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THE ROTTNEROS GROUP

INTERIM REPORT JANUARY – SEPTEMBER 2002

QUARTERLY REPORT JULY – SEPTEMBER 2002
· Profit after net financial items, SEK m
Jan. – Sep. 
65 MSEK
 (231)
                                                                   Jul. – Sep. 55 MSEK (5)

· Earnings per share

after net financial items, SEK
Jan. – Sep.
  0.34 SEK (1.12)
                                                                   Jul. – Sep 0.30 SEK(0.02) 
· Cash flow per share, SEK
Jan. – Sep. 0.26 SEK (0.31)
                                                                   Jul. – Sep. 0.08 SEK (-0.53)
· Shareholders’ equity per share, SEK
9.19 SEK
 (December 31: 9.40)

· Equity/assets ratio
73 %
 (December 31: 73 %)

· Weak price development on pulp during the third quarter due to the low general economy. No significant change is expected during the fourth quarter.


· A restructuring reserve of 20 MSEK relating to Utansjö mill has been provided for.
· The earlier communicated forecast stating a positive result for the year 2002 as a whole, remains.
 


ROTTNEROS IN BRIEF 

Rottneros, with its origins in the 1600s, is an independent and flexible supplier of customised, high-quality paper pulp. Through continuous product development, high delivery reliability, technical support and service, Rottneros is able to adapt to satisfy its demanding customers.

As one of the world’s leading independent market pulp producers, Rottneros is a market leader in groundwood pulp for the open market and one of the main producers of other grades of pulp.

Rottneros has a total production capacity of more than 700,000 tonnes of pulp per year produced at five mills in Sweden and Spain, making the Group one of the ten biggest suppliers of market pulp in the world. Increasingly intensive product development in accordance with customers’ demands should lead to more stable and higher profitability throughout an economic cycle. 

THE PULP MARKET


The positive trend in the price of all grades of pulp during the second quarter 2002 came to a halt in the third quarter. The prices of most grades remained unchanged, while the price of NBSK (Northern Bleached Softwood Kraft, i.e. bleached long-fibred sulphate pulp) fell somewhat in the third quarter. The lowest NBSK price in the nine-month period was listed in April at 430 USD. The price increased gradually to 490 - 500 USD in July, falling to 480 USD at the end of the third quarter. The main reasons for the negative price trend were partly seasonal, due to July/August being a holiday period in our major markets, and partly the fact that the market for the most important areas of use for NBSK and groundwood pulp were weak in the third quarter. Demand for BEK (Bleached Eucalyptus Kraft, i.e. bleached eucalyptus sulphate pulp) remained high throughout the quarter, however, mainly thanks to good demand for writing and printing paper, and the price of BEK was unchanged at 510 USD per tonne. 

Producer inventories of pulp in the Norscan region (North America and Scandinavia) stood at 1,369,000 tonnes at the end of the second quarter. By the end of the third quarter the inventory had increased to 1,638,000 tonnes. Capacity utilisation within Norscan over the period January – September 2002 was 89.9% (84.0), while deliveries equalled 90.5% (85.0) of production capacity. 

 

ProduCtion AND DELIVERIES 

The Group’s five pulp mills in Rottneros, Rockhammar, Utansjö, Vallvik and Miranda in Spain have a combined capacity of some 700,000 tonnes per year. Production in the first nine months of the year increased by 40,400 tonnes or 9.2 % compared with 2001. Deliveries increased by 41,300 tonnes or 9.4 %. The Group’s order book has been good.

.

Production (tonnes)
Jul. – Sep. 2002
Jul. – Sep. 2001
Jan. – Sep. 2002
Jan. – Sep. 2001

Sulphate pulp 
89,000
81,800
247,700
226,400

Magnefite pulp
17,300
18,000
48,000
49,400

Groundwood pulp
29,400
22,500
95,000
75,600

CTMP
  28,200
  25,600
  89,900
  88,800

TOTAL
163,900
147,900
480,600
440,200

Deliveries (tonnes)
Jul. – Sep. 2002
Jul. – Sep. 2001
Jan. – Sep. 2002
Jan. – Sep. 2001

