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FROM

ROTTNEROS AB
AGM release from Rottneros AB

SUMMARY OF THE PRESIDENT’S ADDRESS

Rottneros’ objectives

Rottneros’ long-term objectives are to be a pure pulp producer, to be the world leader in mechanical pulps, to be a non-integrated supplier with a clear niche strategy, to maintain a strong financial position irrespective of economic fluctuations and to grow both organically and through acquisitions. Lars Blecko, President and CEO of the Rottneros Group, set out these objectives in the opening remarks of his address to Rottneros’ Annual General Meeting, which was held in Sunne, Sweden on 27 April. 

He gave an account of the Group’s financial targets, which are to provide a return on capital employed of 18 per cent and to achieve a profit margin of 10 per cent over an economic cycle while maintaining a strong balance sheet at all times. A further priority objective is stability of earnings – i.e. to avoid periods of loss. The profit of SEK 15 million for the first quarter 2004, which was published just before the meeting, means that Rottneros has been able to report a positive result for the 19th quarter in succession. 

The pulp market

Lars Blecko also provided a picture of the pulp market. He confirmed that a significant proportion of the NBSK (bleached long-fibre sulphate pulp) being sold on the European market is being produced at a cost of around USD 600 per tonne, while the price is currently USD 640 per tonne excluding discounts. His conclusion is that there are pulp producers operating at low or even non-existent margins. This is likely to lead to further price increases, as seen in yesterday’s announcement in North America of a new USD 40 price increase for NBSK in Europe from 1 June. The fact that the production capacity for bleached market pulp is expected to increase by between three and around five percent per year over the coming three years will result in increased supply, which will hopefully be absorbed by the rapidly growing Asian market.

Generally speaking, the single market that is most exciting at present is China, observed Lars Blecko. Deliveries there in 2003 and so far in 2004 have reached record levels and there is every indication that China’s need for imports will increase further in the future. Lars Blecko bases this assumption on the fact that paper production capacity is being rapidly expanded, while China has limited access to wood raw material – which is resulting in a greater need to import paper pulp.

The market for market pulp has been strong during the early part of 2004. Lars Blecko predicts a continued positive market for the rest of the year with the exception of the summer months, when there is always something of a lull in the pulp market. As regards the price relationship between different grades of pulp, the difference in price between NBSK and CTMP from aspen has reduced in recent years as a result of increased demand for aspen pulp.

Rottneros’ resources

Lars Blecko gave an account of Rottneros’ strategy in respect of the resources on which the company is primarily dependent. The Group consumes around 2.5 million cubic metres of wood raw materials per year. Since Rottneros does not own any forests of its own, the Group is dependent on long-term relationships with forest owners. An important link in the wood supply chain is the purchasing organisation in Latvia, which buys in wood raw materials from the entire Baltic region.
The Group is one of Sweden’s biggest net consumers of electricity. Consumption amounts to 800 GWh per year, of which 150 GWh is self-produced “green” electricity. The Group has hedged its electricity prices up until 2006. Green Electricity certificates are a new source of income for Rottneros. Between 1 May 2003 and the end of the year the Group obtained certificates to a value of SEK 18 million. 

Although Rottneros has hedged its electricity prices up until 2006, Lars Blecko sees the risk of increased electricity prices as a threat. Possibly the most relevant threat at present is the trade in carbon dioxide discharge rights which will be introduced in 2005. This trade is likely to have a great indirect effect through substantially increased prices for electricity. 

As regards personnel and leadership, Lars Blecko established that the Group faces a generation shift. Expertise has been retained by carrying out recruitment in good time and by developing the skills of existing staff.

Strategies

Rottneros’ strategic development in recent years has resulted in a stable company which focuses on the market and has reported a positive result in every phase of the economic cycle, Lars Blecko stated. Underlying this is a clear niche strategy, a stability strategy – i.e. always to report a positive result – as well as a growth strategy, which so far has primarily been organic. A priority strategic objective is for around 50 per cent of sales to be made to niche customers. At the end of 2003 the figure was 40 per cent: 
As part of this stability strategy, the Group evens out troughs and peaks in the economy by hedging its strategic resources and factors – these being US dollars, electricity and pulp prices. The result so far is that the Group has been able to report a profit for 19 quarters in succession.

The cost rationalisation programme implemented in recent years has made an important contribution to the Group’s achievement of such positive results even during economic downturns.

Rottneros went on the offensive in 2003 by making investments to a value of around SEK 200 million. In 2004 the Group again has an ambitious investment programme that includes decisions on a biofuel boiler at Rottneros Mill and the continued design and planning of a CTMP facility at Utansjö Mill. 

Results for 2003

Lars Blecko gave an account of the results for 2003. The profit after financial items of SEK 115 million exceeded the forecast by over SEK 25 million, necessitating a positive profit warning in early January, stated Lars Blecko. However, the primary reason for this was the dissolving of an unutilised insurance reserve. 

The results for 2003 were in line with the Group’s financial objectives (given in brackets), in that the return on shareholders’ equity was 17 per cent (18), the profit margin reached 11 per cent (10) and the equity/assets ratio at the end of 2003 was 73 per cent. In other words, the Group has an extraordinarily strong balance sheet.

Lars Blecko stated that earlier forecasts were being adjusted upwards for the rest of 2004, with the company returning a better profit after financial items than in 2003.

APPROPRIATION OF PROFIT
The AGM approved the motion by the Board and CEO to pay a dividend of SEK 54,216,739 (corresponding to SEK 0.30 (0.30) per share) for the 2003 financial year, with SEK 709,900,340 being carried forward to new account. The record day for the dividend will be 30 April and the dividend is expected to be sent out from VPC on 5 May 2004.

Board OF DIRECTORS

The AGM re-elected Board members Bengt Nordin, Lars Blecko, Lennart Nellbeck and Johan Holmgren. Ingrid Lindquist and Johan Wetter were elected to the Board. Board member Robert Romlöv is deceased.
Buy-back of THE COMPANY’S own shares

The AGM authorised the Board to decide on the acquisition of a maximum of 10% of the company’s own outstanding shares. In addition, the AGM authorised the Board to transfer such shares. At the statutory Board meeting which took place following the AGM the Board authorised the management to commence the buy-back programme.

Nominating Committee

Gunnar Schotte (Chairman) and Tor Löfqvist, President of Arctic Paper AB (formerly Trebruk AB), were re-elected. Chairman of the Board Bengt Nordin was elected to the committee.

REMUNERATION COMMITTEE

In response to a motion by the Swedish Association of Share Investors the AGM mandated the Board to establish a remuneration committee.
Upplands Väsby, Sweden, 27 April 2004


Rottneros AB (Publ.)

Rottneros is one of the world’s leading independent manufacturers of market pulp. The Group consists of the parent company, Rottneros AB, which is listed on the Stockholm Stock Exchange, along with its subsidiaries of Rottneros Rockhammar AB, Utansjö Bruk AB and Vallviks Bruk in Sweden as well as Rottneros Miranda, S.A. in Spain, with activities involving production and sales of market pulp, Rockhammar Timber AB, which produces and sells sawn timber, plus the raw materials purchasing company of Rottneros Baltic SIA in Latvia. The Group has a total of 857 employees and a turnover of approximately SEK 2.4 billion.
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