairment 4 -790 -797
Other expenses 6 -3,739 -3,104
Total operating expenses -6,439 -5,618
Operating profit 557 581
Result from participations
in Group companies 8 301 127
Result from participations
in associated companies 14 11 17
Financialincome

9 18 41
Interestexpense and
similar profit/loss items 9 -20 -18
Appropriations
Group contributions paid -2 -85
Profit before tax 866 664
Income tax expense 10 -129 -176
Profit for the year 737 487
Other comprehensive income 737 487
Items that may be reclassified to
profitorloss
Cash-flow hedges 9 8 =8
Currency forwards 9 11 2
Income tax relating to items that
may be reclassified to profitor
loss 10 -4 0
Other comprehensive income for
the year, net of tax 19 15 -1
Total comprehensive income for
the year 751 486

Comments on the Income statement
Income

SJABreported a 3 percentincreasein totaltravelinindependentcom-
mercial services (measured in passenger kilometres) compared with
the preceding year. S] AB’s overall offering increased during the year,
largely thanks to new agreements, for example, with Tagi Bergslagen
and expanded regional servicesin the Malardalen region on behalf of
Mélab. The yield (ticket price per passenger kilometre) was in line with
2016.

In all, SJAB’sincome rose SEK 797 million.

Expenses

During the year, §) AB signed new agreements and took over man-
agement of the night-train service fromits subsidiary S} Norrlands-
tag. This had the effect of increasing the cost base.

Personnel expenses were SEK 192 million higher than ayear ear-
lier. Theincrease was largely attributable to new agreements and
the annual pay review.

Depreciation and impairment costs were in line with those of
the preceding year. Other expenses rose SEK 635 million over the
year through the impact of higher operating costs such as electric-
ity and infrastructure charges. In all, S AB's expensesincreased by
SEK 821 million, compared with ayear earlier.

Operating profit

Operating profit for the full year was SEK 557 million (581). The some-
what lower profit despite higher passenger numbers resulted from
new agreements thathad notyet shown anyimpacton earnings.
The operating margin was 8.0 percent (9.4).

Profit and tax

S) AB’s profit before tax was SEK 866 million (664). Tax on profit for the
year amounted to SEK -129 million (-176) and the effective tax rate
was 15 percent (26). Profit for the year was SEK 737 million (487). The
difference between the actualtax rate of 22 percent and the effec-
tive tax rateis attributable to the limited partnership’s earnings being
taxed but not recognised untilthe dividend date in the Parent Com-
pany.
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Parent Company

Balance sheet

SEK million Note 31/12/17 31/12/16 SEK million Note 31/12/17 31/12/16
ASSETS EQUITY AND LIABILITIES
Non-current assets Equity
Property, plant and equipment Restricted equity
Buildings 11 21 24 Share capital 400 400
Rolling stock 11 4,218 4,747 Statutory reserve 200 200
Machinery and equipment 11 80 99 Capitalised developmentreserve 113 68
Constructionin progress 11 1,020 710 Unrestricted equity
Total property, plant and equipment 5,339 5,581 Fairvalue reserve 5 %)
Intangible assets Retained earnings 3,025 2,845
Capitalised development expenditure 12 254 286 Profit for the year 737 487
Trademark 12 0 0 Total equity 19,20 4,480 3,989
Total intangible assets 254 286 Liabilities
Non-current financial assets Provisions
Sharesin subsidiaries 13 93 93 Non-current provisions 23 201 184
Participationsin associated companies 14 13 13 Current provisions 23 194 160
Total non-current financial assets 106 106 Deferred tax liability 10 480 487
Total non-current assets 5,699 5,974 Total provisions 874 831
Current assets Non-current liabilities
Inventories 5 4 Interest-bearing liabilities 18,24 962 1,059
Accountsreceivable 15 143 11 Total non-current liabilities 962 1,059
Receivables from Group companies 26 109 Current liabilities
Receivablesfromassociates - 3 Interest-bearing liabilities 24 98 343
Otherreceivables 16 356 268 Accounts payable 415 355
Prepaid expenses and accruedincome 17 135 136 Liabilities to Group companies 264 581
Totalreceivables 666 631 Liabilities to associates 37 21
Short-term investments 18 1,614 1,479 Other current liabilities 148 209
Total short-term investments 1,614 1,479 Accrued expenses
Cash and cash equivalents 18 69 70 gudideietigdincome 25 769 765
Total current assets 2,349 2.179 Total current liabilities 1,732 2,275
TOTAL ASSETS 8.048 8.153 TOTALEQUITY AND LIABILITIES 8,048 8,153
Comments on the Balance sheet
Property, plantand equipment Current assets

On 31 December 2017, SJ AB’s property, plant and equipment
amounted to SEK 5,339 million (5,581) and mainly consisted of roll-
ing stock. §)’s train fleet comprises SJ 3000 trains, X 2000 trains, dou-
ble-deckertrains, locomotives and carriages. Investments for the
yearin property, plant and equipment totalled SEK 528 million (311).

SJisengagedin acomprehensive modernisation of its X2000s by
investingin new technology and an all-new interior. The investment
innew X2000s willamount to around SEK 3.5 billionin totaland §)
plans to place the first train in service in 2018.

Intangible assets

S)AB’sintangible assets totalled SEK 254 million (286), comprising
capitalised development expenditure relating primarily to develop-
ment costs for business-related IT systems. The largest IT systems
are anew maintenance system and timetable systems. Investments
inintangible assets for the year totalled SEK 67 million (76) and con-
sisted of development projects for various IT systems.

Financial assets
Financial assets amounted to SEK 106 million (106), consisting of
participationsin subsidiaries and associates.
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Short-term investments totalled SEK 1,614 million (1479). The year’s
investmentsin short-term investments amounted to SEK 583 million
(798). Sales of short-term investments totalled SEK 455 million (107).

Equity

On 31 December 2017, SJ AB's equity amounted to SEK 4,480 million
(3,989).The change of SEK 491 million took into account compre-
hensive income of SEK 751 million for the year and the SEK -260 mil-
lion dividend paymentin line with the 2016 appropriation of profits.

Interest-bearing liabilities

On 31 December 2017, S] AB's interest-bearing liabilities amounted
to SEK 1,060 million (1,402), mainly consisting of outstanding pay-
ment commitments for loans raised to finance S) 3000s and loans
raised to modernise X2000s. The loans have a term to maturity of 5
to8years.

Of the interest-bearing liabilities, SEK 962 million (1,059) were
non-current and SEK 98 million (343) current. In February 2017, SJ
repaid an SEK 243 loan as per agreement. The loan was reclassified
to Current liabilities at year-end 2016. During 2017, §) also amortised
SEK 100 million of its non-current liabilities.

The average term to maturity for outstanding liabilities was 53
months (50). The average fixed-interest term was 9 months (10).
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Parent Company

Statement of changes in equity

Restricted equity Unrestricted equity

Fairvalue reserve

Capitalised Net profit

Share cap- Statutory development Retained forthe Total
SEK million ital reserve reserve Cash-flow hedges earnings year equity
1Jan 2016 400 200 = -8 2,548 551 3,690
Profit for the year 487 487
Other comprehensive
income =il -1
Total comprehensive
income for the year -1 487 486
Transferto capitalised
developmentreserve 68 -68 0
Appropriation of profits 551 -551 0
Dividend to shareholder -188 -188
31Dec 2016 400 200 68 -9 2,843 487 3,989
Change during year
Profit for the year 737 737
Othercomprehensive
income 14 14
Total comprehensive
income for the year 14 737 751
Transfer to capitalised
developmentreserve 45 -45 0
Appropriation of profits 487 -487 0
Dividend to shareholder -260 -260
31 Dec 2017 400 200 113 5 3,025 737 4,480

Comments on the Statement of changes in equity

On 31 December 2017, SJ AB's equity amounted to SEK 4,480 million
(3,989). The change of SEK 491 million is explained by comprehen-
siveincome of SEK 751 million for the year and the SEK-260 million
dividend paymentin line with the 2016 appropriation of profits.

In addition to profit/loss for the year and retained earnings, unre-
stricted equity includes a change of 14 SEK million (-1)inunrealised
cash flow hedgesincluding deferred tax.

Effective January 2016, a change in the Swedish Annual Accounts
Actisthatin the event of capitalisation of own development expendi-
ture made after 1 January 2016, an amount of equal size must be set
asidein a capitalised developmentreserve under equity to limitthe
ability to pay dividend. Accordingly, SEK 45 million was placed in the
capitalised developmentreserve for 2017.
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Parent Company

Statement of cash flows

SEK million Note 2017 2016
Operating activities
Profit before tax 866 664
Adjustments for non-cash items

-Depreciation and impairment 4 790 797

-Changesin provisions 52 44

- Capital gain/loss 1 2
Tax paid -140 -139
Otherchanges -8 10
Cash flow from operating activities before changes in working capital 1,703 1,378
Cash flow from changesin working capital -315 =ilZ
Cash flow from operating activities 1,247 1,364
Investing activities 11,12
Acquisition of property, plant and equipment -528 -311
Sale of property, plant and equipment 78 2
Acquisition of intangible assets -67 -76
Changein shares and participations - 29
Acquisition of short-term investments -583 -878
Divestment of short-term investments 455 107
Cash flow from investing activities -646 -1,127
Cash flow before financing activities 602 238
Financing activities
Repaymentof borrowings -343 -76
Dividends paid to the owners of the Company -260 -188
Cash flow from financing activities -603 -264
Cash flow for the year -1 -27
Cash and cash equivalents at start of year 70 97
Cash and cash equivalents at year-end 18 69 70

Comments on the Statement of cash flows

Cash flow from operating activities

Cash flow from operating activities was lower than a year earlier, at
SEK 1,247 million (1,364). The change in working capital was attrib-
utable primarily to current liabilities in the Group. Cash flow from
operating activities before changesin working capital was SEK 1,703
million (1,378). The increase was the result of higher earnings than a
yearearlier.

Cash flow from investing activities

Investmentsinintangible assets and property, plantand equipment
amounted to SEK-595 million (-387), of which investmentsin rolling
stock accounted for SEK -523 million (-277), primarily for upgrading
and modernising X2000s, along with investments in double-deck-
ersand §) 3000s. Otherinvestments in property, plantand equip-
ment amounted to SEK -5 million (-34).

Investments in intangible assets, totalling SEK -67 million (-76),
were related to the development of various IT systems.

The changein terms of shares and participations pertained to
participationsin Group companies, mainly as a result of the liquida-
tion of the subsidiary S) Férsédkring in 2016. The acquisition of short-
term investments during the year amounted to SEK-583 million
(-878). Divestments of short-term investments totalled SEK 455 mil-
lion (107). Cash flow from investing activities was SEK -646 million
(-1,127).
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Cash flow from financing activities

By resolution of the AGM, a shareholder dividend of SEK -260 mil-
lion (-188) was paid on 9 May 2017. During the year, amortizations on
existing loans totalled SEK -343 million (-76), comprising early repay-
ment as per agreement of an SEK 243 million loan and amortisations
of SEK 100 million as per plan. Cash flow from financing activities
totalled SEK -603 million (-264). On 31 December 2017, cash and
cash equivalents amounted to SEK 69 million (70). Cash flow for the
year was SEK -1 million (-27).



Significant accounting policies

Significant accounting policies

Accounting policies applied

The accounting policies applied in the preparation of the financial
statements for the Group and Parent Company are described below
andin the notes concerned.

Compliance with regulations and standards

The consolidated accounts have been preparedin accordance
with International Financial Reporting Standards (IFRS) and inter-
pretations issued by the IFRS Interpretations Committee (IFRIC),

as endorsed by the European Union. The consolidated accounts
have been preparedin accordance with Swedish law, by applica-
tion of Recommendation RFR 1 Supplementary Accounting Rules
for Groups. The Parent Company’s financial statements have been
preparedin accordance with Swedish law and by application of

the recommendations of the Swedish Financial Accounting Stan-
dards Council’s RFR 2, Accounting for Legal Entities. This means
thatIFRS measurement and disclosure rules are applied, apart from
those exemptions arising from legal provisions or the relationship
between accounting and taxation. Deviations between the account-
ing policies applied by the Group and the Parent Company are
described in the respective notes and sections below.

The presentation of the income statements and balance sheets
differs for the Group and the Parent Company, including terminol-
ogy, since the Group applies presentation and terminology accord-
ingto IAS 1, whereas the Parent Company applies presentation and
terminology according to RFR 2 with the corresponding references
to the Swedish AnnualAccounts Act.

Basis of recognition

Recognitionis primarily based on historical cost, other than for
certain financialinstruments. The accounting policies have been
applied consistently to all years shown, unless otherwise indi-
cated. Amounts are stated in millions of Swedish kronor, SEK million.
Rounding differences may occur.

New and amended standards and interpretations for 2017

New and amended standards and interpretations from the IASB and
IFRIC had no materialimpact on the consolidated financial state-
ments, other than with regard to increased disclosure requirements.

New and amended standards and interpretations
effective on or after 1 January 2018

IFRS 9 Financial Instrumentsreplaces IAS 39 Financial Instruments:
Recognition and. Measurement. The standard contains new
requirements for the classification and measurement of financial
instruments, and for derecognition, impairment and generalrules
forhedge accounting. The standard entered into force on 1 Janu-
ary 2018. The mainimpacton the S) Group's results, financial posi-
tion and key performance indicators is anew modelto measure
assetimpairment, which requires expected events to be taken into
account, notonly those that have occurred.

IFRS 15 Revenue from Contracts with CustomersreplacesIAS 18
Revenue, IAS 11 Construction Contracts and IFRIC 13.IFRS 15 estab-
lishes amodelforrevenue recognition for almost all revenue arising
from contracts with customers, except for leases, financialinstru-
ments and insurance contracts. The core principle for revenue rec-
ognitionunder IFRS 15 is that revenue is recognised in amanner
that reflects the transfer of the promised good or service to the cus-
tomerin an amountto which the entity expects to be entitled in
exchange forthose good or service. Revenue is recognised when
controlover the goods or services passes to the customer. IFRS 15
isapplicable to financial years beginning on 1 January 2018 or later,
with early adoption permitted. The mainimpactonthe §) Group's
results, financial position and key figuresis a new method for calcu-
lating the value of §)'s Prio points. The impact from this is not mate-
rialin any way.

IFRS 16 Leases willreplace IAS 17 Leases. IFRS 16 introduces a
right-of-use model, requiring lessees to recognise essentially all
leases on the balance sheet. Classification into operating or finan-

cialleasesistherefore notrequired. Exceptions are leases thatare
not material, or have a term of 12 months or less. Depreciation of the
asset and interest expensesisrecognisedin theincome statement.
The standard sets out more extensive disclosure requirements than
the current standard.

IFRS 16is applicable to financial years commencing on or after 1
January 2019, with early adoption permitted. The standard has been
endorsed by the EU. An assessment of the effects of applying IFRS
16 has been started and the standard is not expected to impact the
financial position and key performance indicators of the S) Group.

Other new and amended standards and interpretations are not
expected to have any materialimpact on the consolidated financial
statements upon initial application.

Accounting policies for the Group

The Group's operating segments comprise S) AB, the train-oper-
ating subsidiary, S) Gétalandstag AB and other subsidiaries. In all
essentialrespects, operations are conducted in Sweden. The §)
Group has no major external customers that contribute more than
10% of the Group’s total sales. Because the Group consists of only
two train-operating companies, detailed segmentreporting is not
presented due to competition reasons.

The consolidated financial statements comprise the Parent Com-
pany SJAB and all subsidiaries.

Subsidiaries

Subsidiaries are the companies for which S) AB, directly orindirectly,
has a controlling interestin the subsidiary. A controlling interest
existsif SJAB has influence over the subsidiary, is exposed to or has
arightto variable returns fromitsinvolvement and is able to use its
influence to affect these returns.

Associated companies

Associated companies are companies over which S) AB has signif-
icantinfluence. If ) AB holds no less than 20 percent of the voting
rightsin the associated company, directly orindirectly, the owneris
considered to have a significantinfluence, unless otherwise demon-
strated.

Critical judgements and estimates

During preparation of the accounts of the Group and the Parent
Company, the Board and Executive Management make estimates
and assumptions that affect the carrying amounts of assets, lia-
bilities,income and expenses, as well as other disclosures. The
actual outcome may differ from these estimates. Estimates and
assumptions are based on historical experience and reasonable
assumptions about future market trends, but also on prevailing cir-
cumstances, such as political decisions. In terms of S’s financial
position, estimates used in calculating the useful life of investments
inrolling stock are especially important. In annualimpairment tests,
the entire §) Group is treated as a cash-generating unit. In addi-

tion to estimates, assessments have also been made with regard to
accounting matters of greatimportance to carrying amounts. The
areas where S) has made significant assessments and/or that are
associated with uncertainty in estimates and assumptions, and that
have impacted on §J's results, are described below.

Useful lives

Usefullives are assessed according to plans over the estimated use-
fullives of the assets, which are tested continuously one month after
the assethas been takeninto service. Intangible assets are assessed
as having an economic life of 3 years; however, this may be extended
to better reflect the usefullife of the asset. High-value components
and additionalinvestments have estimated useful lives based on the
remaining economic life of the main unit. Rolling stock represents the
major share of §)'s property, plantand equipment. Itis divided into
two main components - chassis and interiors. The useful lives of these
components differ and are assessed entirely on the basis of the rolling
stock plan for the estimated economic life of the assets.
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Significant accounting policies

Additional expenses

Expenditure related to measures likely to bring future economic
benefitsis capitalised if the acquisition costcan be measured reli-
ably. Future economic benefits arise when an action leads to poten-
tially higher revenue or other benefits for S) than would otherwise
be obtained had the measure notbeenimplemented. According

to §)'s assessment, additional expenditure is capitalised ifincurred
through:

® measures that substantially increase the asset's level of perfor-
mance in relation to the level obtained when the asset was origi-
nally acquired, and

® overhauls, when consisting of major, regularly recurring technical
and refurbishment maintenance work on the rolling stock.

Other maintenance expenditure is recognised as a costin the
income statementin the period in whichitarises.

Statement of cash flows

The Statement of cash flows shows the Group's receipts and pay-
ments during the period, classified according to operating, invest-
ing and financing activities. The Statement of cash flows thus
indicates the Group's ability to generate cash. The Statement of cash
flowsis prepared using the indirect method, which means that earn-
ings are adjusted for:

® changesinaccountsreceivable and accounts payable, aswell as
in other operating assets and liabilities, during the period

® non-cashitems such as depreciation, provisions and deferred tax,
and

e allotheritems, for which the cash-flow effectis attributable to
investing or financing activities.

Changesin §)'s cash management are recognised under investing
activities.

Year-end appropriations

SJAB recognises Group contributions in accordance with the alter-
native rule, which means that all Group contributions, both paid and
received, are recognised as appropriations.
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In the Notes, the following symbols@ and BS indicate the
amounts that are presented in the Statement of income or
Statement of changesin financial position.

60 SJ ANNUAL AND SUSTAINABILITY REPORT 2017



Notes

1. Netsales
Accounting policies

Revenue recognition
Revenueis measured at fair value, thatis, the value of sales, taking
into account any discounts and taxes, and excluding VAT.