Sulphate pulp 
77,100
79,600
244,400
229,100 

Magnefite pulp
15,100
16,800
46,700
47,500

Groundwood pulp
33,500
23,900
98,800
75,000

CTMP
  28,000
  28,900
  90,300
  87,300

TOTAL
153,700
149,200
480,200
438,900

The average capacity utilisation at the mills during the reporting period was satisfactory. The capacity utilisation was 94 % (83), which breaks down as magnefite pulp 89 % (91), groundwood pulp 91 % (64) and CTMP 97 % (89). The capacity utilisation for sulphate pulp was 96 % (87). The low capacity utilisation for groundwood pulp in 2001 was due to a weak market, which recovered somewhat in 2002. In the first quarter 2002 the Group had no planned shut-downs for maintenance. In the second quarter 2002 the Group had maintenance shut-downs at the pulp mills in Rockhammar, Utansjö and Vallvik and in the third quarter Rottneros Mill had a maintenance shut-down. All the costs of maintenance shut-downs are reported in the period in which the shut-down takes place. A maintenance shut-down is scheduled at Miranda in the fourth quarter.

In June 2001 the decision was taken to change from two shifts to one at the sawmill in Rockhammar, thereby reducing production as well as focusing on the manufacture of products based on a coarser range of timber. Annual capacity subsequently amounts to 65,000 m3. In the third quarter 2002 production amounted to 7,300 m³ (13,900) and deliveries amounted to 9,100 m3 (18,800). An extensive four-week maintenance and investment shutdown affected production during the third quarter. In the first nine months production at the sawmill amounted to 32,300 m3 (52,000), while deliveries amounted to 33,200 m3 (54,000). 

Invoiced sales and results 

January – September 2002

The Group’s net turnover was SEK 1,934 million (2,108). Pulp accounted for SEK 1,866 million (2,017) of the total net turnover and sawn timber for SEK 68 million (91). 

There were three main elements to the SEK 174 million reduction in turnover in the reporting period. Lower pulp prices accounted for SEK -351 million and there was a negative currency effect of SEK -57 million, which was partly compensated by higher deliveries of SEK 234 million. 

The consolidated operating profit/loss amounted to SEK 37 million (217). The operating profit/loss for the pulp-producing units amounted to SEK 44 million (238) and for the sawmill in Rockhammar SEK -7 million (-13). 

The weaker operating result compared with last year is mainly the result of lower pulp prices. The result was adversely affected by SEK 18 million in respect of forward contracts compared with the spot rate. The result also includes a positive effect of SEK 11 million as a result of pulp price hedging.


A provision of SEK 20 million for a restructuring reserve in respect of the estimated costs of restructuring measures at Utansjö Mill has been reported as an item affecting comparability. The provision includes the estimated costs of staff cuts and other necessary restructuring measures based on a review of the business carried out in the third quarter.

The profit after net financial items amounted to SEK 65 million (231). In addition to the return on normal cash management, the net financial income – which amounted to SEK 28 million (14) in the reporting period – includes capital gains primarily related to the disposal of hedge fund investments in the second quarter. 

The parent company reported a profit/loss after net financial items of SEK –0,5 million (-9.4), which includes capital gains on hedge funds. The SEK 18 million improvement compared with last quarter is due mainly to hedging activities carried out in the parent company.

Earnings per share after tax amounted to SEK 0,19 (0.78). Cash flow per share amounted to SEK

-0,25 SEK (0.31).

On 1 October 2002 the company announced that it would not be participating in the financing of the planned Estonian pulp mill AS Estonian Cell. The reason for this is that the financial exposure is disproportionate to the expected return. The decision not to participate in Estonian Cell has incurred no costs for Rottneros.

July – September 2002 compared with July – September 2001

Turnover in the third quarter 2002 increased by SEK 13 million compared with the third quarter 2001. The increase is mainly due to higher pulp prices, accounting for SEK 75 million, and an increase in deliveries of SEK 20 million, while the strengthening of the SEK against the USD had a negative currency effect of SEK -82 million. The profit after net financial items in the third quarter 2002 amounted to SEK 55 million compared with SEK 5 million in the same period last year – an improvement of SEK 50 million. The result for the third quarter 2002 includes SEK 6 million as a positive effect of the reduction in pulp prices and the effect of currency hedging has improved substantially compared with last year. However, a restructuring reserve of SEK 20 million relating to measures at Utansjö reduced profits in the third quarter 2002. 

July – September 2002 compared with April – June 2002

In comparison with the second quarter 2002, turnover in the third quarter 2002 fell by SEK 13 million. The reduction is due to a lower USD, accounting for SEK -40 million, and also a lower delivery volume of SEK -38 million. On the other hand, higher pulp prices improved the result by SEK 65 million. The profit after net financial items improved by SEK 49 million compared with the first quarter, from SEK 6 million to SEK 55 million. The result for the third quarter 2002 includes SEK 6 million as a positive effect of lower pulp prices as well as a positive effect of forward contracts of SEK 6 million (-7). During the third quarter a restructuring reserve of SEK 20 million reduced profits as described above. Rottneros Mill had its annual shut-down for maintenance in the third quarter, but this incurred few costs. In contrast, maintenance costs of approx. SEK 20 million were incurred in the second quarter. 

ACCOUNTING PRINCIPLES

The accounting principles are the same as those applied in the last annual report.

RISK MANAGEMENT 

Since 2000 the Group has had a strategy of trying to achieve a positive result even in years when the pulp market is in downturn. For this reason the Group applies operating strategies aimed at evening out business over an economic cycle and a financial strategy aimed at alleviating the effects of economic fluctuations, e.g. by hedging currency rates as well as pulp and electricity prices, to achieve its aim of making a profit when the pulp market is in downturn.

In the main, Rottneros bases all its pulp pricing on the USD. The Group hedges USD against SEK in accordance with a set policy, generally for the coming 2 – 3 years. Currency hedging agreements have affected the result for January – September negatively by SEK 18 million compared with the spot rate. At the end of the third quarter 2002 exchange rate guarantees had been taken out for USD 167 million against SEK, at an average rate of SEK 10.06 per USD. Of these contracts, USD 25 million relate to the year 2002, at an average of 9.91. In addition, EUR 20 million was hedged in the third quarter at an average of SEK/EUR 9.43 for the coming twelve months. No hedging has been carried out for other currencies.

For the coming seven quarters the company has hedged pulp prices in SEK at levels of approx. SEK 5,150 per tonne, amounting to 50,000 tonnes annually, compared to the actual pulp price during the third quarter of 4.578 SEK per tonne. In the third quarter pulp price hedging had a positive effect compared with spot prices (PIX index) totalling 6 MSEK and accumulated since the beginning of the year 11 SEK million. Long-term customer agreements with price equalisation profiles in relation to NBSK have been signed, which is entirely in line with the company’s niche strategy. The company also hedges electricity prices. 

BUY-BACK OF THE COMPANY’S OWN SHARES

In the second quarter 2002 the company commenced the new buy-back programme approved at the Annual General Meeting on 24 April. A maximum of 10% of the shares may be bought back, i.e. 18.8 million shares. The aim of the planned buy-back is partly to optimise the company’s capital structure, and partly to create opportunities to use its own shares as liquidity in future acquisitions. 

The company took the special measures decided on at the AGM on 24 April with a view to reducing the administration period for starting the new buy-back programme from around 5-6 months to 1 month. These measures included reducing the capital stock by withdrawing ordinary shares, issuing redeemable ‘series C’ shares and subsequently redeeming these same ‘series C’ shares.

In the first nine months 2,979,733 of the company’s shares have been bought back at an average price of SEK 9.43 per share, making a total of SEK 28,104,449. The number of outstanding shares at the end of the reporting period is 185,419,162. A latest settlement date of 30 September 2002 was used for reconciliation. During the third quarter 1,915,733 of the company’s shares were bought back at an average price of SEK 8.85 per share, making a total of SEK 16,946,327. 

Capital investments and financial position 

The Group’s net capital investment in fixed assets amounts to SEK 154 million (190). The major investments include a SEK 23 million energy optimisation project and a SEK 15 million control system for the bark boiler in Utansjö, a SEK 12 million washing filter in Miranda, a SEK 6 million chimney and SEK 8 million in internal process measures in Vallvik, as well as investments totalling SEK 17 million at Rockhammar Timber.

Liquid funds amounted to SEK 332 million at the end of the period, compared to SEK 480 mil-lion at the beginning of the year. The company has no interest-bearing loans. Unutilised lines of credit totalled SEK 797 million. The equity/assets ratio was 73 %. Surplus liquidity is invested in low-risk securities in accordance with the company’s liquidity policy. In order to increase the return on surplus liquidity, the parent company invested SEK 60 million in four different hedge funds in June 2001. These funds were realised in the second quarter 2002 when a capital gain of SEK 9 million was reported. The company has no further investments in hedge funds. The return on this investment in hedge funds was 15%. The company intends to use the funds released primarily to buy back its own shares. Shareholders’ equity per share amounted to SEK 9.19 after taking into consideration translation differences in equity (31.12.2001: 9.40).