Income from independent commercial services, tendered ser-
vices and bistro operationsis recognised when the services are
delivered. Sold, unused tickets are recognised as deferred income
onthe balance-sheetdate.

Income from contracts where S) AB provides commissioned ser-
vices are recognised in the month that the services are provided
according to the timetable.

Seasonticketincome is recognised on a straight-line basisin
the period when the tickets are valid. Commissionincome, thatis,
the paymentthat S receives for sales of journeys on behalf of other
operators, is recognised when the journey is sold.

ParentCom-
Group pany
SEK million 2017 2016 2017 2016
Traffic revenue 7,368 8,580 6,531 5,705
Bistroincome 209 203 209 188
Commission payments 55 73 55 73
Other! 149 479 174 178
Total net sales @ 7780 9336 6,969 6,145

D“Other” includes re-invoicing by subsidiaries in the S) Group to regional public
transportauthoritiesin line with agreements.

In all, the Group’s net sales were SEK 1,556 million lowerin 2017 than
in 2016. Lower traffic revenue and otherincome was largely due to
the factthat S) no longer has the contract of operating commuter
train servicesin Stockholm County.

2. Other operating income

ParentCom-
Group pany

SEK million 2017 2016 2017 2016
Insurance compensation 21 35 21 51
Capital gains/losses on non-cur-

rentassets - 1 - 1
Other 6 0 6 3
Total other operating income@ 27 36 27 55

Insurance compensation in 2017 consisted for the most partof a
claim for fire on an X2000 trainin 2016. “Other” includes a VAT refund
from the Swedish Tax Agency.

3. Related-party transactions

The Swedish State owns 100 percent of the sharesin SJ AB. ) offers
products and services on commercial terms to the Swedish govern-
ment, government agencies and State-owned companies in com-
petition with other suppliers.

For services and products supplied within the Group, and
between the Group and other related companies, commercial
terms and market pricing is applied.

Otherrelated companies are defined as associated companies,
State-owned companies engaged in commercial activities and over
which the state has a controlling interest, and government agencies.
The three largest purchasers of products and services in 2017 were
the Swedish Transport Administration (STA) with SEK 842 million
(708), Jernhusen AB with SEK 220 million (203) and Linkon AB with
SEK 177 million (182).

Forinformation on the remuneration of senior executives and
Board members, see Note 5, Personnel expenses.

Financial statements

4, Depreciation/amortisation and impairment
Accounting policies

Depreciation and amortisation

Depreciation and amortisation according to planis based on orig-
inalvalues and estimated useful lives. Assets are depreciated and
amortised on a straight-line basis over their estimated useful lives,
which are tested on an ongoing basis after the asset has been taken
into service. The amortisation period forintangible assetsis nor-
mally three years (software). Amortisation periods of five and seven
years are also applied if such periods best reflect the useful life of
the asset. High-value components and additional investments are
depreciated on the basis of the remaining useful life of the main unit.
Rolling stock repairs are expensed as incurred, while major, less fre-
quently recurring repairs are classified as overhauls and deprecia-
tionis appliedin line with a weighted depreciation period per type of
rolling stock. Trains represent the major share of §J's property, plant
and equipment and are classified as two main components - chassis
and interiors. The depreciation periods for these components differ.

The following depreciation periods are applied:

Capitalised development expenditure 3-7years
Handheld computers 3years
Rolling stock —chassis 20-25years
Rolling stock - interiors 7-13years
Machinery and equipment 5-10years
Buildings - workshops 20years
Building equipment 5-10years

Leasehold improvements according to length of lease
Impairments

On each balance-sheet date, tests are carried out to assess
whetherthereis any indication ofimpairment loss on property,
plantand equipment and intangible assets, thatis, whether they
have declinedin value. If so, the recoverable amount of the asset or
cash-generating unitis calculated as netrealisable value or value in
use, whicheveris the highest. Value in use is the present value of the
future cash flows expected to be derived from an asset or cash-gen-
erating unitatthe end of the period of use. If the recoverable amount
is less than the carrying amount, the asset or cash-generating unit
isimpaired. The impairment lossis recognised in profitor loss. The
impairmenttesting applied is based on the budget, business and
strategic plan adopted by the Board and on the year-end accounts
forthe S§) Group as per 31 December 2017. The Company’s free

cash flows are estimated for each yearin the future and discounted
to presentvalues by application of a market-level WACC. In addi-
tion to profitability and investment level during the period, the dis-
countrate - WACC - applied and growth at a constantrate beyond
the forecast period have a major effect on the valuation. A sensitiv-
ity analysis is performed forimportantassumptions and in addition
impairmenttesting is performed for various alternative scenarios
regarding the future activities of the S) Group.

ParentCom-
Group pany

SEK million 2017 2016 2017 2016
Depreciation of property,

plantand equipment -692 -691 -691 -691
Amortisation of intangible

assets -99 -89 -99 -88
Impairments - -12 - -18
Total (Is) 791 792 790 797

Theinvestmentin new X2000s will extend the life of all of the train
setsuntil2035. This means a change in the economic life and there-
fore also achange in the depreciation rate from April 2015. S) AB has
extended the depreciation period for 80 percent of each chassis
until 2035, while the depreciation period for the remaining 20 per-
centof the chassisis shortened to the end of 2017.
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5. Personnel expenses
Accounting policies

Pensions

The ITP 2 Plan's defined-benefit retirement and family pension (or
family pension) commitments on behalf of salaried employees in
Swedenis secured through insurance with Alecta. According to a
Statement by the Swedish FinancialReporting Board, UFR 10 “Clas-

lion (91) comprised defined-benefit premiums and SEK 72 million (84)

defined-contribution premiums. The National Government Employee

Pensions Board's plans (SPV), mainly in the form of the PA-91 and PA-03
plans, which are both defined-benefitand defined-contribution plans,
are recognised as defined-contribution plans.

sification of ITP Plans”, this is a defined-benefit plan. However, Alecta Personnel expenses
isunable to make an exact allocation of assets and provisions to each
employer, hence the conditions for recognising ITP 2 insurance with Parent
Alecta as a defined-benefit plan are not fulfilled. As aresult, S) has been Group Company
unable to obtain the information needed to recognise its proportion- SEK million 2017 2016 2017 2016
ate share of the plan's obligations, assets under managementand -
costs. Thismeans thatithas notbeen possible to recognise the plan Salaries an'd other
as adefined-benefit plan and soitis recognised as a defined-contri- remuneration
bution plan. The premiums for defined-benefit retirement and family Board of Directors -1 -1 -1 -1
pensions are individually calculated and determined by factors such CEO and
as salary, previously earned pension and anticipated remaining period senior executives 27 -30 25 25
of service. The Group's estimated fees for the next reporting period ~ ~ ) )
forITP 2 insurance with Alecta are SEK 62 million. The number of active CllerempleEEs 1675 LKL 1,287 il
membersis 1,878 (1,892). Total salaries and other
The collective consolidation levelis the market value of Alecta's remuneration: -1,703 -1963 -1,313 -1,178
;ssets asap'ercentage ofltsmsurange obllga'tlonscalculateq accord- Socialsecurity expenses 669 -825 550 504
ing to Alecta's methods and assumptions, which are not consistent - -
with IAS 19. The collective consolidation levelis normally allowed to of which pension expenses,
fluctuate within the range of 125-155 percent. If the level falls outside including specialpayroll tax
this range, measures must be taken to create the conditions enabling for CEO andsenior executives -10 -11 -9 9
the consolidation level to be restored to within the normalrange. of which pension expenses,
In the event of low consolidation, one measure can be to raise the including special payroll tax
agreed price for contracting new, or extending existing, benefits. In for otheremployees -167 -205 -135 -129
th_e event of high consolidation, one measure can be to introduce pre- Other personnel-related
mium reductions. » o expenses -51 -46 -46 -35
Atthe end of 2017, Alecta's provisional consolidation level was 154 Total N 2423 -2834 1.909 1717
percent (148).In 2017, the Group's pension premiums (excluding spe- otal personnelexpenses(is) -2, e - o
cial payrolltax) amounted to SEK 145 million (175), of which SEK 73 mil-
Average number of employees
Group Parent Company
2017 2016 2017 2016
Total Men,% Women,% Total Men,% Women,% Total Men,% Women,% Total Men,% Women, %
Sweden 3,677 60 40 4,192 63 37 2,896 61 39 2653 61 39
Total 3,680 60 40 4,192 63 37 2,896 61 39 2,653 61 39
Senior executives
Board members 7 57 43 7 57 43 7 57 43 7 57 43
Others members of
Executive Manage-
ment, incl. CEO 12 42 58 14 50 50 12 42 58 11 45 55
Total 19 47 53 22 50 50 19 a7 53 19 a7 53
Remuneration to the Board of the Parent Company
2017 2016
Committee Committee
SEK thousand Board fee fee Total Board fee fee Total
Chairman Jan Sundling 400 - 400 400 = 400
Board member Kersti Strandquvist! 160 - 160 111 = 111
Board member Mikael Staffas 160 43 203 157 43 200
Board member Gunilla Wikman? - - - 46 13 60
Board member Siv Svensson 160 55 215 158 55 212
Board member Michael Thorén? - - - = = =
Board member Mikael Stohr 160 - 160 157 = 157
Board member Ulrika Dellby 160 - 160 158 - 158
Employee representatives - - - = = =
Total 1,200 98 1,298 1,187 111 1,298

YMember of §)'s Board from 21 April 2016.
2Resigned from S)’s Board on 21 April 2016.
IFees are not paid to members employed by the Swedish Government Offices.
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Remuneration, excluding social security contributions and payroll tax, to senior executives in the Group, 2017

Notice from Severance

employer+no. pay and
Basic Pension ofmonths’ severance
SEK thousand salary Benefits Total expense Total severancepay expense!
President/CEQ, S) AB Crister Fritzson 5,101 40 5,140 1,500 6,640 6+18
Senior Vice President Human Resources Peter Blomqvist? 1,801 70 1,870 853 2,723 6+18
SeniorVice President Traffic & Service Madeleine Raukas 2,735 67 2,802 528 3,330 6+12
SeniorVice President Communication Malou Sjérin 1,528 67 1,595 423 2,018 6+12
SeniorVice President Marketing and Sales Thomas Silbersky 2,691 56 2,747 806 3,553 6+12
SeniorVice President Quality, Environment &
Sustainability Erica Kronhoffer 1,553 35 1,588 385 1,973 6+12
SeniorVice Presidentand Chief Financial Officer Carina Wang? 1,508 - 1,508 350 1,858 6+12 3,038
Senior Vice President and Chief Financial
Officer, acting Ulf Bertilsson* 374 - 374 97 471 6+0
SeniorVice President Fleet Management Claes Brostrém 2,496 64 2,560 916 3477 6+12
SeniorVice President Product Division Caroline Astrand 2,155 72 2,228 439 2,667 6+12
SeniorVice President Strategy and Business
Development, Acting Senior Vice PresidentIT LenaHerrmann 2,472 - 2472 718 3,190 6+12
President S) Gotalandstag LenaKallstrom 1,676 49 1,725 593 2,318 6+12
Total 26,090 519 26,609 7,608 34,217 3,038

DIncluding social security contributions and pension.

2dHas an agreed period of notice that deviates from government guidelines. The contract was signed prior to April 2009, when the current guidelines came into force.
ILeft SJon 1 October. Basic salary, benefits and pensions are shown for the January-September period.

9 Started as Acting Senior Vice President and Chief Financial Officer on 1 October. Basic salary, benefits and pensions are shown for the October-December period.

Remuneration, excluding social security contributions and payroll tax, to senior executives in the Group, 2016

Notice from Severance

employer +no. pay and
Basic Pension of months’ severance
SEK thousand salary Benefits Total expense Total severancepay expense!
President/CEOQ, S| AB Crister Fritzson 4,552 34 4,586 1,327 5,913 6+18 -
SeniorVice PresidentHuman Resources Peter Blomqvist 1,662 70 1,732 773 2,505 6+18 -
SeniorVice President Traffic & Service Madeleine Raukas 2,460 64 2,524 486 3,010 6+12 =
SeniorVice President Communication Malou Sjorin? 1,424 57 1,481 405 1,885 6+12 -
SeniorVice President Marketing and Sales Thomas Silbersky 2,595 42 2,637 781 3,418 6+12 =
SeniorVice President Quality, Environment &
Sustainability Erica Kronhoffer 1,527 29 1,556 369 1,925 6+12 @
SeniorVice Presidentand Chief Financial Officer Carina Wang 1,981 0 1981 445 2,426 6+12 =
SeniorVice President Planning Jens Wigen? 2,173 49 2,221 770 2,991 6+12 3,410
SeniorVice President Fleet Management Claes Brostrém 2,148 65 2,214 769 2,983 6+12 =
Senior Vice President Product Division Caroline Astrand 1,854 64 1917 406 2,323 6+12 -
SeniorVice President Strategy and Business
Development, Acting Senior Vice PresidentIT LenaHerrmann 2,183 7 2,190 611 2,802 6+12 =
President S| Norrlandstag Bjorn Nilsson* 1,678 5 1,682 576 2,259 6+12 @
President Stockholmstéag KjellFarnstrom® 1,856 68 1,924 904 2,828 6+12 3,780
President S) Gotalandstag LenaKallstrom 1,468 50 1,518 511 2,028 6+12 -
Total 29,562 603 30,164 9,131 39,295 7,190

DIncluding social security contributions and pension.

2 Joined S) on 25 January 2016. Basic salary, benefits and pension expense recognised from February.

I eft his position as Senior Vice President Planning and Traffic Management on 31 December 2016.

YLeft his position as President of S| Norrlandstag and joined S) AB on 31 December 2016.

5Severance pay and termination costs recognised in accordance with relevant regulations with regard to discontinuation of the operations of Stockholmstag KB.

Remuneration to senior executives jectto approval by the CEO, following a standard review with the Com-
pany’sremuneration committee. The results of agreements reached
arereported to the Board. Before any decision is taken with regard to
individualremuneration, documentation in writing, showing the total
costto the Company, is produced as a basis for decision. The Board
ensures thatallremuneration complies with these guidelines by com-
paring remuneration for peersin other State-owned and compara-
ble private companiesin Sweden in terms of size, complexity and
sales. The Board presents proposed policies forremuneration and
other terms of employment for the CEO and other senior executives
forapproval by the AGM. The Remuneration Committee prepares
inter aliathe Board's proposed policies for salary and other remunera-
tion. The members of the Remuneration Committee are Jan Sundling,
Mikael Stohr and Michael Thorén.

Seniorexecutivesrefers to the President and Chief Executive Officer,
heads of operationsin the company who are members of the Executive
Management, and Presidents of subsidiaries who reportto the CEO.

Guidelines and decision-making procedures

During the year, the Company observed the policies forremunera-
tion and other terms of employment for senior executives adopted at
the 2017 AGM. The policies are based on guidelinesissued by the gov-
ernmentconcerning terms of employment for senior executivesin
State-owned companies. Decisions on the terms of employment for
the Chief Executive Officer are prepared by the Remuneration Com-
mittee and subject to approval by the Board. Decisions as to terms
and conditions of employment for other senior executives are sub-
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Remuneration

Board of Directors

Under aresolution passed at S)AB's 2017 Annual General Meeting,
annualfees payable to Board members are SEK 400,000 to the Chair-
man, and SEK 160,000 to each of the other AGM-elected members.
Moreover, annual fees payable to members of the Board's Audit
Committee are SEK 55,000 to the Chairman, and SEK 43,000 to each
of the other members. No fee is payable for other Board committee
work. Fees are not paid to members employed by the Swedish Gov-
ernment Offices. No pension benefit commitments exist for external
Board members. Under aresolution passed at the AGM on 25 April
2017, Board fees may be paid as salary, or under certain conditions,
may be invoiced within the scope of business activity. Invoicing of
Board or Committee fees must be cost-neutral to §J.

Executive Management

The overall principle is thatremuneration and other terms of
employment for senior executives shall be market-level, but not
market-leading, to ensure that S can attract and retain qualified
senior executives. Remuneration to the CEO and other senior exec-
utives consists of basic salary, taxable benefits, medicalinsur-

ance and pension. The basic salary is setindividually, and shallbe
inline with salary levels in the marketin which the relevant execu-
tive isemployed. The CEO and senior executives are not entitled to
any variable remuneration or paymentin the form of financialinstru-
ments. Benefits, as shown in the table, consist primarily of company
cars.

Pensions
Pensions are paid to senior executives under the ITP plan.

Terminations and severance pay

Inthe event that the Company terminates the employment con-
tract, the notice periods and severance pay amounts are as shown
inthe table on page 63. If the employee takes up new employment
orreceivesincome from other business activity, the termination sal-
ary and severance pay are to be reduced by an amount correspond-
ing to the new income or other benefits received during the relevant
period.

6. Other expenses

Parent Com-

Group pany
SEK million 2017 2016 2017 2016
Maintenance and inspection
of trains -1,148  -1,440 -958 -769
Electricity costs for train
operations -341 -448 -281 -255
Infrastructure charges -518 -594 -521 -422
Other production-related
expenses -794  -1,139 -700 -539
Indirect costs -1,163  -1,296 -1,279 -1,120
Total (Is) 3964 -4917 -3739 -3,104

Indirect costs refer primarily to IT, premises and marketing
expenses.Inall, §)’s expenses were SEK 1,365 million lower during
the yearthanin 2016. The lower level of expense was largely due to
the fact §) no longer has the contract for operating the commuter
train service in Stockholm County. Excluding this reductionin the
costbase, the Group’s expensesincreased through new and supple-
mentary contracts for tendered services. The increase in expenses
affected Other expenses (primarily electricity, infrastructure, oper-
ating and maintenance expenses) and Personnel expenses.
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7. Auditors’ fees

ParentCom-
Group pany

SEK million 2017 2016 2017 2016
Deloitte AB

Statutory audit -2 £2 -2 -2
Audit-related assurance services 0 0 0 0
Tax advice 0 = 0 =
Otherservices 0 0 0 0
Total -2 -2 -2 -2

Statutory audit refers to the audit of the annual accounts and
accounting records, and of the administration by the Board and the
Chief Executive Officer. During an ongoing audit, it may emerge that
amorein-depth review is required, with any associated costs being
recognised in Audit-related assurance services. Other non-audit
services refer forexample to interpretation of IFRS and other
accountingrules.

8. Resultfrom participations in subsidiaries

Parent Company
SEK million 2017 2016
Impairment of participations in subsid-
iaries - =3
Dividend 301 130
Total (Is) 301 127

Dividend of SEK 301 million (130) refers to a dividend from subsidiary
Stockholmstag KB.

Impairment of participations in Group companiesin 2016 related
to participationsin S) Norrlandstag and SJ Invest. Impairment has
beenrecognised atits carrying amount.

9. Interest income, interest
expense and similaritems
Interestincome and similar items

Parent Com-
Group pany

SEK million 2017 2016 2017 2016
Gain/loss on liquidation! - -3 - 24
Interestincome,

currentreceivables? 17 17 18 17
Interestincome from subsid-

iaries - - - 0
Total (Is) 17 14 18 a4

UThe subsidiary, S) Férsakring, was liquidated on 19 December 2016.
2Mainly income from bonds.