Average number of employees 

The average number of employees in the reporting period was 855 (861).

Outlook for 2002 


In the year-end release for 2001, which was published on 7 February 2002, the following forecast was made: “To start with year 2002 is distinguished by a weak market with low pulp prices. An increase in the global economy should bring an increasing pulp market. Against this background a positive result for the year 2002 can be expected”.

An increase in the price of NBSK to USD 500 per tonne was announced in the interim report published on 30 July, when the company expected the pulp price to stabilize during the third quarter with a possible further increase during the fourth quarter. It is now unlikely that a price increase will be implemented during the remaining part of 2002 in view of the weak and uncertain global economy and the weak demand for paper. The earlier communicated forecast of a positive result for the year 2002 as a whole remains.

DEATH OF MICHAEL HASSELQUIST 

Michael Hasselquist, a member of our Board, has died suddenly. He was a veteran Board member, having sat on the Board of the Rottneros Group since 1988. He played an important part in the restructuring of the company in 1992.

EVENTS AFTER THE END OF THE REPORTING PERIOD

Since the reporting period ended Rune Hillström has taken up the position of Acting Managing Director at Utansjö Mill. He is tasked with implementing a restructuring programme to reach profitability at the mill.

Upcoming financial information 


6 February 2003
- Year-end release 2002
29 April 2003
- Interim report (3 months) 2003 and AGM in Sunne

28 July 2003
- Interim report (6 months) 2003

23 October 2003
- Interim report (9 months) 2003 

For more information please visit the Rottneros website at www.rottneros.com.

Upplands Väsby, 24 October 2002

Lars Blecko

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



Lars Blecko will be available to answer questions on the phone on 24 October between 3 and 4 p.m. on +46 (0)581–377 01.

We are holding a press and analysts’ conference at Hallvarsson & Halvarsson, Birger Jarlsgatan 6 B, Stockholm at 10 a.m. on 25 October. Register with Kristina Vogt on tel. 08 – 587 11 23 or by e-mail: kristina.vogt@halvarsson.se
CONSOLIDATED PROFIT/LOSS ACCOUNTS (SEK million)


July-Sept

    2002
July-Sept

    2001
Jan-Sept

    2002
Jan-Sept

   2001
Full year

   2001








Net turnover
633
620
1 934
2 108
2 741

Change in inventories, finished goods
29
-13
5
-3
8

Other operating income (incl hedging)
   12
     5
         30
     16
     31

TOTAL INCOME
674
612
1 969
2 121
2 780

Raw materials and consumables
-347
-340
-1 040
-1 070
-1 418

Other external costs
-148
-128
-465
-407
-570

Personnel costs
-92
-88
-294
-291
-392

Depreciation
-24
-24
-73
-71
-87

Items affecting comparability
-20
-
-20
-6
-6

Other operating costs (incl hedging)
     8
   -27
   -40
     -59
   -102

TOTAL COSTS
-624
-607
-1 932
-1 904
-2 575

OPERATING PROFIT/LOSS
50
5
37
217
205

Financial items
    5
     -
      28
    14
    30

PROFIT/LOSS AFTER FINANCIAL ITEMS
55
5
65
231
235

Taxes
-24
  -1
   -30
    -69
    -80

PROFIT/LOSS AFTER TAX
31
4
35
162
155








No. of shares at beginning of period 1)
187 335
205 016
188 399
209 332
209 332

No. of company’s own shares bought back1)
1 916
8 569
2 980
12 885
20 933

No. of shares at end of period 1)
185 419
196 447
185 419
196 447
188 399

Average no. of shares 1)
186 281
202 890
187 642
206 465
204 099

Earnings after tax/share (SEK) 2)
0,17
0,02
0,19
0,78
0,76


1) The number of shares is given in thousands

2) There are no programs that lead to dilution

CONSOLIDATED BALANCE SHEET (SEK million)


Sept 2002
Sept 2001
Dec 2001

Fixed assets
1 161
1 071
1 093

Inventories
393
414
398

Current receivables
452
505
440

Short-term investments
-
60
60

Liquid funds
    332
   480
   420

TOTAL ASSETS
2 338
2 530
2 411

Shareholders’ equity
1 704
1 863
1 771

Provisions
211
149
220

Long-term liabilities

 
 

  Non interest-bearing 
-
-
-

Current liabilities

 
 

  Non interest-bearing
   423
    518
    420

TOTAL SHAREHOLDERS’ EQUITY AND LIABILITIES
2 338
2 530
2 411

CASH-FLOW ANALYSIS (SEK million)