Interest expense and similaritems

ParentCom-
Group pany

SEK million 2017 2016 2017 2016
Interest expenses on loans -7 -8 -7 -8
Interest-rate hedging instru-

ments, net -7 -8 -7 -8
Exchange rate differences 0 0 0 0
Other financial expenses! -5 -2 -5 -2
Interest expenses to subsid-

iaries - = 0 0
Total(is) 20 18 -20 -8

YAnnuities, fees to banks and other financial expenses.



Classification of net financial items

Financial statements

Group, 2017
Profit/Loss
Financial Financial  Gain/Loss Netfinancial Othercompre-
SEK million income expenses Profit items hensive income
Financial assets measured at fair value in profit or loss
Bonds 6 11 17
Loans and accountsreceivable
Cash and cash equivalents 0
Receivables 1
Financialincome (1) 7 - 11 17 -
Derivatives identified as hedging instruments
Derivative instruments! -7 -7 14
Financial liabilities measured at amortised cost 0
Lease liabilities -2 -2
Other liabilities -10 -10
Financial expense @ - -20 - -20 14

DTotal effect of derivative instruments recognised via other comprehensive income amounted to SEK 14 million before tax. SEK 7 million was transferred to netinter-

estincome from cash flow hedges.

Classification of net financial items

Group, 2016
Profit/Loss
Financial Financial Gain/Loss Netfinancial Othercompre-
SEK million income expenses Profit items hensive income
Financial assets measured at fair value in profit or loss
Bonds 7 9 16
Loans and accountsreceivable
Cash and cash equivalents 0
Receivables =8 -2
Financialincome@ 8 - 6 14 0
Derivativesidentified as hedging instruments
Derivative instruments! -8 -8
Financial liabilities measured atamortised cost
Lease liabilities -2 -2
Other liabilities -8 -8
Financial expense @ 0 -18 = -18 0

UTotal effect of derivative instruments recognised via other comprehensive income amounted to SEK 0 million before tax. SEK 8 million was transferred to netinterest

income from cash flow hedges.

Classification of net financial items

Parent Company, 2017

Profit/Loss
Financial Financial Gain/Loss Netfinancial Othercomprehen-
SEK million income expenses Profit items siveincome
Financial assets measured at fair value in profitor loss
Bonds 6 11 17
Loans and accountsreceivable
Receivables 1
Financialincome (is) 7 - 1 18 0
Derivativesidentified as hedging instruments
Derivative instruments! -7 -7 14
Financial liabilities measured at
amortised cost 0 0
Lease liabilities -2 -2
Other liabilities -10 -10
Financial expense (Is) - -20 - -20 14

DTotal effect of derivative instruments recognised via other comprehensive income amounted to SEK 14 million before tax. SEK 7 million was transferred to netinter-

estincome from cash flow hedges.
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Classification of net financial items

Parent Company, 2016

Profit/Loss
Financial Financial Gain/Loss Netfinancial Othercomprehen-
SEK million income expenses Profit items siveincome
Financial assets measured at
fairvaluein profit or loss
Bonds 7 9 16
Loans and accounts receivable
Receivables 1 24 25
Financialincome 8 - 33 41 0
Derivatives identified as hedging instruments
Derivative instruments! -8 -8
Financialliabilities measured at
amortised cost
Lease liabilities -2 -2
Other liabilities -8 -8
Financial expense (Is) = -18 = -18 0

DTotal effect of derivative instruments recognised via other comprehensive income amounted to SEK 0 million before tax. SEK 8 million was transferred to netinterest

income from cash flow hedges.

10 Tax

Accounting policies
Income taxes

Recognised tax expense comprises current and deferred tax. Cur-
renttaxis based on profit for the year and is based on the effective
rate on the balance-sheet date. Tax paid or received during the cur-
rentyearis classified as currenttax and includes the adjustment of
current tax attributable to prior periods. Taxes are recognised in
profit or loss except when the underlying transaction is recognised
in equity, in which case the taxis also recognised in equity. Deferred
taxis recognised for differences between the carrying amount and
tax base of assets and liabilities, known as temporary differences.
Deferred taxis measured at the tax rates that have been enacted

or substantively enacted by the balance-sheet date and thatare
expected to apply when the deferred tax assetis realised, or the
deferred tax liability is settled. Deferred tax assets arising from tem-
porary differences and tax loss-carry forwards are recognised to
the extentthatitis probable that they will be utilised in the future. On
each balance sheetdate, the carrying amount of the deferred tax
assetisreviewed and the receivable reduced to the extent thatitis
no longer probable that sufficient taxable profit will be available.

Parent Com-
Group pany
SEK million 2017 2016 2017 2016
Deferred taxincome/expense -37 11 -37
Currenttax -151 -146 -140 -139
Taxrecognised -140 -183 -129 -176
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In addition to tax recognised in net profit for the year, the following
taxis recognisedin other comprehensive income:

Parent Com-
Group pany

SEK million 2017 2016 2017 2016
Deferred tax on available-for-

sale financial assets - 0 - 0
Deferred taxon

currency forwards -2 -1 -2 -1
Deferred tax on cash-flow

hedges -2 1 -2

Total -4 0 -4 0
Deferred tax assets

Group/Parent Company
Endowment
insurance Other Total

SEK million 2017 2016 2017 2016 2017 2016

Opening balance, 1 January 8 7 3 6 11 14
Recognised in other

comprehensiveincome 0 - -3 0 -3 0
Recognised in net profit

fortheyear 1 0 10 -3 11 -3
Closing balance,

31 December 9 8 10 3 19 11
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Deferred tax liabilities

Group
Depreciation on Leasehold
residual value! improvements Other Total
SEK million 2017 2016 2017 2016 2017 2016 2017 2016
Opening balance, 1 January -492 -461 -4 -2 -3 -6 -498 -468
Change attributable to previous
years -2 = 0 = 2 = 0 =
Recognisedin other comprehensive
income 0 = 0 = -1 = -1 =
Change attributable to
liquidation of S) Forsékring - - - - - 5 - 5)
Recognisedin profit for the year 1 -31 0 -2 -2 -2 -1 -35
Closing balance, 31 December -493 -492 -3 -4 -3 -3 -499 -498
Recognised deferred tax asset/
liability, net (BS -480 -487
Parent Company
Depreciation on Leasehold
residualvalue! improvements Other Total
SEK million 2017 2016 2017 2016 2017 2016 2017 2016
Openingbalance, 1 January -492 -461 -4 -2 -2 0 -497 -463
Change attributable to previous
years -2 = = 2 = - =
Recognised in other comprehensive
income - = - = -1 = -1 =
Recognised in profit for the year 1 -31 0 -2 -2 -2 -1 -35
Closing balance, 31 December -493 -492 -3 -4 -3 -2 -499 -497
Recognised deferred tax asset/
liability, net (BS -480 -487

Y Depreciation on residual value depreciation for fiscal depreciation of tangible assets.

Reconciliation of recognised tax and the effective tax rate is explained as follows:

Group
2017 2016
Income taxes, Income taxes,
SEK million Taxrate, % SEK million Tax rate, %
Tax according to applicable Swedish tax rate -146 -22 -183 -22
Non-deductible expenses -1 0 -1 0
Tax effect arising from tax returns for previous years -2 0 - -
Result from shares and participations 8 1 1 0
Impairmentand reversal ofimpairment of participations 0 0 - -
Recognised tax affecting proﬁtfortheyear@ -140 -21 -183 -22
Parent Company
2017 2016
Income taxes, Income taxes,
SEK million Taxrate, % SEK million Tax rate, %
Tax according to applicable Swedish tax rate -191 -22 -146 -22
Dividend from limited partnerships 66 8 29 4
Non-deductible expenses -1 0 -1 0
Tax attributable to profit/loss in limited partnerships -4 0 -67 -10
Effect of changein tax returns for previous years -2 0 - -
Result from shares and participations 1 0 5 1
Impairment and reversal of impairment of participations 1 0 -1 0
Otherdifferences - - 4 1
Tax expense recognised inincome statement@ -129 -15 -176 -26
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11. Property, plant and equipment

Accounting policies

Property, plant and equipment
Recognised at cost less accumulated depreciation and any accu-
mulated impairment losses. The amountisreassessed annually.

Rolling stock, machinery and equipment

Cost consists of the purchase price plus any expenses directly
attributable to the assetin order to bring it to a location such thatit
can be usedin accordance with the purpose of the purchase. These
expenses relate above all to project planning and interest payments
during the construction period. Additional expenses are recognised
as an assetonly whenitis probable that the future economic bene-
fits will flow to S} and that the cost of the asset can be measured reli-
ably. All other forms of repair and maintenance are recognised as
costsinincome statementin the period in which they incurred.

Construction in progress

Non-current assets that are delivered but notyetin use arerec-
ognised as construction in progress. For example, rolling stock that
isnotyetin service due to pending inspection, testing or modifica-
tionisrecognised as constructionin progress.

Intangible assets
Underthe main rule, intangible assets are recognisedin the balance
sheetwhen:

e the assetisidentifiable,
¢ the Group has control over the asset,

¢ the Group can ensure that the asset's future economic benefit will
flow to the Group,

e the Group can measure the costin areliable way.

Group, 2017

Leased Machinery and Construction Total property, plant
SEK million buildings Rolling stock equipment in progress and equipment
Accumulated cost, 1 January 59 13,931 244 710 14,944
Investments - 77 4 447 528
Sales/disposals - -32 -5 - -37
Reclassifications - 133 4 -137 0
Accumulated cost, 31 December 59 14,109 247 1,020 15,435
Accumulated depreciation, 1 January -35 -7,597 -142 0 -7,774
Deprecation for the year -3 -661 -28 - -692
Sales/disposals - 32 5 - 37
Accumulated depreciation, 31 December -38 -8,226 -165 0 -8,429
Accumulated impairment, 1 January - -1665 0 - -1665
Accumulated impairment, 31 December - -1,665 0 - -1,665
Carrying amount, 31 December (BS 21 4,218 82 1,020 5,341

Investmentsin the year related mainly to the upgrade and mod-
ernisation of all of §)’s X2000s. The totalinvestmentin both comfort
and technology is estimated at SEK 3.5 billion, of which the techni-
calupgradeis calculated ataround SEK 1.4 billion. The upgrade is
expected to continue until 2020 and the train sets will be deployed

upon completion.

The Group and Parent Company have future investment commit-
ments of SEK 2,102 million (1,143) for upgrading all of §J’s X 2000s.
Constructionin progress related to property, plantand equip-
mentnotyetplaced in service, consisting of investments primarily
forupgrading all of §J’s X2000s, and a number of major rolling stock
overhauls. During the year, two model X31 trains were sold.

Group, 2016

Leased Leased Total Machinery Construc- Total prop-

build- Ownrolling rolling rolling and tionin  erty, plantand

SEK million ings stock stock stock equipment  progress equipment
Accumulated cost, 1 January 59 13,716 2 13,718 176 718 14,671
Investments = 62 = 62 88 221 316
Sales/disposals - -21 - -21 0 -21
Reclassifications = 174 -2 172 35 -229 -22
Accumulated cost, 31 December 59 13,931 0 13,931 244 710 14,944
Accumulated depreciation, 1 January -32 -6,947 -1 -6,948 -116 0 -7,096
Deprecation forthe year -3 -667 - -667 -21 - -691
Sales/disposals - 18 - 18 - - 18
Reclassifications = -1 1 0 =5 = &5
Accumulated depreciation, 31 December -35 -7,597 0 -7,597 -142 0 -1,774
Accumulated impairment, 1 January - -1,653 0 -1,653 -6 - -1,659
Reclassifications = = = 0 6 = 6
Impairment losses for the year ® -12 -12 @ = -12
Accumulated impairment, 31 December - -1,665 0 -1665 0 - -1,665
Carrying amount, 31 December (BS 24 4,669 0 4,669 101 710 5,505
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Parent Company, 2017

Leased Machinery and Construction Total property, plant
SEK million buildings Rolling stock equipment inprogress and equipment
Accumulated cost, 1 January 59 14,014 235 710 15,018
Investments - 77 4 447 528
Sales/disposals - -116 - - -116
Reclassifications - 133 4 -137 0
Accumulated cost, 31 December 59 14,108 243 1,020 15,430
Accumulated depreciation, 1 January -35 -7,596 -135 - -7,766
Deprecation forthe year -3 -661 -27 - -691
Sales/disposals - 32 - - 32
Reclassifications - - - - 0
Accumulated depreciation, 31 December -38 -8,225 -162 - -8,425
Accumulated impairment, 1 January - -1,671 - - -1,671
Reclassifications - 6 - - 6
Accumulated impairment, 31 December - -1,665 - - -1,665
Carrying amount, 31 December (BS 21 4,218 80 1,020 5,339

Parent Company, 2016

Leased Own Leased Totalroll- Machinery Construc- Total prop-

build- rolling rolling ing and equip- tionin  erty, plantand

SEK million ings stock stock stock ment  progress equipment
Accumulated cost, 1 January 59 13,802 2 13,804 169 718 14,750
Investments ° 82 ° 82 31 221 334
Sales/disposals - -44 - -44 - - -44
Reclassifications - 174 -2 172 35 -229 -22
Accumulated cost, 31 December 59 14,014 0 14,014 235 710 15,018
Accumulated depreciation, 1 January -32 -6,968 -1 -6,969 -115 0 -7,116
Deprecation for the year =3 -667 = -667 -21 = -691
Sales/disposals - 40 - 40 - - 40
Reclassifications = -1 1 0 1 = 1
Accumulated depreciation, 31 December -35 -7,596 0 -7,596 -135 0 -7,766
Accumulated impairment, 1 January - -1,653 0 -1,653 - - -1,653
Reclassifications = = = 0 = = 0
Impairment losses for the year - -18 - -18 - - -18
Accumulated impairment, 31 December - -1,671 0 -1,671 - - -1,671
Carrying amount, 31 December (BS 24 4,747 0 4,747 99 710 5,581

12. Intangible assets

Accounting policies

Capitalised development expenditure they are expected to provide future economic benefits, provided that
Recognised at cost less accumulated depreciation and any accumu- the Group has controlover the asset. Development expenditure for
lated impairment losses. Identifiable expenditures for development systems are recognised as construction in progress underintangible
that are attributable to specific projects are capitalised to the extent assets, untilthe date the systems are placed in service by the Group.
Group
2017 2016
Capitalised develop- Capitalised develop-

SEK million Trademark ment expenditure Total Trademark ment expenditure Total
Accumulated cost, 1 January 240 940 1,180 240 843 1,083
Investments - 67 67 = 76 76
Reclassifications 0 S 21 21
Sale/disposal - -17 -17 - - -
Accumulated cost, 31 December 240 990 1,230 240 940 1,180
Accumulated depreciation, 1 January -240 -654 -894 -240 -565 -805
Deprecation for the year - -99 -99 - -89 -89
Sale/disposal - 17 17 - - -
Accumulated depreciation, 31 December -240 -736 -976 -240 -654 -894
Carrying amount, 31 December (BS 0 254 254 0 286 286
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Parent Company
2017 2016

Capitalised Capitalised

development development
SEK million Trademark  expenditure Total Trademark  expenditure Total
Accumulated cost, 1 January 240 923 1,163 240 826 1,066
Investments — 67 67 = 76 76
Sales/disposals 0 - - -
Accumulated cost, 31 December 240 990 1,230 240 923 1,163
Accumulated depreciation, 1 January -240 -637 -877 -240 -549 -789
Deprecation for the year -99 -99 - -88 -88
Accumulated depreciation, 31 December -240 -736 -976 -240 -637 -877
Carrying amount, 31 December (BS 0 254 254 0 286 286

SJ’sintangible assets are classified into trademark and capitalised development expenditure. The trademark arose when SJ took over passen-
gerservices from Statens Jarnvégar (the Swedish State Railways) at conversion to limited liability company status in 2001. The amortisation
period was 10 years, and thus the item was fully amortised as of 31 December 2017. Capitalised development expenditure refers primarily to

developmentexpenses for business-related IT systems.

13. Sharesin subsidiaries
Accounting policies

The acquisition method

The consolidated financial statements are prepared using the
acquisition method. In this method, the assets, liabilities and contin-
gentliabilities of subsidiaries acquired are recognised at fair value
based on an acquisition analysis drawn up. If the costis higher than
the fair value of the Group's share of identifiable net assets acquired,
itisrecognised as goodwill. If the cost s less than the fair value of
the acquired subsidiary's net assets, the difference is recognised
directly in the consolidated income statement. Transaction costs
are expensed immediately.

Recognition of participations in subsidiaries

SJABrecognises participations in subsidiaries at cost. Dividends
received are recognised in profitor loss. Values are tested at least
once ayear forimpairment.

Shares in subsidiaries

Parent Company

SEK million 2017 2016
Carrying amount, 1 January 93 123
Acquisitions and capital

contributions - 3
Liquidation - -30
Impairment - 2S
Carrying amount,

31 December (BS 93 93

Specification of Parent Company holdings of shares and participations in subsidiaries, with carrying amounts at year-end

Carryingamount,

Carrying amount,

No. of partici- Stakehold- 31 Dec 2017, 31 Dec 2016,
Company Corp.Reg. No. Reg. office pations ing, % SEK million SEK million
SJEventAB 556577-3008 Stockholm 1,000 100 0 0
S)Invest AB 556022-1755 Stockholm 700,000 100 85 85
S Gotalandstag AB 556083-2098 Stockholm 5,000 100 1 1
S) Adventure AB 556064-8692 Stockholm 5,000 100 1 1
Entertrainment AB 556034-4235 Malmé 1,605 100 0 0
S)Norrlandstag AB 556196-5418 Stockholm 1,000 100 0 0
SJ Service Academy AB 556596-9630 Stockholm 1,000 100 0 0
Stockholmstag KB! 969704-4239 Stockholm 1,000 100 0 0
FlyRailAB 556773-5252 Stockholm 100,000 100 0 0
S)Danmark A/S 33372477 Copenhagen 500 100 3 3
S/ Norge AS 917587728 Oslo 1,030,000 100 3 3
Total (BS 93 93

vSJisafull partnerand S) Invest a general partnerin Stockholmstag. Participations are divided in the Group between SJ AB (68 percent) and SJ Invest (32 percent).

The equity share corresponds to the share of voting rights.

70 SJ ANNUAL AND SUSTAINABILITY REPORT 2017



Financial statements

14. sharesin associates

Accounting policies Share of profit of associates
R e foarticioati in subsidiari d iated Parent
ecognition of participations in subsidiaries and associate Group Company

companies

SJABrecognises participations in subsidiaries at cost. Dividends SEK million 2017 2016 2017 2016

received aref re‘cognilsed in profit or loss. Amounts are tested at least Share in earnings from asso-

onceayear or|mpa|rment. . . . ciated companies for the year 32 8 0 -

Associated companies are consolidated using the equity method, —

whereby participationsin associated companies are recognised at Dividend - - 1 17

coston the acquisition date and subsequently adjusted according Dissolved reserve or

to SJAB’s share of the change in net assets. SJ AB's profitincludes the revearsal of reserve for future

owner company's share of the associated company's profits. lossesin associates 6 = - =
Total (Is) 38 8 11 17

The equity share is equal to the share of voting rights. The share of
earnings from associated companies for the year relates for the
most part to Botniatdg AB and Linkon AB.

Group Parent Company
SEK million 2017 2016 2017 2016
Cost, 1 January 35 35 22 22
Accumulated cost, 31 December 35 35 22 22
Accumulated share of earnings, 1 January 7 16 - -
Dividend -7 -17 - -
Share of earnings in associated companies for the year 32 8 - -
Accumulated share in earnings, 31 December 33 7 0 0
Accumulated impairment, 1 January -8 -8 -8 -8
Accumulated impairment, 31 December -8 -8 -8 -8
Carrying amount, 31 December (BS 60 34 13 13

Specification of Group and Parent Company holdings of shares in associated companies and carrying amount

Group Parent Company
Share of

Corp.Reg.No. Reg.office No. of shares equity, % 31/12/17 31/12/16 31/12/17 31/12/16
Sveriges Kommunikationer AB 556005-5955  Stockholm 1,400 50 2 2 1 1
Kust tillKust AB 556481-7822  Karlskrona 60 25 0 0 0 0
TrafikiMalardalen AB 556083-1959  Stockholm 400 50 1 1 0 0
Botniatag AB 556801-1828  Stockholm 40,000 40 20 0 0 0
Véanertag AB 556848-9016  Stockholm 250 50 0 0 0 0
Linkon AB 556577-2984  Stockholm 125,250 25 37 30 13 13
Total participations in associated companies (BS 60 34 13 13

Specification of associated companies’ assets, liabilities, income and earnings

2017 2016

Corp. Reg. Liabili- Earn- Liabili- Earn-
SEK million No. Reg. office Assets ties Income ings Assets ties Income ings
Sveriges KommunikationerAB 556005-5955 Stockholm 5 2 0 0 8 3 6 1
Kust tillKust AB 556481-7822 Karlskrona 0 0 0 0 0 0 0 0
Trafiki Malardalen AB 556083-1959 Stockholm 3 1 5 0 8 1 3 1
Botniatag AB 556801-1828 Stockholm 79 10 118 51 104 73 143 15
Vanertag AB 556848-9016 Stockholm 0 0 0 0 0 0 = =
Linkon AB 556577-2984 Stockholm 282 186 222 36 205 226 234 21
Total, associated companies 369 199 345 87 320 303 386 38
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15. Accounts receivable

Toreduce therisk of bad debt losses, the creditreports necessary
are obtained from external sources, in line with §)’s credit policy. In
2017, loan losses in the S) Group amounted to SEK -1 million (-3).

Accountsreceivable, incl. breakdown per age

Group Parent Company
SEK million 31/12/17 31/12/16 31/12/17 31/12/16
<30days 212 327 124 100
30-60days 3 2 3 2
60-90days 1 1 1
>90days 17 2 16
Settlementaccounts -3 7 -2 7
Total (BS 230 339 143 111
Ofwhich, bad debts
Bad debts, 1 January 12 7 12 7
Provision for
anticipated losses 2 8 2 8
Confirmed losses -1 B -1 B
Bad debts, 31 December 13 12 13 12
16. Otherreceivables

Group Parent Company
SEK million 31/12/17 31/12/16 31/12/17 31/12/16
VAT and tax assets 97 79 97 60
Claim, insurance
compensation 44 31 44 31
Tax account 205 180 204 175
Otherreceivables 18 4 12 2
Total BS 365 294 356 268

The higher balance in the tax account arose through a supplemen-
tary tax payment made by S) AB to the Swedish Tax Agency.

17. Prepaid expenses and accrued income

Group Parent Company
SEK million 31/12/17 31/12/16 31/12/17 31/12/16
Prepaid rolling stock
costs 29 26 29 26
Prepaid leasing costs 47 42 46 41
LicencesandotherIT
costs 27 28 27 28
Other prepaid
expenses 20 25 17 21
Accrued interest
income 2 1 2 1
Otheraccruedincome 14 46 14 19
Total (BS 139 168 135 136

Other prepaid expenses refer for the most part to restructuring.
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18. Financialinstruments and
financial risk management
Accounting policies

Recognition and measurement

Afinancialinstrumentis any type of contract that gives rise to afinan-
cial asset, afinancial liability or an equity instrumentin another com-
pany. Oninitial recognition, financialinstruments are measured at fair
value including directly attributable transaction expenses, except for
financial assets measured at fair value in profit or loss. Depending on
the class of instrument, subsequent valuations are measured at fair
value oramortised cost using the effective interest method for the
relevant class of instrument. The value change may be recognised in
other comprehensive income orin profit or loss.

Fair value

There are three levels of valuation. Level 1 is used when thereis an
active marketin the financialinstruments. In such cases, the fair
value corresponds to the prices quoted in active markets foridenti-
calassets orliabilities. If there is no active market according to Level
1,inputdata otherthan quoted pricesasin Level 1 are used. These
inputdatarepresentLevel 2 and are observable for the asset or lia-
bility either directly (as prices) orindirectly (derived from prices). Fair
value can then be measured by comparison with similarinstruments,
orby observing the interest rate projection oryield curve for the rele-
vantissuer. In the absence of Level 2 prices, measurement of the asset
or liability is not based on observable market data. In such cases, fair
valueis measured atLevel 3.

Financial assets recognised at amortised cost

Recognition atamortised cost for accounts receivable and other
receivables requires the financialinstrument to be measured at cost
lessimpairment arising from financial assets that cannot be recovered.

Effective interest method

The effective interest method is used to calculate the amortised cost
of afinancial asset or financial liability, and to allocate the interest
income orinterest expense over the relevant period. The effective
interestrate is the rate that exactly discounts estimated cash flows
associated with the financialinstrument through to maturity.

Derecognition from the balance sheet

Afinancial assetis wholly or partly derecognised from the balance
sheet when the contractualrights to the cash flows from the asset
cease, or when the Group transfers such contractual rights to receive
the cash flows. This may also take place when Group retains the rights,
butis obliged to pay the cash flows to one or more recipients. Afinan-
cialliability is partially or fully derecognised from the balance sheet
when the contractual obligationis discharged, cancelled or expired.

Classification
The Group classifies financial assetsin three categories:

¢ financial assets measured at fair value in profit or loss
® held-to-maturity investments, and

® available-for-sale financial assets

The Group classifies financial liabilities as:

e financialliabilities measured at amortised cost

The instruments are classified according to the purpose for which
they were acquired. This note describes all of §)'s financialinstru-
ments according to their classification category, valuation principle
and valuation method (Level).

Financial assets measured at fair value in profit or loss

The proportion of the Group's derivative instruments that are not
identified as hedgesis recognised at fair value in profit or loss. Hold-
ings of non-current securities, shares, participations and bonds
areincluded in this category, based on fair value. Settlement date
accountingis applied to this class of assets, except for derivatives
recognised on their transaction date, and any the change in value
thatis recognised in profit or loss.

Held-to-maturity investments

Includes non-derivative financial assets with fixed payments and
fixed maturity for which the Company has the intention and ability to
hold to maturity. Settlement-date accounting is used for this cate-
gory of financial assets, which are measured at amortised cost using
the effective interest method.



Non-derivative financial assets

Refers to non-derivative financial assets that are not quoted on a
market, with fixed payments, including accounts receivable, loans
receivable, otherreceivables and cash and cash equivalents.
These areincludedin current assets, except foritems with matur-
ities greater than 12 months after the balance-sheet date. Transac-
tion-day accounting is applied to financial assets in this category.
The assets are measured atamortised cost. Any change in value is
recognised in profitor loss.

Available-for-sale financial assets

Assets that are not derivatives or that not classified as loans receiv-
able and accounts receivable, investments held to maturity or finan-
cial assets measured at fair value in profit or loss. Settlement-date
accountingis applied to available-for-sale financial assets. Changes
invalue are recognised in other comprehensive income.

Financial liabilities measured at amortised cost

This category includes loans and accounts payable. Liabilities in this
category are measured at amortised cost using the effective interest
method. Transaction-date accountingis applied to accounts payable.

Cash flow hedging

SJuses hedginginstruments to secure future cash flows, such as
investments made in foreign currencies. These are recognised in the
balance sheetat fair value. According to the rules for cash flow hedg-
ing, any change in value of a currency forward contractis recognised
in other comprehensive income and accumulated in the hedging
reserve in equity. When the hedged amount falls due for payment,
the value of the hedging reserve is transferred to the asset through
other comprehensive income. To hedge the floating interest-rate

risk, S) uses interest-rate derivatives, which are measured at fair value,
and any changeinvalueis also recognised directly in other compre-
hensive incomein the hedging reserve. If the hedging relationshipis
terminated on early redemption of the underlying debt, the accumu-
lated changein value in other comprehensive incomeis transferred
to profitorloss. If hedgingis terminated for any otherreason, such as a
decision to change durationin the debt portfolio, the surplus or deficit
isrecognised as accrued in profitor loss up to the date when the inter-
est-rate derivative would have matured. The portion of gain or loss on
ahedginginstrumentthatis considered an effective cash flow hedge
isinitially recognised in other comprehensive income, while the inef-
fective portion of the gain or loss is recognised in profit or loss.

Loan losses

Onthe balance-sheetdate, the Group tests whether thereis any
objective evidence indicating impairment of a financial asset or group
of financial assets. The impairment of financial assets recognised at
amortised costis calculated as the difference between the asset's
carrying amount, and the presentvalue of estimated expected cash
flows. Theimpairmentlossis recognised in profit or loss.

Assets and liabilities in foreign currency

Transactionsin foreign currency are measured at the rate of exchange
onthetransaction date. On the balance-sheet date, assets and liabili-
tiesin foreign currency are revalued at the closing day rate. Exchange-
rate differencesin financial assets and liabilities are recognised as
financialincome or expensesin the period in which they arise. Other
exchange-rate differences are recognised in operating profitin the
periodin which they arise.

Financial assets

Securities, shares and participations held as non-current assets
Securities held as non-current assets are measured at fair value.
Changesinvalue are recognised in profit or loss. §)'s holdings con-
sist mainly of shares in unlisted companies, over which the Group
does not have significantinfluence.

Non-currentreceivables
Non-currentreceivables are recognised at amortised cost on the
balance-sheetdate.

Management of financial risks

SJ's operations give rise to a substantial financing requirement that
entailsfinancialrisk. S) also conducts financial operations on a major
scale, inthe form of paymenttransactions, cash receipts, credits, invest-
ments and currency transactions. To minimise financial risks, the Board
has adopted afinancial policy that provides directives for day-to-day
financialmanagement. The financial policy lays down limits regarding,

Financial statements

forexample, loan maturity, interest-rate maturity and permitted currency
exposure, as well as investment guidelines with rating requirements and
thresholds. The purpose of the financial policy is to determine:

e the goals forfinancial operationsin the S) Group,

* frameworks for how financialmanagementis to be organised,

¢ identified financialrisks and appropriate mandates for such risks, and
* frameworks for reporting and following up financial operations.

Market risk

Referstoacompany’s exposure to changesin the financial mar-
kets. SJ’'s operations are capital-intensive and some of the Compa-
ny’s property, plantand equipment are debt-financed through bank
loans. The following risks are ranked on the basis of S)’'s assessment
of which riskis most significantto §).

Other price risks
Therisk that the fair value of a financialinstrumentis affected by fac-
tors otherthan currency and interest-rate fluctuations.

S)is exposed to other pricerisks in the valuation of its bond portfo-
lio, inthe form of changesin theissuer’s credit risk premium or gen-
eralchangesin the market’s credit spreads. S) only holds bonds with
a high rating, meaning a lower credit risk premium and lower fluctua-
tionsin absolute value.

On 31 December 2017, the market value of S)’s bonds with a matu-
rity exceeding 1 year amounted to SEK 1,575 million (1,450).

Creditand counterparty risk

Therisk thatthe counterparty to a transaction is unable to fulfilits obli-
gations, as aresult of which SJincurs a loss. S is primarily exposed to
this risk when liquidity isinvested in financial assets, but alsoin finan-
cialderivatives, in guarantees and in the granting of commercial loans.
SJ’sfinancial policy prescribes how liquid funds may be invested.
Counterparties to short-term investments are required to have a credit
rating of K-1 or higher. No rating is required for central government,
municipalities, county councils or State-owned companies.

Long-term investments, with maturities of up to 5 years, are per-
mitted in banks with arating of no less than A. In order to limit con-
centrationrisk, limits apply to amounts per counterparty.

Onthe balance-sheetdate, 31 December 2017, total counterparty
exposure in investments amounted to SEK 1,614 million (1,479). Of
the total counterparty exposure, financial assets measured at fair
value totalled SEK 1,614 million (1,479).

Allof §)’'s balances can be measured on the basis of pricesin active
markets and are therefore included in either hierarchy level 1 or hier-
archy level 2.

Financing and liquidity risk

Therisk represented by loan rescheduling, fulfilment of payment
obligations, limited funding opportunities or a substantial change
in the price situation. SJ’s financing sources primarily consist of cash
flow from operating activities, and borrowing.

Interest-bearing borrowing consists of long-term covered bank
loans with Nordea Finans and Nordiska Investeringsbanken at floating
interestrates. S) also has a lease with Jernhusen AB on a maintenance
workshop which, in view of the long fixed-interest period, is recognised
as afinance lease with a fixed rate of interest. Financing and liquidity
risks are managed within the framework of the financial policy.

To ensure thatliquidity is available to the Group when needed,
the financial policy prescribes that S) must always be able to assure
aliquidity reserve of at least SEK 500 million. It must be possible to
draw on this reserve within three business days. The reserve
includes cash, market-listed financialinvestments that can be con-
verted within three business days, and unused confirmed credit
lines. On the balance-sheetdate, funds available for operations
within three days totalled SEK 1,635 million (1,553). These funds can
be converted to cash fundsin the case of planned and unplanned
needs. In addition, unutilised credit facilities amounted to SEK 100
million (100) on the balance-sheet date.

S limits financing risk by controlling the terms of its loans to
achieve a suitable maturity structure over time.

Interest-rate risk

The Group’s financing costs and return on cash and cash equivalents
is affected by changesin the generallevel of interestrates. §)’s bor-
rowings consist of bank loans with floating interest rates. However,
the Company’s financial policy stipulates that the average fixed-in-
terestterminits loan portfolio should be kept within the range of 1-3
years.
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Interest-rate swaps are used to manage interest-rate exposure
and achieve the desired fixed-interest term, which changes the
floating rate to a fixed rate for parts of the loan portfolio. On the bal-
ance-sheetdate, the average fixed-interest term for the Group’s
interest-bearing borrowings was 0.7 years (0.8).

The value of the interest-rate swaps held by S) to extend the average
fixed-interesttermisinstantly affected when marketrates change. On
the balance-sheet date, the market value of §)’'s outstanding interest-rate
derivatives was SEK-8 million (-15).

Currency risk

SJ’s currency exposure consists mainly of transaction exposure, that
is, payments in foreign currency in connection with investments,
and purchase or sale of goods and/or services. §J’s transaction
exposure inits operating activities is limited.

According to §J’s financial policy, the Group’s maximum net expo-
sure in foreign currencies for purposes other than hedging must
not exceed the equivalent of SEK 100 million. Major investments are
continuously hedged through the foreign exchange market.

Thevalue of S's currency forwards changes constantly, as exchange
ratesrise and fall. When foreign currency transactions are entered into,
their purpose is to secure payment flows.

Since cash flow hedgingis used and hedge accountingis appro-
priate, changesin value are recognised in other comprehensive
income.

Onthe balance-sheet date, S) had outstanding currency deriva-
tives regarding major investments with a nominal value of SEK 103
million (96). The fair value of these positions was SEK 0 million (0).

Analysis of maturities of financial liabilities outstanding

Group/Parent Company
31/12/17 31/12/16
Interest Interest
andrepay- Cash andrepay- Cash
SEK million ments flow ments flow
Financial liabilities
measured at amortised
cost
Within 1 year 108 108 357 357
1-2years 110 110 110 110
2-3years 110 110 110 110
3-4years 110 110 109 109
4-5years 361 361 110 110
5yearsormore 336 336 697 697
Total 1,135 1,135 1,493 1,493
Less current portion -108 -108 -357 -357
Total, non-current
portion 1,027 1,027 1,136 1,136

Financialliabilities consist of bank loans and workshop rental, which
are treated as lease liabilities.

On 28 February 2017, S) exercised its contractual option to make
voluntary repayment of a SEK 243 million loan.

Financial derivative instruments

Group/Parent Company
31/12/17 31/12/16

Nominal Fair ~ Nominal Fair
SEK million value value value value
Interest-rate swaps 300 -8 400 -15
Currency forward
contracts, positive 103 0 96 0
Total 403 -8 496 -15

Atthe end of 2017, the total market value of derivatives held for
hedging purposes, including financial hedging, was SEK -8 mil-
lion (-15). Of these, the market value of derivatives that qualified for
hedge accounting was negative, SEK -8 million (-15).
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Maturity structure of derivatives

Group / Parent Company
31/12/17  31/12/16  31/12/17  31/12/16
Inter- Inter- Currency Currency
est-rate est-rate forward forward
SEK million swaps swaps contracts contracts
Within 1 year 100 100 103 96
1-2years 100 100 - -
2-3years - 100 - =
3-4years - - - -
4-5years 100 - - -
5yearsormore - 100 - -
Total 300 400 103 96

Sensitivity analysis
SJ’'s borrowings consist mainly of bank loans at floating interest rates
based on three- or six-month STIBOR.

Interest-rate swaps are used to manage interest-rate exposure and
achieve the desired fixed-interest term, which changes the floating rate
to afixed rate. §)’sinterest-bearing borrowings amounted to SEK 1,058
million (1,404). Because three interest-rate swaps with a totalnominal
value of SEK 300 million (400) have been entered into, SJ’s variable lia-
bility is SEK 758 million (1,004). Accordingly, S)'s direct transaction
exposure atanincrease of 1 percentininterest rates would amount to
around SEK -8 million annually. §)’s interest rate swaps of SEK 300 mil-
lion have an average term to maturity of 2.5 years, which ata +1 percent
shiftin the yield curve would resultin anincrease of around SEK 7 mil-
lioninvalue.Ashedge accountingis applied, any changesinvalue are
recognised in othercomprehensive income.

Of §)’s available liquidity of SEK 1,684 million, SEK 1,125 million has
beeninvested with maturities of less than one year, orin FRN bonds.
These investments cover §)’s direct transaction exposure arising from
the debtportfolio. A+1 percentshiftin the interest-rate curve would
have a positive earnings impact of SEK 5 million for S) annually.

Sensitivity analysis

Impacton

Vol- Changein income over
SEK million ume value ayear
Changeininterestrates, +1%
Interest-bearing borrowings 1,058 -11
Interest-rate hedging instru-
ments 300 11 3
Transaction exposure
in debt portfolio 758 -8
Short-term investments
and FRN bonds 1,125 11
Total transaction exposure -367 4
Fixed-rate bond portfolio -8

Inthe longerterm, a 1 percentchange in marketinterestrates would
resultin an annualexposure of SEK 5 million (0). This calculation is
based on net cash of SEK 465 million on 31 December 2017.

Onthe balance-sheetdate, S| had funds of SEK 4 million (5) in for-
eign currencies for purposes other than hedging, resulting in an
impact of SEK 0 million on earnings, given a 10 percentchange in the
value of SEK against other currencies.
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Classification of financial instruments

Group
31/12/17 31/12/16
Carrying Fair Carrying Fair

SEK million Category Valuation Note amount value amount value
Current assets
Accountsreceivable and Loans and accounts Amortised
otherreceivables receivable cost 15,16 595 595 633 633
Short-term investments

Financial assets meas-

ured atfairvalue in
Bonds profitor loss Fairvalue 1,614 1,614 1,479 1,479
Total current assets 2,209 2,209 2,112 2,112
Cash and cash equivalents

Loans and Amortised
Cash and cash equivalents accountsreceivable cost 70 70 74 74
Total cash and cash equivalents 70 70 74 74
Derivatives

Derivativesidenti-

fied as hedginginstru-
Interestrate swaps ments Fairvalue -8 -8 -16 -16
Total derivatives -8 -8 -16 -16
Financial liabilities

Measured atamor-
Bank loans tised cost Amortised cost 24 1,040 1,040 1,379 1,379
Accounts payable and Measured atamor-
other liabilities tised cost Amortised cost 579 579 604 604
Total financial liabilities 1,619 1,619 1,983 1,983

Parent Company
31/12/17 31/12/16
Carrying Fair Carrying Fair

SEK million Category Valuation Note amount value amount value
Current assets
Accountsreceivable and Loans and accounts Amortised
otherreceivables receivable cost 15,16 500 500 467 467
Short-term investments

Financial assets meas-

ured atfair valuein
Bonds profit or loss Fairvalue 1,614 1,614 1,479 1,479
Total current assets 2,114 2,114 1,946 1,946
Cash and cash equivalents

Loans and Amortised
Cash and cash equivalents accountsreceivable cost 70 70 70 70
Total cash and cash equivalents 70 70 70 70
Derivatives

Derivativesidenti-

fied as hedginginstru-
Interestrate swaps ments Fairvalue -8 -8 -16 -16

Available-for-sale
Currency forwards financialhedges Fairvalue 0 0
Total derivatives -8 -8 -16 -16

Financial liabilities

Financialliabilities
measured atamor-

Bank loans tised cost Amortised cost 24 1,040 1,040 1,379 1,379
Financialliabilities

Accounts payable and other measured atamor-

liabilities tised cost Amortised cost 525 525 475 475

Total financial liabilities 1,565 1,565 1,855 1,855
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Hierarchy Level 2 for financialinstruments
measured at fair value.

Group Parent Company
SEK million 31/12/17 31/12/16 31/12/17 31/12/16
Hierarchy 2 1,606 1,463 1,606 1,463
Total financial instru-
ments measured at fair
value 1,606 1,463 1,606 1,463

Level 2 -Financialinstruments whose fair value is determined using
valuation techniques based on observable data for the asset or lia-
bility other than quoted prices included within Level 1, either directly
(i.e. as prices) orindirectly (i.e. derived from prices). In SJ's case,
these relate to quotations in information systems or valuation data
from banks, which are in their turn based on information systems.

Current assets

Tradereceivables are carried at the amounts in which they are
expected to be received. The totalamount has been adjusted for
anticipated creditlossesin the loan portfolio.

Short-term investmentsincluded in the category of current assets
are investments with a term to maturity of more than three months.
Bonds are held for the purpose of enhancing the return from §)'s
financial assets. The bond portfolio is categorised as available for
sale andis continuously measured at fair value in profit or loss.

Short-term investments

The Group’s short-term investments comprise financialinstruments
with a maturity of 91 days to one year, together with longer-term
bond assets that are available for sale.

The Parent Company’s short-term investments have a maturity of
up to 90 days from the date of acquisition.

Cash and cash equivalents

The Group’s cash and cash equivalents consist of cash and bank bal-
ances, together with short-term, high-liquidity investments such as
commercial paper with a maximum maturity of 90 days from the date
of acquisition that are readily convertible to a known amount of cash
and subjectonly to aninsignificant risk of changesin value.

The Parent Company’s cash and cash equivalents comprise cash
on hand and demand deposits at banks and similar institutions.

Commercial paperis classified as cash and cash equivalentsiif its
maturity is less than three months.

Derivatives

Derivatives comprise derivatives outstanding at the balance-sheet
date, which were valued at SEK -16 million (-13). No set-off amount
existed on the closing date.

Financial liabilities

Financialliabilities measured at amortised costinclude bank loans,
accounts payable and other liabilities.

SJ's creditterms for bank loans are assumed according to an
approximate estimate to be in line with the market, and since the lia-
bilities carry variable STIBOR-based interest rates, the size of the lia-
bilities according to §)’s overall assessmentis considered to be an
accurate estimate of their fair value.

Accounts payable and other liabilities are recognised in the
amounts expected to be settled.

Interest-rate fixing and borrowings

On 31 December 2017, the average interest rate for total outstanding
long-term, interest-bearing liabilities was 0.5 percent (0.6) exclud-
ing, and 1.0 percent (1.0) including, fixed-income derivatives.

In addition, S) has an unutilised credit facility of SEK 100 million
(100) with Handelsbanken AB (last year the facility was with Nordea
Bank AB).

Onthe balance-sheet date, the Group’s total loan commitments
granted had an average maturity of 4.2 years (5.3).
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19. Equity
Group

Reserves

For certain derivatives, interest-rate swaps and currency forwards,
hedge accountingis applied, which means thatany changein value
and the result of any rollover is taken to equity in the balance sheetvia
othercomprehensive income. Atthe balance-sheet date, derivatives
totalled SEK 6 million (-8).

Cash-flow hedging and available-for-sale financial assets

Any changein the value of derivatives, thatis, gains and losses attribut-
able to non-settled cash flow hedges, isrecognised againstreserves
within equity in order later to be taken to the income statementas a
hedged transaction.

Deferred tax on cash-flow hedges
Deferred taxis recognisedin other comprehensive income.

Specification of reserves, other comprehensive income

Group
Cash-flow hedges
SEK million 2017 2016
Opening balance, 1 January -8 -8
Changeinvalue of rollover 11 2
Changein value of cash-flow hedges 0 -10
To theincome statement 8 8
Tax effect -4 0
Closing balance, 31 December 6 -8

Retained earnings, including profit for the year
Consist of profitforthe year, undistributed earnings from associated
companies and the portion of untaxed reserves that represents equity.

Parent Company

Following an amendmentto the Swedish AnnualAccountsAct, inthe
eventof capitalisation of own development expenditure made after

1 January 2016, an amount of equalsize must be setasidein a capital-
ised developmentreserve underequity to limit the ability to pay divi-
dend. Accordingly, SEK 45 million (68) was transfered to the capitalised
developmentreserve for 2017.

Share capital

According to the Articles of Association for S] AB, the share capi-

talis to amountto no less than SEK 400 million (400) and no more
than SEK 1,600 million (1,600). All shares are fully paid. No shares are
held by the Company itself orits subsidiaries. SJAB has no Class A
shares, Class B shares or preference shares. The number of sharesis
4,000,000 and the quotient value is SEK 100 per share.

Restricted and unrestricted reserves
Equity is divided into restricted equity and unrestricted equity.

The distributable amountis subject to both amount limitation and
the prudence concept. The amount limitation means that no div-
idends may be paid unless there s full coverage for the restricted
equity immediately after the distribution. According to the prudence
conceptdividends may only be paid when justified with regard to
the risks posed by the nature and extent of the operations in terms of
the equity of the Parent Company and Group.

Restricted equity comprises share capital of SEK 400 million
(400), a statutory reserve of SEK 200 million (200) and a capitalised
developmentreserve of SEK 113 million (68).

Specification of reserves, other comprehensive income

Parent Company

Cash-flow hedges

SEK million 2017 2016
Opening balance, 1 January -8 -8
Changein value of rollover 11 2
Changeinvalue of cash-flow hedges 0 -10
To theincome statement 15 8
Tax effect -4 0
Closing balance, 31 December 6 -8



20. Appropriation of profits

The proposed dividend is based on the annual accounts for 2017.
The proposed appropriation of profits, income statement and bal-
ance sheet for the Parent Company, together with the statements
ofincome and other comprehensive income and the statement of
financial position for the Group, will be presented to the Annual Gen-
eral Meeting for approval on 24 April 2018.

SJAB will pay a dividend of SEK 67.20 per share for the 2017 finan-
cialyear. The Board of Directors proposes a total dividend of SEK 269
million, corresponding to approximately 50 percent of the S) Group’s
profit for the year. The Board also proposes that the shareholder at
the AGM determine the payment date as 8 May 2018.

Financial statements

Unappropriated profit available for appropriation by the
Annual General Meeting:

SEK 3,030,484,314
Profit for the year SEK 736,940,201
Total SEK 3,767,424,515

Retained earnings

The Board of Directors proposes that the profit be
appropriated as follows:

Dividend to shareholder (SEK 67.20 per share) SEK 268,800,000
To be carried forward: SEK 3,498,624,515
Total SEK 3,767,424,515
21. cashflow
Group/Parent Company Cash flows Non-cashitems
Opening bal-
ance, 1 January Changein Closing balance,
SEK million 2017  Amortisation  Reclassification fairvalue 31 December 2017
Long-term loans 1,039 -95 944
Short-term loans 343 -343 98 98
Lease liabilities 20 -3 17
Assets as collateral for long-term loans 1,655 -353 1,302
Total liabilities, financing activities 3,057 343 0 -353 2,361
Group/Parent Company Cash flows Non-cashitems
Opening bal-
ance, 1 January Changein Closing balance,
SEK million 2016  Amortisation Reclassification! fairvalue 31 December 2016
Long-term loans 1,345 -63 -243 1,039
Short-term loans 111 -10 243 343
Lease liabilities 22 =8 20
Assets as collateral for long-term loans 1,772 -117 1,655
Total liabilities, financing activities 3,250 -76 0 -117 3,057

DReclassifications atthe end of 2016 between short- and long-term loans after decision to make early repaymentin 2017 as per agreement.

22. Leasing
Accounting policies

Lessee

Aleaseis an agreementwhereby the lessor conveys to the lessee, in
return for payments, the right to use an asset for an agreed period of
time. Lease fees are classified under either finance leases or operat-
ing leases. In afinance lease, the economic risks and benefits asso-
ciated with ownership of an object are essentially transferred to the
lessee. Any lease not classified as a finance lease is classified as an
operating lease. In an operating lease, lease fees are expensedon a
straight-line basis over the lease term.

Finance leases

Significant assets acquired under finance leases are recognised
inthe consolidated financial statements, and in the financial state-
ments of the Parent Company, as non-current assets from the date
when the lease is entered into and the equipmentis delivered. At the
startof the lease term, the leased asset and leased liability are meas-
ured at either the leasing object's fair value or the present value of
the minimum lease fees, whichever is the lower. These amounts are
payable to the lessor during the lease term, plus any amounts guar-
anteed by the lessee or by arelated company.

The lease termis the period for which S) AB has agreed to lease the
asset. Underfinance leases, assets are depreciated over their esti-
mated useful life. The future commitment to the lessoris recognised
as a liability in the balance sheet. Lease fees are divided between
financialexpenses and debt amortisations.

Presentvalue of future

minimum lease fees Group Parent Company

SEK million 31/12/17 31/12/16 31/12/17 31/12/16
Future minimum lease

fees 25 29 25 29
Interest -4 25! -4 25)
Present value of future

minimum lease fees 21 24 21 24
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Maturity structure of leases

31/12/17

Future minimum

Presentvalue of future

Group/Parent Company

31/12/16
Future minimum  Presentvalue of future

SEK million lease fees minimum lease fees lease fees minimum lease fees
Within 1 year 4 4 4 4
Total current lease liabilities 4 4 4 4
Within more than 1 year, but less

than 5years 15 12 16 13
More than 5 years 6 4 10 7
Total non-current lease liabilities 21 17 25 20
Total lease liabilities 25 21 29 24

Minimum lease feesinclude interest, contractual amortisation and
the residual value of existing lease liabilities.

Operating leases

S) has alease that matures on 31 December 2024 and is classified as a
finance lease. The lease pertains to a workshop for the maintenance of
double-decker trains and an amount of SEK 3 million (3) is recognised
as annualamortisation of the lease liability for this workshop.

Group Parent Company
31/12/17 31/12/16 31/12/17 31/12/16

Rolling  Prem- Rolling  Prem- Rolling  Prem- Rolling  Prem-
SEK million stock ises Total stock ises Total stock ises Total stock ises Total
Nominal value of
future payment
commitments
Within 1 year 99 230 329 115 214 329 99 184 283 115 170 285
1-2years 99 213 312 114 196 310 99 168 267 114 154 268
2-3years 29 190 289 o 191 191 929 145 244 = 149 149
3-4years - 174 174 - 169 169 - 130 130 - 128 128
4-5years - 172 172 - 159 159 - 127 127 - 118 118
5yearsormore - 266 266 - 375 375 - 39 39 - 129 129
Total 296 1,245 1,541 229 1,304 1,533 296 793 1,089 229 848 1,077

The Group’s operating leases relate for the most part to rolling stock and premises. The contract period varies between 0 and 5 years.
The leases are contracted at standard market terms and conditions. In 2017, rent paid by the Parent Company amounted to SEK 266 million

(200) and by the Group SEK 822 million (818).

23 Provisions

Accounting policies

Provisions

Provisions are liabilities that are uncertain in terms of amounts or
on which date they will be settled. A provision is recognised in the
consolidated balance sheetwhen, as aresult of a pastevent, the
Group has a legal orinformal obligation that s likely to require an
outflow of resources that can be estimated reliably. Significant pro-
visions are discounted to present value when the effect of the cal-
culation is material. Dissolution of the present value calculationis
recognised as a financial expense. Provisions are reviewed ateach
balance-sheet date and reversedif no longer present.

Annuities

Accident annuities consist of indemnities for third-party injuries
arising from an accident. Just over 50 people who sustained inju-
ries arising from §J’s railway operations are receiving such indemni-
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ties. Annuities are mostly life-long, but reduce when the beneficiary
reaches the age of 65. Annuities are adjusted annually using an
index linked to changes in the price base amount. Each year, Finans-
inspektionen (the Swedish Financial Supervisory Authority) deter-
mines the percentage by which accident annuities are to be
adjusted. The provision is also revalued on the basis of assumptions
regarding life expectancy, the discountrate and the index by which
the index-linked annuities are uprated. In conjunction with this pro-
cess, allassumptions used are subjected to review.

Revenue, §) Prio points
Revenue arising from SJ's customer loyalty programme S Priois rec-
ognisedin accordance with IFRIC 15 from 2017.
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Group
Loyalty
Annuities Restructuring Claims programme Other Total

SEK million 2017 2016 2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
Provisions, 1 January 161 168 4 1 41 36 119 106 20 5] 345 316
Provisions 2 = 22 4 17 36 110 108 90 42 242 190
Estimated interest 1 1 - = - = - = - = 1 1
Dissolution/revaluation 1 -2 - -1 -3 -19 -32 -25 - = -34 -46
Utilised -7 -7 -14 = -15 -12 -74 -70 -48 -27 -158 -116
Provisions, 31 December 159 161 13 4 39 41 123 119 62 20 396 345
Distribution in balance sheet,

31 December

Non-current provisions (BS 152 154 2 1 9 13 17 16 21 0 201 184
Current provisions (BS 7 7 11 3 30 28 106 103 41 20 195 161
Total 159 161 13 4 39 41 123 119 62 20 396 345

Parent Company
Loyalty
Annuities Restructuring Claims programme Other Total

SEK million 2017 2016 2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
Provisions, 1 January 161 168 4 1 40 20 119 106 20 5 344 300
Provisions 2 - 22 4 17 35 110 108 90 42 242 189
Estimated interest 1 1 - = - = - = - = 1 1
Dissolution/revaluation 1 -2 - =il -3 =3 -32 225 - = -34 -30
Utilised -7 -7 -14 = -15 -12 -74 -70 -48 -27 -158 -116
Provisions, 31 December 159 161 13 4 39 40 123 119 61 20 395 344
Distribution in balance sheet,

31 December

Non-current provisions (BS 152 154 2 1 9 13 17 16 21 0 201 184
Current provisions (BS 7 7 11 3 30 27 106 103 40 20 194 160
Total 159 161 13 4 39 40 123 119 61 20 395 344

Claims of goods and services purchasable with points s limited, the valid-

ity of the points is limited and the availability of journeys that can be
booked with pointsis restricted. The initial sale is divided into con-
stituents using the component method, whereby a portion of the
income isreserved as a paymentobligation for the future bonus
commitment. The provision for the loyalty programme falls due
within two years.

Provisions for claims consist of the provision for injuries sustained on
SJ’srolling stock and policyholder’s excessininsurance claims.

Loyalty programme

SJ Prio, launched in 2007, is §)’s loyalty programme for passengers.
Today, SJ Prio currently has more than 1.2 million members, includ-
ing 200,000 who joined in 2017. §J's valuation of Prio points is based

on theirvalue to customers. To SJ, this means that the value of a jour- Other

ney paid with points is based onits value to the member, in other Other provisions for 2017 mainly consist of provisions for anticipated
words, the average price for such ajourney. Areductionis then losses during the contract period in tendered services, delay com-
applied to the value. The reduction is based on that the availability pensation and provisions for maintenance of rolling stock.
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24. Interest-bearing liabilities
Accounting policies

Borrowing costs

Borrowing costs that are directly attributable to the acquisition,
construction or production of assets, and thatrequire a substantial
period of time untilcompletion, are included in the cost of the asset.
Costs associated with the raising of new loans are allocated over the
term of the loan using the effective interest method. Otherwise, bor-
rowing costs are expensed.

Maturity structure, capital repayments

Group Parent Company
SEK million 31/12/17 31/12/16 31/12/17 31/12/16
Within 1 year 98 343 98 343
Current interest-
bearing liabilities (BS 98 343 98 343
More than 1 year<5
years 642 391 642 391
More than 5years 320 668 320 668
Total non-current
interest-bearing
liabilities (BS 962 1,059 962 1,059

SJ’s borrowings consist of bank loans with rolling stock pledged as
collateral. The agreements are not subject to financial credit terms.

Inview of a strong cash flow in 2016, on 28 February 2017 S exer-
cised its contractual option for voluntary repayment of a SEK 243
million loan. The SEK 243 million loan was reclassified to Current lia-
bilities at year-end 2016. As a result of the repayment, three S) 3000
trains thathad been pledged as collateral were released to SJ. § still
has 17 S 3000 train sets pledged as collateral for the loans.

The loans have an average term to maturity of 5 to 8 years.

25 Accrued expenses and deferred income

Group Parent Company
SEK million 31/12/17 31/12/16 31/12/17 31/12/16
Personnel-related
expenses 217 245 185 184
Electricity and infra-
structure charges 100 131 87 96
Rolling stock related
expenses 137 145 118 119
LicencesandotherIT
expenses 32 26 32 26
Otheraccruedexpenses 82 98 73 47
Prepaid annual season
and other tickets 250 261 250 261
Otherdeferred
income 24 32 24 32
Total (BS 842 938 769 765

26. Pledged assets

Group Parent Company
SEK million 31/12/17 31/12/16 31/12/17 31/12/16
Collateral forraised
loans 1,302 1,655 1,302 1,655
Total 1,302 1,655 1,302 1,655

On 28 February 2017, ) repaid, with its own funds, a loan of app. SEK
243 million from Nordea Finans. As a result, three S) 3000 trains that
had been pledged as collateral were released to §). § stillhas 17 §)
3000 train sets pledged as collateral for two loans from the Nordic
Investment Bank. On 31 December, the carrying amountforall 17
train sets (20) was SEK 1,302 million (1,655).
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27. Contingent liabilities
Accounting policies

Contingentliabilities are existing obligations attributable to past
events that have notbeen recognised as a liability or provision.
Thereasonis thatitis unlikely that an outflow of resources will be
required to settle the liability or that the amount of the liability can-
not be determined with sufficient reliability.

Group Parent Company
SEK million 31/12/17 31/12/16 31/12/17 31/12/16
Guarantee
commitments as
general partner - = 2 150
Capitaladequacy
guarantee,
Group companies - = 102 50
Guarantees 330 330 330 330
Other 2 5 2 5)
Total 332 335 437 535

Within the Group, guarantees consist primarily of guarantees pro-
vided in accordance with contracts fortendered services. The
guarantees totalled SEK 330 million (330), of which the contracts
operated by S) Gotalandstag on behalf of Vasttrafik accounted for
SEK 300 million (300).

SJAB hasissued a capital adequacy guarantee in favour of all sub-
sidiaries valid until 31 December 2018.

SJAB hasreceived invoices from Jernhusen AB regarding capital
costs compensation payments from AB Storstockholms Lokaltrafik.
In2012, an agreementwas reached between S) AB and Jernhusen AB
regarding the cessation of invoicing, and the crediting of invoices
issued for the period beginning on 1 January 2011. Further to the
agreement, an engagementwas signed to the effect thatif Jernhu-
sen AB were in the event of any future legal test found to be entitled
to capital compensation, any right to penalty interest accruing to
Jernhusen AB under the Swedish Interest Act shallbe calculated as
ifinvoicing had taken place on a current account basis as of 1 Janu-
ary 2011.

During the year, §) undertook to invest up to SEK 70 millionin a
property fund. The investment concerns management of funds
intended to cover future payments of annuities.

28. Events after the balance-sheet date

No major events took place after the balance sheet date.



Assurance

Declaration

The undersigned declare that the consolidated accounts and performance of the Group and the Company, and that the Direc-
annualaccounts have been prepared in accordance with Interna- tors’ Report provides a true and fair view of the Group's and Compa-
tional Financial Reporting Standards (IFRS), as adopted by the Euro- ny's operations, financial position and performance and describes
pean Union, and in accordance with generally accepted accounting the material risks and uncertainties faced by the companiesin the
practice, and give a true and fair view of the financial position and Group.

Stockholm, 19 March 2018
Signatures on Swedish original.

Jan Sundling
Chairman of the Board

Ulrika Dellby Mikael Staffas Siv Svensson
Director Director Director
Michael Thorén Mikael Stohr Kersti Strandqvist
Director Director Director

Hans Pilgaard Per Hammarqyvist Stefan Zetterlund
Employee representative Employee representative Employee representative

Crister Fritzson
Chief Executive Officer

Our Auditors’ Report was submitted on 20 March 2018.

Deloitte AB

Hans Warén
Authorised Public Accountant
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Auditor’s Report

Auditor’s Report

To the general meeting of the shareholders of S) AB corporate identity number 556196-1599

This is the translation of the auditor’s report in Swedish.

Report on the annual accounts

and consolidated accounts

Opinions

We have audited the annual accounts and consolidated accounts
of SJ AB for the financial year 2017-01-01 - 2017-12-31. The annual
accounts and consolidated accounts of the company are included
on pages 23-80 except for the corporate governance report on
pages 42-50in thisdocument.

In our opinion, the annual accounts have been preparedin accor-
dance with the AnnualAccounts Act and presentfairly, in allmate-
rialrespects, the financial position of the parent company as of 31
December 2017 and its financial performance and cash flow for the
year then ended in accordance with the Annual Accounts Act. The
consolidated accounts have been preparedin accordance with
the Annual Accounts Act and present fairly, in all material respects,
the financial position of the group as of 31 December 2017 and their
financial performance and cash flow for the yearthen ended in
accordance with International Financial Reporting Standards (IFRS),
as adopted by the EU, and the Annual Accounts Act. The statutory
administration reportis consistent with the other parts of the annual
accounts and consolidated accounts.

We therefore recommend that the general meeting of sharehold-
ers adopts theincome statement and the statement of changesin
financial position for the parent company and the group.

Basis for Opinions

We conducted our auditin accordance with International Stan-
dards on Auditing (ISA) and generally accepted auditing standards
in Sweden. Ourresponsibilities under those standards are further
described in the Auditor’s Responsibilities section. We are inde-
pendent of the parentcompany and the group in accordance with
professional ethics for accountants in Sweden and have other-
wise fulfilled our ethical responsibilities in accordance with these
requirements.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinions.

Key Audit Matters

Key audit matters of the audit are those matters that, in our profes-
sionaljudgment, were of most significance in our audit of the annual
accounts and consolidated accounts of the current period. These
matters were addressed in the context of our audit of, and in form-
ing our opinion thereon, the annualaccounts and consolidated
accounts as awhole, butwe do not provide a separate opinion on
these matters.

Revenue from independent commercial services

SJreports traffic revenue amounting to MSEK 7.368 for 2017, of which
the vast majority is attributable to independent commercial ser-
vices. Revenue from independentcommercial servicesis recog-
nized when the services are delivered. Revenue from independent
commercial servicesis assessed to be a key audit matter due to the
vast transaction volume, which implies that completeness and cut
off are critical for a significant misstatement not to occur in the finan-
cialreporting. Acomplete and effective transfer between the book-
ing system and accounting system is of particularimportance.

For furtherinformation, refer to comments on the Income state-
ment and Statement of comprehensive Income on page 51 Note 1
on Netsales. Ourauditincluded the following procedures but were
not limited to these.
® review of revenue process and testing of identified key controls

® review of accrual of revenue from own rail services

® review of completeness by testing the transfer between critical IT
systems for revenue recognition with the involvement of IT auditors
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¢ review of GeneralIT Controlsin ticket booking system and
accounting system supported by IT auditors

* review of the application of appropriate accounting principles and
whetherrequired disclosuresis presented.

Accounting for rolling stock

SJreports as of 31 December 2017 rolling stock and construction in

progress of a total of MSEK 5.238. Rolling stock is recorded at cost

less accumulated depreciation and any accumulated impairments.

The valueisreassessed annually. Rolling stock is deemed to be a key

audit matter because inaccurate assessments and assumptionsin

the following three areas may significantly impactthe Group's per-

formance and financial position:

* impairmenttestand related assessments and assumptions such
as estimated future cash flows, discount rate and growth

¢ assessment of the useful life of investments
e classification of maintenance costs as capitalized or expensed

For furtherinformation, please referto Note 11, Property, plantand
equipment.

Ourauditincluded, but was not limited to, the following procedures:

¢ review of the process for recognition of non-current assets and
assessment of the reasonableness of the assumptions made in the
above-mentioned areas and in the model forimpairment test of
rolling stock

* review of integrity and arithmetical accuracy in the impairment
testing model forrolling stock with the support of our valuation
expert

* review of the company's assessment of the useful life fora sample
of rolling stockitems

¢ review of application of fit-for-purpose accounting principles and
whether the required disclosures are provided.

Other information than the annual accounts and
consolidated accounts

This document also contains otherinformation than the annual
accounts and consolidated accounts and is found on pages 1-22.
The Board of Directors and the Managing Director are responsible
for this otherinformation.

Ouropinion on the annual accounts and consolidated accounts
does not cover this otherinformation and we do not express any
form of assurance conclusion regarding this otherinformation.

In connection with our audit of the annual accounts and consol-
idated accounts, our responsibility is to read the information iden-
tified above and consider whether the information is materially
inconsistent with the annualaccounts and consolidated accounts.
In this procedure we also take into account our knowledge other-
wise obtained in the audit and assess whether the information oth-
erwise appears to be materially misstated.

If we, based on the work performed concerning this information,
conclude that there is a material misstatement of this other informa-
tion, we are required to report that fact. We have nothing to reportin
thisregard.

Responsibilities of the Board of Directors and the Managing
Director

The Board of Directors and the Managing Director are responsi-

ble for the preparation of the annual accounts and consolidated
accounts and that they give a fair presentation in accordance

with the Annual Accounts Act and, concerning the consolidated
accounts, in accordance with IFRS as adopted by the EU. The Board
of Directors and the Managing Director are also responsible for such
internal control as they determine is necessary to enable the prepa-
ration of annual accounts and consolidated accounts that are free
from material misstatement, whether due to fraud or error.



In preparing the annual accounts and consolidated accounts,
The Board of Directors and the Managing Director are responsi-
ble for the assessment of the company’s and the group’s ability to
continue as a going concern. They disclose, as applicable, mat-
tersrelated to going concern and using the going concern basis of
accounting. The going concern basis of accounting is however not
applied if the Board of Directors and the Managing Director intends
to liquidate the company, to cease operations, or has no realistic
alternative butto do so.

The Audit Committee shall, without prejudice to the Board of
Director’s responsibilities and tasks in general, among other things
oversee the company’s financial reporting process.

Auditor’s responsibility

Our objectives are to obtain reasonable assurance about whether
the annualaccounts and consolidated accounts as a whole are free
from material misstatement, whether due to fraud or error, and to
issue an auditor’sreport thatincludes our opinions. Reasonable
assuranceis a high level of assurance, butis nota guarantee thatan
audit conducted in accordance with ISAs and generally accepted
auditing standards in Sweden will always detect a material misstate-
mentwhen itexists. Misstatements can arise from fraud or error

and are considered materialif, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions
of users taken on the basis of these annual accounts and consoli-
dated accounts.

Afurther description of our responsibilities for the audit of the annual
accounts and consolidated accountsis located atthe Swedish Inspec-
torate of Auditors website: www.revisorsinspektionen.se/revisornsans-
var. This description forms part of the auditor ‘s report”.

From the matters communicated with the Board of Directors, we
determine those matters that were of most significance in the audit of
the annualaccounts and consolidated accounts, including the most
importantassessed risks for material misstatement, and are therefore
the key audit matters. We describe these mattersin the auditor’sreport
unless law or regulation precludes disclosure about the matter or when,
inextremely rare circumstances, we determine that a matter should not
be communicated in the auditor’'sreportbecause the adverse conse-
quences of doing so would reasonably be expected to outweigh the
publicinterest benefits of such communication.

Report on other legal and

regulatory requirements

Opinions

In addition to our audit of the annual accounts and consolidated
accounts, we have also audited the administration of the Board of
Directors and the Managing Director of §) AB for the financial year
2017-01-01 -2017-12-31 and the proposed appropriations of the
company'’s profitor loss.

We recommend to the general meeting of shareholders that the
profit to be appropriated in accordance with the proposalin the stat-
utory administration report and that the members of the Board of
Directors and the Managing Director be discharged from liability for
the financialyear

Basis for Opinions

We conducted the auditin accordance with generally accepted
auditing standards in Sweden. Our responsibilities under those
standards are further described in the Auditor’s Responsibilities sec-
tion. We areindependent of the parent company and the group in
accordance with professional ethics for accountants in Sweden and
have otherwise fulfilled our ethical responsibilities in accordance
with these requirements.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinions.

Responsibilities of the Board of Directors and the Managing
Director

The Board of Directorsis responsible for the proposal for appropri-
ations of the company’s profit or loss. At the proposal of a dividend,
thisincludes an assessment of whether the dividend is justifiable
considering the requirements which the company's and the group’s
type of operations, size and risks place on the size of the parent
company's and the group’s equity, consolidation requirements,
liquidity and positionin general.

The Board of Directors is responsible for the company’s organi-
zation and the administration of the company’s affairs. Thisincludes

Auditor’s Report

among other things continuous assessment of the company’s and
the group’s financial situation and ensuring that the company's orga-
nization is designed so that the accounting, management of assets
and the company’s financial affairs otherwise are controlled in a
reassuring manner. The Managing Director shall manage the ongo-
ing administration according to the Board of Directors’ guidelines
and instructions and among other matters take measures thatare
necessary to fulfillthe company’s accounting in accordance with
law and handle the management of assets in a reassuring manner.

Auditor’s responsibility

Our objective concerning the audit of the administration, and

thereby our opinion about discharge from liability, is to obtain audit

evidence to assess with areasonable degree of assurance whether

any member of the Board of Directors or the Managing Director in

any materialrespect:

® hasundertaken any action or been guilty of any omission which
can giverise to liability to the company, or

® in any other way has acted in contravention of the Companies Act,
the Annual Accounts Act or the Articles of Association.

Our objective concerning the audit of the proposed appropriations
of the company’s profit or loss, and thereby our opinion about this,
is to assess with reasonable degree of assurance whether the pro-
posalisinaccordance with the CompaniesAct.

Reasonable assuranceis a high level of assurance, butis nota guar-
antee thatan audit conducted in accordance with generally accepted
auditing standards in Sweden will always detect actions or omis-
sions that can give rise to liability to the company, or that the proposed
appropriations of the company’s profit or loss are notin accordance
with the CompaniesAct.

Afurther description of our responsibilities for the audit of the man-
agement’s administrationis located at the Swedish Inspectorate of
Auditors website: www.revisorsinspektionen.se/rn/showdocument/
documents/rev_dok/revisors_ansvar.pdf. This description forms part
of the auditor’sreport.

The auditor’s examination of the
corporate governance statement

The Board of Directorsis responsible for that the corporate gover-
nance statementon pages 42-50 has been preparedin accordance
with the Annual Accounts Act.

Our examination of the corporate governance statementis con-
ductedin accordance with FAR s auditing standard RevU 16 The
auditor’s examination of the corporate governance statement. This
means that our examination of the corporate governance statement
is different and substantially less in scope than an audit conducted
in accordance with International Standards on Auditing and gen-
erally accepted auditing standards in Sweden. We believe that the
examination has provided us with sufficient basis for our opinions.

A corporate governance statement has been prepared. Disclo-
suresin accordance with chapter 6 section 6 the second paragraph
points 2-6 of the Annual Accounts Act and chapter 7 section 31 the
second paragraph the same law are consistent with the other parts
of the annual accounts and consolidated accounts and are in accor-
dance with the Annual Accounts Act.

The auditor’s opinion regarding the statutory sustainability
report

The Board of Directors s responsible for the statutory sustainability
reporton pages 24-39, and thatitis prepared in accordance with the
Annual Accounts Act.

Our examination has been conducted in accordance with FAR:s
auditing standard RevR 12 The auditor s opinion regarding the stat-
utory sustainability report. This means that our examination of the
statutory sustainability reportis different and substantially less in
scope than an auditconducted in accordance with International
Standards on Auditing and generally accepted auditing standards in
Sweden. We believe that the examination has provided us with suffi-
cientbasis for our opinion.

A statutory sustainability report has been prepared.

Stockholm, 20 March 2018
Deloitte AB

Signature on Swedish original.

Hans Warén
Authorised Public Accountant
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Reporting principles - sustainability

Reporting principles - sustainability

The Sustainability Report for the S) Group has been preparedin
accordance with §)’s principles for sustainability reporting. The prin-
ciples are based on the Global Reporting Initiative’s (GRI) “G4 Sus-
tainability Reporting Guidelines”. Important elements of the UN
Global Compact and OECD Guidelines for Multinational Enterprises
have also been taken into account.

SJ’'sreporting principles are based on the ten reporting principles
of the GRI G4 Guidelines. The principles are divided into two cate-
gories: four principles for determining content, and six principles
related to quality.

Content: Quality:

* Materiality ® Balance

e Stakeholderinclusiveness ® Comparability

e Sustainability context e Accuracy
e Completeness e Timeliness
e Clarity
® Reliability

Content

The content of §J’s sustainability work and this report are based on
the results of the materiality analysis and related stakeholder dia-
logues. ) has a diverse group of stakeholders, each of which have a
different focus. To customers and passengers, punctuality and the
travel experience are important, for example, while to SJ’s owner,
overall corporate sustainability is a prime aim.

Materiality

Our materiality analysis serves as a framework for identifying and
prioritising the areas that reflect S)’'s majorimpact on sustainabil-
ity. The analysis also helps to identify the areas that may materi-
ally affect stakeholders’ judgements and decisions. Read more on
pages20-21.

Stakeholder inclusiveness

Inits sustainability report, S} is required to state who the Company’s
stakeholders are and how §) has lived up to their expectations and
interests.

SJhas adiverse group of stakeholders. Maintaining strong rela-
tionships and dialogue with all stakeholders plays animportant role
inthe Company’s development and helps us to identify prioritised
sustainability issues. To meet the need of stakeholders forinforma-
tion and to assess what they considerimportant, S strives to main-
tain an open and constructive dialogue. This also means that the
content of the Sustainability Reportis relevant to stakeholders.

How S) operatesinrelation toits surroundings and its stakeholders
should be based on sound business ethics, as well as consideration
and respect for the individual and the environment. S)’s core values
-Reliable, Simple, Caring and Joyful - form the basis for what the
Company'’s stakeholders can expect of the Company.

Sustainability context

The purpose of §)’s sustainability reportis to describe how these
sustainability factors are tied into the Company’s long-term strate-
gies, risks and opportunities. Information about SJ’s performance is
to bereportedin a broader sustainability context. S is also required
to demonstrate a good understanding of sustainable development
and to present factualinformation and objective measurements of
the Company’s development.

Completeness

The Sustainability Report should provide stakeholders with a com-
prehensive view of the organisation’simpact on various sustain-
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ability aspects. Completenessindicates that the report covers all
materialunits and aspectsin accordance with the GRI framework. As
aresult, the operations of §) AB, S) Gotalandstag AB and S) Norrland-
stag AB areincluded, as appropriate. The operations of S)’s wholly
owned subsidiary Stockholmstag KB are included up to 11 Decem-
ber2016, when the agreement to operate commuter servicesin
Stockholm County expired.

Quality

Good quality and transparent sustainability reporting enables S)’s
stakeholders to make accurate judgements regarding S)’s opera-
tions.

Balance

Balanceis achieved when reporting reflects both positive and neg-
ative aspects of the operations. Highlighting negative issues creates
greater credibility and brings areas with improvement potential to
the fore, making more effective work on sustainability possible. Ulti-
mately, this means that the interests of S)’s stakeholders are served.
SJis also required to make a clear distinction between what are facts
and whatare SJ’sinterpretations. The emphasis in the report must be
focused on aspects that §) judges to be most material.

Comparability

S) must presentinformationin a way that enables stakeholders to
analyse changes over time and compare them to those of other
organisations. S must maintain consistency in methods used for
calculating and compiling data and in reporting of methods and
assumptions used to prepare information in the sustainability
report. Significant changes between reporting periods in terms of
boundaries, scope, reporting period and other significantinforma-
tion should be easy for S’s stakeholders to identify and understand.
By applying the generally accepted GRI G4 Guidelines, S enables
comparability with other companies.

Accuracy

SJ’sambition is to ensure that the information in the Sustainability
Reportis accurate and sufficiently detailed to enable stakeholders to
assess the Company’s performance.

Timeliness

Timeliness means that S) must maintain regular and up-to-date
reporting. Sustainability information, including the GRI Index show-
ing where information will be found, is disclosed annually in con-
junction with publication of §)’'s Annual Report. Informationin the
Sustainability Report and on the website includes clear references
to the period concerned, when the information was last updated
and when it will be updated again.

Clarity

SJ’sambition is that the information in the Sustainability Report
should be easy to understand, accessible and usable by §J’s stake-
holders. To achieve this, §) uses tables and charts to clarify and illus-
trate the information reported.

Reliability

Anyone who reads §J’s Sustainability Report should be able to trust
the information presented. S) has procedures for gathering, docu-
menting, analysing and explaining the content and processes used
inthe preparation of the report. SJ'sambition is that the contentis
reliable and that the report meets all the controlrequirements. SJ
does not presentinformation that cannot be substantiated via reli-
able documentation. As an assurance of reliability, the Sustainability
Reportisreviewed by an external auditor.



Auditors’ combined assurance report

Auditor’s Combined Assurance Reporton SJ’s

Sustainability Report

This is the translation of the auditor’s report in Swedish.

To SJAB

Introduction

We have been engaged by the Board of Directors of S) AB to under-
take an assurance engagement of §) AB’s Sustainability Report for
the year 2016. The Company has defined the scope of the Sustain-
ability Report on the contents page in the SJAB’s Annual and Sustain-
ability Report 2017.

Responsibilities of the Board of Directors and Group
Management for the Sustainability Report

The Board of Directors and Group Management are responsible for
the preparation of the Sustainability Reportin accordance with the
applicable criteria, as explained on the contents pagein the S)AB’s
Annual and Sustainability Report 2017, and are the parts of the Sus-
tainability Reporting Guidelines (published by The Global Reporting
Initiative, GRI) which are applicable to the Sustainability Report, as
well as the accounting and calculation principles that the Company
has developed. Thisresponsibility also includes the internal control
relevant to the preparation of a Sustainability Report thatis free from
material misstatements, whether due to fraud or error.

Responsibilities of the auditor

Ourresponsibility is to express a conclusion on the Sustainability
Reportbased on the procedures we have performed.

We conducted our engagementin accordance with with ISAE
3000 Assurance Engagements Other than Audits or Reviews of His-
torical Financial Information. The engagementincludes a limited
assurance engagementon the complete Sustainability Report
and an audit of the information that is specified below. The objec-
tive of an auditis to obtain reasonable assurance that the infor-
mation is free of material misstatements. Areasonable assurance
engagementincludes examining, on a sample basis, evidence sup-
porting the quantitative and qualitative information in the Sustain-
ability Report. Alimited assurance engagement consists of making
inquiries, primarily of persons responsible for the preparation of
the Sustainability Report, and applying analytical and other lim-

ited assurance procedures. The procedures performedin alim-
ited assurance engagementvary in nature from, and are lessin
extentthan for, areasonable assurance engagement conducted in
accordance with IAASB’s Standards on Auditing and other gener-
ally accepted auditing standards in Sweden. Hence, the conclusion
based on our limited assurance procedures does not comprise the
same level of assurance as the conclusion of our reasonable assur-
ance procedures. Since this engagementis combined, our conclu-
sionsregarding reasonable assurance and limited assurance are
presented separately below.

The firm applies ISQC 1 (International Standard on Quality Con-
trol) and accordingly maintains a comprehensive system of quality
controlincluding documented policies and procedures regard-
ing compliance with ethical requirements, professional standards
and applicable legal and regulatory requirements. We are indepen-
dent of SJABin accordance with professional ethics for accountants
in Sweden and have otherwise fulfilled our ethical responsibilities in
accordance with these requirements.

Our audithas comprised the sustainability related informa-
tion presented in S) AB’s Annual and Sustainability Report, section
“Responsible Management” on the pages 24-37.

Our procedures are based on the criteria defined by the Board of
Directors and the Group Management as described above.

We consider these criteria suitable for the preparation of the Sus-
tainability Report. We believe that the evidence we have obtained
is sufficient and appropriate to provide a basis for our conclusion
below.

Conclusions

Based on the limited assurance procedures we have performed,
nothing has come to our attention that causes us to believe that
the Sustainability Reportis not prepared, in all materialrespects, in
accordance with the criteria defined by the Board of Directors and
Group Management.

In our opinion the information in the Sustainability Report which
hasbeen subjectto ourreasonable assurance procedures have, in
allmaterialrespects, been prepared in accordance with the criteria
defined by the Board of Directors and Group Management.

Stockholm, 20 March 2018

Deloitte AB

Signatures on Swedish original.

Hans Warén
Authorized Public Accountant

Andreas Drugge
Expert Member of FAR
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GRI Index

SJ’s materiality analysis

Materiality analysis
In 2015, we conducted a materiality analysis to identify and rank the

/\I Traffic safety & security @ areagthatare of greatest materialityin'terms of§J’s long-term value
=) Punctliality @ creation. The outcome of the materiality analysis was discussed and
+ | fmc v verified in 2015 by a Board panel, customer panel, employee panel
Service information @ and supplier panel. The Board and customer panels particularly
Environmental @ o emphasised the importance of safety, punctuality and service infor-
PemETES Social mation. The employee panel highlighted the importance of SJ’s cor-
TR S porate socialresponsibility.
Customer . Verification ofthe 2017 materiality analysis
privacy .Empl_oyment SJconducts a highly active and wide-ranging dialogue with key
conditions stakeholders, which provides us with good insight into the issues
that are important to those who are affected by SJ’s operations. Since
2015, safety, punctuality and service information have remained the
issues of prime importance both to S) and our stakeholders.
& Since 2016, purchasing and suppliers have not been a material
- aspectin §)’'s GRI reporting, following in-depth monitoring of com-
E pliance with the S) Group’s Supplier Code of Conduct and sustain-
0 ability audits thereafter. As aresult, we are assured that we have a
g relatively good understanding of which suppliers are to be engaged
° and the potential risk that they represent.
E The seven aspects that are regarded as material are shownin
S | Low High the diagram, left, and are matched with indicators in our GRI Index,
& > below.
Relevanceto S)
General standard disclosures
Disclosure Description Report/comment Page reference
Strategy and analysis
G4-1 Statement from the most senior decision-maker 4-5
of the organisation
Organisational profile
G4-3 Name of organisation Cover
G4-4 Primary brands, products and services 16-17
G4-5 Location of organisation’s headquarters 23
G4-6 Countries where the organisation has significant 23
operations
G4-7 Nature of ownership and legal form 23,42
G4-8 Markets served 23
G4-9 Size of the organisation 3
G4-10 Number of employees by employment, gender SJdoes notreport perregion, since 89
andregion no such categorisation exists within the Group.
G4-11 Percentage of employees covered by Allemployees of the S) Group are covered by
collective bargaining agreements collective bargaining agreements.
G4-12 Description of the organisation's supply chain 89
G4-13 Significantchanges regarding the organisation’s On 11 December 2016, the wholly owned subsidi-
structure, size, ownership ary Stockholmstag discontinued the operation of
commuter services in Stockholm County, when
the agreement expired. As aresult, the majority of
employees at Stockholmstag were transferred to the
new operator. The number of employeesinthe §)
Group was therefore reduced by around 800.
G4-14 Application of the precautionary approach or prin- The precautionary principle is described in the
ciple Swedish Environmental Code, and §) complies with
the provisions of this legislation in, forexample,
selecting materials for new trains and selecting
chemical productsinits maintenance workshops.
G4-15 External principles and initiatives that the 10, 18, 24, 26,
organisation supports 29,35,42
G4-16 Memberships of organisations 89
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Disclosure Description Report/comment Page reference
Identified material aspects and boundaries
G4-17 Group companiesincluded in the reporting 74
G4-18 Process for defining the report content 92
G4-19 Material aspectsidentified 86-88
G4-20 The aspectboundary for each material aspect Unless otherwise indicated, all material aspects con-
within the organisation cernthe §) Group, thatis, S)AB and its subsidiaries §J
Norrlandstag and S) Gotalandstag. The outcomes for
2015 and 2016 include the subsidiary Stockholmstag,
whose activities terminated on 11 December 2016.
G4-21 The aspectboundary for each material aspect With the exception of G4-EN18, which also applies to
outside the organisation tendered replacement services for SJ AB, the aspects
selected are not significant outside the organisation.
G4-22 Restatements of information provided in previous No
reports.
G4-23 Significantchanges from previous reporting peri- LA6 details outcomes for 2016 excluding
odsinthe scope and aspect boundaries Stockholmstag, with the exception of absence due
toillness, which applies to the S) Group.
Stakeholder engagement
G4-24 Stakeholder groups with whom 20-21
the organisationis engaged
G4-25 Basis for identification and selection of stakehold- 20-21
ers
G4-26 Approach to stakeholder 20-21
engagement
G4-27 Key topics raised through stakeholder engage- 20-21
ment
Report profile
G4-28 Reporting period Thereporting periodis 1 January - 31 December
2017.In certain cases, reporting may be affected
by incidents occurring during the reporting period
being reported after publication of this report.
G4-29 Date of publication of the The sustainability report for the 2016 financialyear
mostrecentreport was published on 22 March 2017.
G4-30 Reporting cycle The annual and sustainability report
isupdated annually.
G4-31 Contactpoint The contact person for questions regarding the
reportorits contentsis Ann-Marie Boberg,
Stab Ekonomi (Finance Staff Unit), telephone num-
ber (+46)-10-751 50 34.
G4-32 Reportin accordance with GRI Guidelines and the Inside cover
GRIIndex
G4-33 Policy and current practice with regard to external Inside cover
assurance
Governance
G4-34 Governance structure of the organisation 42-50
Ethics and integrity
G4-56 Organisation’s values, principles, codes of 1,26,29,42
conduct
Specific standard disclosures
Traffic safety and security
Material aspect: Traffic safety and security (S) aspect)
DMA 30,46-47
S)1 Traffic Safety Index (S) indicator) Stockholmstagis notincluded in the Traffic Safety 25,30-31
Index for 2015 and 2016 as it had its own safety cer-
tificate.
Material aspect: Occupational health and safety
DMA 46-47,89
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Disclosure Description Report/comment Page reference
G4-LA6 Type of injury and rates of injury, occupational dis- SJdoes notreport perregion, since 89
eases, lost days, and absenteeism, and total num- no such categorisation exists within the Group.
ber of work-related fatalities, by region and by
gender
Punctuality
Material aspect: Punctuality (S) aspect)
DMA 35,46-47
SJ2 Punctuality outcome (S) indicator) The definition was amendedin early 2017 toreferto 25, 35-36
long distance, middle distance and local services.
Historical outcomes are restated to fit this definition.
Service information
Material aspect: Service information (S) aspect)
DMA 14, 33,46-47
SJ3 Information during major disruption As aresult of anew measurement method intro- 90
ducedin 2017, the outcome for the yearis notcom-
parable with those of previous years.
Socialimpacts
Material aspect: Economic performance
DMA 46-47,50
G4-EC1 Directeconomic value, generated and distributed 32
Material aspect: Indirect economic impacts
DMA 46-47,90
G4-EC8 Significantindirect economicimpacts, including 1,9,11-12,
the extent ofimpact 16-17, 29-30,
32-33,37
Environmental performance
Material aspect: Energy
DMA 46-47,96
G4-EN3 Energy consumption within the organization 90
Material aspect: Emissions
DMA 46-47,90
G4-EN18 Greenhouse gas emissions 90
Employment conditions
Material aspect: Employment
DMA 26,28, 46-47,
91
G4-LAL Totalnumber and rates of new employee hires SJdoes notreport perregion, since 91
and employee turnover by age group, gender and no such categorisation exists within the Group.
region
Material aspect: Diversity and equal opportunity
DMA 26, 46-47
G4-LA12 Composition of governance bodies and break- In accordance with Swedish legislation, S only 91
down of employees per employee category reports breakdown by genderand age.
according to gender, age group, minority group
membership and otherindicators of diversity
Material aspect: Non-discrimination
DMA 26,46-47
G4-HR3 Total number of incidents of discrimination and No cases of discrimination occurred in the S)
corrective actions taken Groupinthe 2015-2017 period.
Customer privacy
Material aspect: Customer privacy
DMA 34,46-47,91
G4-PR8 Total number of substantiated complaints regard- 34

ing breaches of customer privacy and losses of
customer data
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G4-10 Number of employees by
employment contract, gender and region

2017 2016 2015

Total Women Men Women Men Women Men
Permanent

employees 1,521 2,118 1,532 2,121 1,777 2,747
Temporary

employees 48 49 41 42 36 46
Hourly-

paid

employees 318 481 292 399 290 420
Total 1,887 2,648 1,865 2,562 2,103 3,213

The figures above, taken from the companies’ payroll sys-
tems, refer to physical persons on 31 December. S) Group
employees consist solely of salaried employees, all of whom
are covered by collective bargaining agreements. An insub-
stantial portion of the Group’s work is performed by con-
tracted personnel or consultants. The Company does not
employ seasonal workers (although it does engage holiday
replacement personnel).

On 11December 2016, the wholly owned subsidiary Stock-
holmstag stopped operating commuter services in Stock-
holm County, when the relevant agreement expired. As a
result, the majority of employees at Stockholmstag were
transferred to the new operator.

G4-12 Description of the

organisation's supply chain

Our starting-pointis that S focuses on its core expertise,
passenger services by rail, but we also procure goods and
services to a value of around SEK 5 billion from around 2,500
suppliers annually. S) has a responsibility for ensuring that
the Group’s purchasing is conducted in as sustainable a way
as possible.

SJ’s purchasing falls into the categories of day-to-day
purchases and investments. Day-to-day purchases relate,
above all, to train maintenance, on-board catering, hotel
accommodation for on-board personnel, replacement
buses, marketing, IT services, rolling stock care (cleaning,
terminal services etc.), leasing of premises and consultancy
and otherservices. §J’s part-owned subsidiary Linkon han-
dles booking and distribution of tickets. HCL is responsible
foroperating and developing SJ’s IT systems.

G4-16 Memberships of organisations
Industry association ALMEGA Spartrafik, www.almega.se

Tagoperatdrerna (Association of Swedish Train Operating
Companies), www.tagoperatorerna.se

CSR Sweden, www.csrsweden.se

Fossilfritt Sverige (the Fossil Free Sweden initiative), www.
regeringen.se/regeringens-politik/fossilfritt-sverige
International Union of Railways (UIC), www.uic.org

KRAV, www.krav.se

Naturskyddsféreningen (the Swedish Society for Nature
Conservation), www.naturskyddsforeningen.se,

SJ has been offering Good Environmental Choice-labelled
journeys since 1994.

Natverket fér Transporter och Miljén (NTM) (Network for
Transport and Environment),
www.transportmeasures.org/sv/

Natverket for Hallbart Naringsliv (NMC) (the Swedish Associ-
ation for Sustainable Business), www.nmc.a.se

GRI Index

Natverket for hallbart foretagande, for statligt 4gda bolag
(Network for Sustainable Enterprise at State-Owned Com-
panies)

Svensk Kollektivtrafik (SLTF) (the Swedish Public Transport
Association), www.sltf.se, associated member

TransportForsK AB (TFK), www.tfk.se

DMA: Occupational health and safety

Occupationalinjuries and near-accidents are those that
occurred during the year indicated (thatis, not necessar-

ily reported in the year when they occurred). The incidents
are reported via the tools used by the companies and gen-
deris not specified. In consultation with safety represen-
tatives, the managersin the organisation endeavour to
increase the reporting of near-accidents in order to identify
areas forimprovement. Contract personnel are engaged to
avery minor extent. Such personnelinclude customer hosts
during service disruptions. No near-accidents or injuries
were reported for contract personnel during 2015-2017.

Inthe S) Group, a systematic focus is applied to the work
environmentwithin the scope of the Swedish Work Environ-
mentAct, in association with the safety organisation, safety
representatives and safety committees.

With regard to absence due toiillness, the Group’s com-
panies target efforts on preventingillness via fitness activi-
ties, responding quickly to signals of ill-health and offering
an effective rehabilitation process in partnership with the
company health service.

G4-LA6 Type of injury and rates of
injury, occupational diseases, lost days, and
absenteeism, and total number of work-
related fatalities, by region and by gender

2017 2016! 2015

Number of reported accidents

(excl.illness, travel accidents) 3392 287 276

Reported accidents per total

number of hours worked, % 0.0062 0.005 0.004
Number of near-accidents reported 5392 984 11,3073
Reported near-accidents per total

number of hours worked, % 0.0092  0.018 0.0173
Number of fatal accidents 0 0 0
Number of days of absence due toill-

ness 31,913 32,837 60,143
Reported cases of occupationalillness -2 20 65
Absence duetoillness, §) Group, % 5.4 6.6 6.5

1) OQutcome for 2016 excludes Stockholmstag, with the exception of absence
duetoillness (%), which refers to the S) Group.

2The outcome was affected by lack of clarity in definitions, see below.

3 Includes traffic safety incidents in reporting by Stockholmstag.

The 2017 launch of a mobile app for reporting of deviations
resultedin anincrease in the volume of incidents reported.
Changesin some categories led to lack of clarity and errors
in reporting of deviations. In particular, reported cases of
occupationalillness were affected, with the number ris-

ing very sharply compared with 2016. Areview highlighted
thatthe actual number of cases of occupationalillnessin
2017 was in line with the outcome for 2016. For that reason, §)
decided notto report an outcome for 2017. Measures will be
taken in 2018 both to improve clarity in definitions and to rec-
tify wrongly categorised incidents.
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GRI Index

SJ3 Information during major disruption
The on-board survey conducted every quarterincludes
questions on how passengers feel about the information
provided during major disruptions. The outcome is pre-
sentedin the form of an index for S) AB’s long-distance ser-
vices (S High-Speed and §) InterCity) and regional services.
The measurement method was improved in 2017 and so
the outcome for the year is not comparable with that of the
previous year. One way of improving the result for regional
services would be to obtain more details from users of the
services, in order to be able to contact them by SMS text or
the §) app during disruptions.

Index 2017 2016 2015
Information during major disruption
(+21 min.), SJ AB long-distance services 691 73 73

Information during major disruption
(+6 min.), S} AB regional services 68t 59 57
1) The measurement method was amended in the second quarter of 2017. The

outcome for 2017 is based onresponses received in April-December andis
notcomparable with previous years.

DMA: Significantindirect economic
impacts, including the extent of impacts

In this report and on the SJ website (www.sj.se), several
examples are presented showing how §J’s operations con-
tribute to regional enlargement and make it possible for
many people to work in one place and live in another.
Every day, S operates 1,200 departures from 284 stations. A
description of the trend of passenger use in Sweden will be
found on page 16.

SJ’s flexible pricing model ensures that tickets are avail-
able at afavourable price, especially for passengers who
are able to make their booking in good time or can be flex-
ible with travelling times. Areview of §)'s business appears
on pages 16-17. §) regularly monitors the trend of passenger
use per line to match supply with demand. Information on
punctuality per line is updated weekly at www.sj.se.

With around 4,500 employees, S is a major employer.
SJ)’s operations also create many jobs outside the organisa-
tionitself, above allin depot activities, but alsoin catering,
for example. Modernisation of our X2000s is taking place at
Tillberga, near Vasteras, where around 100 jobs have been
created. Another nearly 200 people are also engagedin
Switzerland and Sweden in the modernisation programme.

SJis arelatively large buyer of services and goods, of
which the absolute majority of the approximately 2,500 sup-
pliers operate in Sweden.

DMA: Energy

SJ consumes considerable volumes of electricity, mainly

to drive trains, but also in marshalling of parked trains. The
use of electricity is significantin terms of consumption of
resources, but not with regard to carbon dioxide emissions.
Anin-house expert monitors electricity consumption every
month.

With a view to reducing electricity consumption, S) has
for several years maintained a focus on eco-driving, among
otherinitiatives. Energy consumption by trains is also deter-
mined by factors such as weather, number of halts and
speed, and so the effect of energy efficiency measures has
along-term impacton overall consumption butcannot be
interpreted in detail from one year to the next.

S) falls within the scope of the Swedish Act (2014:266) on
Energy Surveys of Large Companies, and reported to the
Swedish Energy Agency in the first quarter of 2017.
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G4-EN3 Energy consumption
within the organization

S) purchases 100 percentrenewable electricity from hydro-
power sources to operate its trains in Sweden, Norway and
Denmark. The Swedish Transport Administration (STA) sup-
plies electricity to power trains in Sweden. ) journeys are
Good Environmental Choice-labelled, indicating that 50
percent are powered by Good Environmental Choice elec-
tricity. Thisis assured via separate ordering with STA.

Since 19 June 2016, S Gotalandstag has been operating
the Kinnekulle Line on behalf of Vasttrafik. The route is ser-
viced by locomotive trains powered by diesel, as most of the
lineis not electrified. 27 percent of the diesel used is biofuel.
In 2017, diesel consumption per kilometre was 6 percent
lower thanin 2016. The reduction was in all probability due
to the fact the S) and Vasttrafik had rolling stock modified,
power sockets in the rail yards adapted so that parked roll-
ing stock is now heated by electricity rather than diesel.

SJdoes not buy heating, refrigeration or steam.

Energy consumption, train operations

GWh 2017 2016 2015
Electricity consumption

SJAB and S) Norrlandstag 5621 517 510
S) Gétalandstag 91 81 102
Stockholmstag - 1822 211
Total electricity consumption 653 780 823

Diesel consumption
S) Goétalandstag, diesel MK1

(notrenewable) 8.1 5.13 -
S) Goétalandstag, biofuel

(renewable) 2.9 0.83 -
Total diesel consumption 11.0 5.9 -

1 Effective 1 January 2017, services formerly operated by S) Norrlandstag are
now operated by S) AB.

2 Services were discontinued on 10 December 2016.

3)Services started on 19 June 2016.

DMA Emissions

The low emissions of greenhouse gases from electric train
servicesis animportant competitive advantage over other
modes of transport.

S)monitors its emissions of carbon dioxide and carbon
dioxide equivalents to enable it to work both preventively
and remedially, for example through the use of refrigerants.
Greenhouse gas emissions are followed up annually. S) does
not climate-compensate for climate-impacting emissions.

SJis not affected by any GHG-based (Greenhouse Gas
Protocol) legislation.

G4-EN18 Greenhouse gas emissions

SJ’s calculations include greenhouse gas emissions from
train operations, railreplacement services and refrigerant
leakage (Scope 1, Scope 2 and Scope 3).

Emissions from railreplacement services were further
reducedin 2017 by the increased use of biofuels. Emis-
sions of refrigerants were lower as a result of remediation of
design errorsin SJ 3000 rolling stock (X55).

Grams of carbon dioxide equivalents/
passenger kilometres 2017 2016 2015
SJAB and S) Norrlandstag 0.171 0.26 0.23

1) Effective 1 January 2017, services formerly operated by S| Norrlandstég are
now operated by SJ AB.




DMA: Employment conditions

The §) Group’s Supplier Code of Conductis based on inter-
nationally accepted initiatives and standards, and describes
the Group’s fundamental policies in areas such as human
rights, legal compliance and the environment. For exam-
ple, the Code requires all S) suppliers to allow theiremploy-
ees the freedom to exercise their legalright to organise and
negotiate collectively without hindrance.

GRI Index

Contract personnel are engaged to a very minor extent
inthe §) Group. Such personnelinclude customer hosts
during service disruptions. When contracting personnel or
engaging consultants, the processis open and carried out
in consultation with the employee organisations, in accord-
ance with Swedish legislation (MBL, the Co-determination
in the Workplace Act).

G4-LA1 Total number and rates of new employee hires and

employee turnover by age group, gender and region

2017 2016 2015 2017 2016 2015

Women Men Women Men Women Men % Women Men Women Men Women Men
Number Percent-
of new age of new
recruits 135 213 106 200 53 92 recruits 3.0 47 2.4 4.5 1.0 1.8
<30vyears 66 69 45 59 30 35 <30vyears 1.5 1.5 1.0 1.3 0.6 0.7
30-50 30-50
years 52 104 50 112 18 47 years 1.1 2.3 1.1 2.5 0.3 0.9
>50years 17 40 11 29 5 10 >50years 0.4 0.9 0.2 0.7 0.1 0.2
Number of Percent-
employees age of
leaving 152 210 199 198 74 115 employees
<30years A7 26 28 24 34 24 leaving 3.4 4.6 4.5 4.5 1.4 2.2
30-50 <30vyears 1.0 0.6 0.6 0.5 0.6 0.5
years 68 65 79 77 24 45 30-50

>50years 0.8 2.6 2.1 2.2 0.3 0.9

Employee transfers at commencement or termination of contracts for tendered services are excluded.

G4-LA12 Composition of governance bodies and breakdown of employees per employee category
according to gender, age group, minority group membership and other indicators of diversity
Breakdown of employees according to employee categories relevant to S) on 31 December.

2017 2016 2015

Women Men Women Men Women Men
% <3030-50 >50 <3030-50 =50 <3030-50 >50 <3030-50 >50 <3030-50 >50 <3030-50 =50
Individual-based
pay 5 24 13 5 28 26 5 25 12 5 28 26 5 26 11 4 27 27
Position-based pay 11 19 11 11 24 24 12 20 11 10 23 25 10 18 11 9 25 27
- Train driver 2 10 3 9 38 39 2 10 2 8 36 42 3 9 3 8 85 42
-Train host 15 27 18 9 13 18 15 28 17 8 13 19 12 28 16 7 17 20
Managers! 3 28 14 1 29 26 1 29 16 1 26 27 4 25 13 1 22 35
Managementteam
atcompanies - 21 32 - 11 37 = 23 20 = 7 50 3 31 9 = 6 51
Board of Directors? - 14 29 - 29 29 = 14 29 = 29 29 = 14 29 = 29 29

1)In charge of subordinate personnel butis notamember of amanagement team.
2Board members elected by the AGM.

On 11December 2016, the wholly owned subsidiary Stockholmstag stopped operating commuter services in Stockholm County,
when the relevant agreement expired. As a result, the majority of employees at Stockholmstag were transferred to the new operator.

DMA: customer privacy

Through §J’s loyalty programme, S) Prio, the Company has
good knowledge of the booking and travel habits of its pas-
sengers. Thisin-depthinsightinto what customers prioritise
isused in adapting S)’s service offering. Sweden’s Personal
Data Act (PUL) lays down the criteria for handling of cus-
tomer data, and the customer’s privacy is always treated as
animportant element of projects using data from §J Prio.

On 25 May 2018, the new General Data Protection Reg-
ulation (GDPR) will replace Sweden’s Personal Data Act. S}

has long been making preparations for meeting the require-
ments of the new regulation.

S) has established arisk and safety forum with particular
responsibility for safety risks in operations, including risks
relating to information security. The forum regularly pro-
duces information security reports and preventive action is
taken on the basis of those reports. S) maintains a constant
focus on systematic work on risk management and safety.
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Definitions and glossary

Definitions and glossary

Definitions of S)’s alternative
key financial metrics

S) presents various alternative key finan-
cialmetrics thatare notdefinedin IFRS
inaccordance with guidelinesissued by
ESMA. Alternative key financial metrics are
presented for financial performance and
financial position. S) believes thatthese met-
rics provide valuable supplementary infor-
mation to the owner, Board of Directors and
Executive Managementto aid evaluation of
results and performance. As not allcompa-
nies calculate financial metricsin the same
way, these metrics are not always compara-
ble with metrics used by other companies.
SJ’s financial metrics should therefore not
be considered as a substitute for the met-
rics defined by IFRS. Key metrics defined

in accordance with IFRS: profit/loss for the
period and earnings pershare.

Alternative key financial metrics
Cash and cash equivalents

Cash and cash equivalents are the sum of
cash and cash balances plusinterest-bear-
ing investments with a maturity of not more
than go days on the date of acquisition.

Equity/assets ratio
Equity in relation to total assets.

Return on equity

Profit/loss for the period as a percentage of
average equity for arolling 12-month period.

Return on operating capital

Operating profit/loss as a percentage
of average operating capitalforarolling
12-month period.

Net debt/equity ratio

Interest-bearing provisions and interest-bear-
ing liabilities net, less interest-bearing assets
(netdebt/netcash)in relation to equity.

Netdebt/netcash

Interest-bearing provisions (provisions for
accidentannuities) and interest-bearing
liabilities net, less interest-bearing assets
(short-terminvestments and cash/cash
equivalents).

Operating capital
Average equity and net debt.

Operatingincome

The difference between operatingincome
and operating expenses.

Operating margin

Operating profit/loss as a percentage of
netincome.
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Profit margin

Profit/loss after financialitems as a percent-
age of operatingincome.

Trafficrevenue

Income from independent commercial ser-
vices and tendered services.

Yield

Traffic revenue fromindependent commer-
cialservices (S) tickets), including booking
fees and less delay compensation, divided
by the totalnumber of passenger kilometres.

Definitions of key non-
financial metrics
Absence due toillness

Key metricindicating the number of employ-
eesonsickleave divided by the number of
full-time equivalents. Employeesreceiving
sickness benefits until further notice are not
includedin the statistics for absence due to
illness.

Average number of employees

The number of full-time equivalentemploy-
eesasan average of the annualhours
worked.

Brand Index (BI)

Key metricindicating how S is perceived by
the public based on SJ’s core values — Reli-
able, Simple, Caring and Joyful.

Customer/Passenger Satisfaction Index

Key metric indicating customer/passenger
satisfaction with SJ, based the customer’s
overalltravel experience with S) over the
past 12 months. Both SL and Vasttrafik con-
ductmonthly on-board surveys to measure
passenger satisfaction levels for journeys
with Stockholmstag and S) Gotalandstag.
S) Gotalandstag’s index measures satisfac-
tion based on the mostrecentjourney.

Employees
See full-time equivalents (FTEs).

Environmental Index

Key metric indicating how customers rate
SJ’s level of environmental awareness. This
is measured viaregular on-board surveys.

Full-time equivalents

The number of employees, measured by
contracted hours and full-time positions.
The figure does notinclude employees on
unpaid leave of absence. Full-time equiv-
alentemployeesis a measure of time over
the “contractual” period.

Someone whois employed full-time is
afull-time equivalent. Someone who is
employed onan 80 percentbasisisa 0.8 full-
time equivalent. The time worked by hour-
ly-paid employeesisrecalculated to be able
to state it on the full-time equivalent basis.

Greenhouse gas emissions

Train operations, electric (Sweden, Nor-
way, Denmark): Electricity consumptionin
the respective country (kWh) x hydropower
emissions, EPD 2015 Vattenfall (0.047 g CO2e/
kWh, including losses). Replacement ser-
vices: Kilometres driven (measured) x COe
factor (estimated). Data for the number of
kilometres drivenis obtained from replace-
ment services providers. For buses, the esti-
mated consumption of dieselwas 2.5 litres
per 10 km and the share of biofuel (renew-
able) was 67%. Source for CO2e/litre of fuel:
Swedish Energy Agency. For taxis, the pro-
portion of eco-friendly cars was estimated
65% and emissions were estimated atan
average of 100 grams COze/km. Refriger-
ants: Measured leakage kg of refrigerants x
GWP pertype of refrigerant. GWP = Global
Warming Potential. The GWP figures have
been updatedin accordance with EU Direc-
tive 517/2014. Measured leakage data are
obtained from SJ's maintenance providers.

Leadership Index

Key metricindicating how SJ’'semployees
rate their managerin terms of helping to cre-
ate the conditions for performance. Thisis
measured viathe annualemployee survey.

Number of journeys
Number of part-journeys sold per line.

Number of journeys/passengers per year
Totalnumber of journeys sold per year.

Number of passengers
Totalnumber of journeys sold per line.

Passenger distance
Measured in passenger kilometres.

Passenger kilometres

Number of passengers x number of kilome-
trestravelled. Thiscomprises all §J tickets,
including annualand monthly season tickets.

Performance Index

Key metricillustrating the conditions for §J
employeesin their day-to-day working sit-
uation for performing their tasks. Thisis
measured via the annualemployee survey.

Punctuality

Key metricindicating the percentage of
trains arriving at stations according to the
currenttimetable. As of 2013, the indus-
try standard for punctuality is defined as
on time +5 minutes for long distance and
medium distance services, and ontime +3
minutes for local trains.

Regularity

Key metricindicating the percentage of
trains departing from their originating sta-
tion and arriving at their terminating station
according to the planned timetable two
days prior to the day of service.



Seatkilometres

Seatkilometres offered for sale, meaning
the number of available seats multiplied by
the length of the trip.

Service Index

Key metric monitored internally and indi-
cating the passenger’s perception of SJ’s
service, information, accessibility and
on-board customerinteraction.

SJ Volunteer

Sustainability target that offers employ-
ees the chance to engagein voluntary work
during working hours.

Supplier and partnership assessments

Sustainability targets aimed at ensuring
that the high and medium-risk suppliers
identified for the S) Group comply with the
requirementsin S) Group’s Supplier Code
of Conduct.

Sustainability audits

In-depth supplier audits from a sustainabil-
ity perspective.

Traffic Safety Index

Key metric defined as an evaluation of all
traffic safety-related accidentsinrelation to
the production volume.

Glossary
Accessibility

How wellthe environmentin, and immedi-
ately nearby, §)’s trains has been adapted
for people with disabilities.

Biofuel

Liquid fuel produced from renewable
sources.

CO2e
Carbon dioxide equivalents.

Combined mobility

Arrangement whereby different modes of
transport are combined for passengers to
travelfrom one location to another.

Delay compensation

SJ)’sundertaking to compensate passen-
gersfordelays. For currentinformation and
conditions, visit www.sj.se.

DMA
Disclosure on Management Approach.

EFQM (European Foundation
for Quality Management)

A quality assurance modelfor business
developmentthat §) uses to measure
its progressinrelation to its vision and
adopted targets.

Global Compact

The UN’s principlesin the areas of human
rights, labour standards, the environment
and anti-corruption. The principles are based
onthe Universal Declaration of Human Rights,
the International Labour Organization’s Dec-
laration on Fundamental Principles and
Rights at Work, the Rio Declaration on Envi-
ronmentand Development and the United
Nations Convention against Corruption.

Global Reporting Initiative (GRI)

The GRIisanindependentinternational
organisation thatissues guidelines on sustain-
ability reporting (www.globalreporting.org).

Good Environmental Choice

Alljourneys by SJ AB carry the Good Environ-
mental Choice (Bra Miljval) label, issued

by the Swedish Society for Nature Con-
servation. AGood Environmental Choice
journey has low climate impact, is energy-ef-
ficientand generates low emissions. One
ofthe requirementsis that 50% of electric-
ity purchased must be Good Environmental
Choice-labelled.

Independent commercial services

Servicesthat S) operates onacommercial
basis, or tendered services that are wholly or
partially financed by ticket sales. Commer-
cialservicesinclude operation of the X2000
service between Stockholm and Gothen-
burg. Tendered services include night-train
servicesto and from Upper Norrland.

1ISO 9001

Aninternational standard for quality man-
agement systems.

1SO 14001

Aninternational standard for environmen-
talmanagement systems.

Localservices

Passenger trains serving to transport pas-
sengers locally - advertised normally as
commuter or airportservices.

Long-distance services

Passenger trains serving to transport pas-
sengersinter-regionally - advertised
normally as long-distance (InterCity), night-
train or high-speed services.

Manager

A person with subordinates butnotina
management team.

Medium-distance services:

Passenger trains serving to transport pas-
sengersregionally - advertised normally as
regionalservices.

Non-Swedish background

Any person who was either born abroad
orbornin Sweden of two parents born
abroad, according to the definition from
SCB (Statistics Sweden).

Definitions and glossary

On-board survey

Regular customer surveys conducted on
board trains.

Passenger Transport Executives (PTEs)

Responsible for the localand regional
scheduled passenger servicesin a county.

Refrigerants

Refrigerants are used in air-conditioning
installations and refrigerators on board
trains. The refrigerants used today are pow-
erfulgreenhouse gases and contribute to
climate change if leaked.

Replacement services (bus and taxi)

Buses and taxis are used as replace-
mentservices during planned track main-
tenance and unplanned disruptions to
railservices. Replacementservices are
ordered by Traffic Control.

Senior executives

Members of Executive Management and
the presidents of subsidiaries who report
to the CEO.

Short-term investments

Inthe Parent Company balance sheet,
short-term investments are investments
with aterm to maturity of less than 1 year.
Inthe Group, the term to maturity ranges
from 3 monthsto 1 year. Long-term bonds
held for sale are also included in short-term
investments, irrespective of their maturity.

Staging station
Physical premises adjacentto a train sta-

tion, where train hosts and train drivers are
based.

Train kilometres

The total distance of the routes travelled by
alltrains.

Train paths

Time window/channelin which the train
operator would like torun serviceson a
route during a specific period and with a
specific departure and arrivaltime.

Traintimetable

Timetable for all trains during one year. The
Swedish Transport Administration (STA) is
responsible for the production of a train
timetable eachyear.

Tendered services

The services operated on behalf of regional
and national public transport authorities.

Production: S} in partnership with Intellecta
Corporate AB

Photos: Femern A/S, Anna Rut Fridholm,
PerHanstorp, Henry Lundholm, Per
Myrehed, Stefan Nilsson, Kentaroo Tryman,
Shutterstock and §) bildbank.
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Postal address: S) AB, SE-105 50 Stockholm, Sweden

Visitors: Vasagatan 10, Stockholm
Corp.Reg. No.556196-1599
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