Jan-Sept 2002 
Jan-Sept 2001 
Helår 2001 

Operating income
37
217
205

   Depreciation/Write downs
73
71
87

   Profit/loss from disposal of fixed assets
      -
     -
    -3


110
288
289

   Paid financial items
30
14
33

   Paid taxes
   -18
   -72
   -84






Cash flow from current operations before change in working capital
122
230
238






Change in working capital
   -16    
    21
    47






Cash flow from current operations 
106
251
285






Acquisition of fixed assets
-154
-190
-183

Change in long-term receivables
      2  
     3
     5


-152
-187
-178

Cash flow from capital investments







-

Change in other long-term liabilities


-

Change in provisions excl. deferred tax
-5
-6
-29

Dividend paid
-66
-105
-105

Buy-back of shares
  -28
   -114
_-193

Cash flow from financing
-99
-225
-327






Cash flow for the period/year
-145


-161


-220



Liquid funds at beginning of year




Cash flow for the period/year
480
693
693

Translation difference in liquid funds
-145

      -3
-161

      8
-220

____7

Liquid funds and short term investments at end of period/year
332
540
480

CHANGES IN SHAREHOLDERS’ EQUITY (SEK million)


Jan-Sept 2002
Jan-Sept 2001
Full year

2001

Opening shareholders’ equity
1 771
1 888
1 888

Effect of changed accounting principles
-
11
11

Dividend
-66
-105
-105

Buy-back of company’s own shares
-28
-114
-193

Profit/loss for the year
35
162
155

Translation difference
-8
21
15

Closing shareholders’ equity
1 704
1 863
1 771

QUARTERLY DATA, ROTTNEROS GROUP (SEK million)

2002
2001
2000


III
II
I
IV
III
II
I
IV
III
II
I

Net turnover
633
646
655
633
620
661
827
924
828
823
810

Operating profit/loss before depreciation and items affecting comparability
94
11
25
13
26
53
206
347
263
223
172

Depreciation
-24
-25
-24
-16
-24
-23
-24
-29
-27
-29
-27

Items affecting comparability
-20
    -
     -
__-
__-
  -6
     -
    4
    -1
  12
     -

Operating profit/loss
50
-14
1
-3
2
24
182
322
235
206
145

Net financial items
5
   20   
    3    
   7
      3
     13
    7
   -16
     2
      -
    -2

Profit/loss after financial items
55
6
4
4
5
37
189
   306
237
206
143

Tax
-24
-3
-3
-11
-1
-11
-57
-73
-78
-54
-34

Profit/loss after tax
31
3
1
-7
4
26
132
  233
159
152
109

Pulp production, 1,000 tonnes
163,9
157,9
158,9
159,0
147,9
143,7
148,6
173,7
164,6
159,7
173,7

Pulp deliveries, 1,000 tonnes
153,7
162,7
163,7
153,9
149,2
137,9
151,8
158,4
155,0
165,0
178,3

Sawn timber production, 1,000 m3
7,3
12,4
12,6
14,9
13,9
19,3
18,7
19,2
13,9
20,3
21,2

Sawn timber deliveries, 1,000 m3
9,1
10,6
13,5
8,4
18,8
15,9
19,3
21,1
18,8
22,4
21,9














SHARE DATA 1)


Jan-Sept

2002


Jan-Sept

2001
2001


2000
1999 2)
1998
1997











No. of shares at beginning of period 3)
No.
188 399
209 332
209 332
209 332
209 332
209 332
209 332

No. of company’s own shares bought back 3)
No.
2 980
12 885
20 933
-
-
-
-

No. of shares at end of period 3)
No.
185 419
196 447
188 399
209 332
209 332
209 332
209 332

Average number of shares 3)
No.
187 642
206 465
204 099
209 332
209 332
209 332
209 332

Operating profit or loss/share
SEK
0,20
1,05
1,00
4,34
0,59
0,57
-0,19

Profit/loss after net financial items/share
SEK
0,34
1,12
1,15
4,26
0,53
0,58
-0,18

Profit/loss after tax/share
SEK
0,19
0,78
0,76
3,12
0,43
0,58
-0,18

Operating cash flow/share 4)
SEK
-0,26
0,31
0,50
4,28
-0,01
-0,10
-0,35

Equity/share
SEK
9,19
9,02
9,40
9,07
6,13
5,83
5,45

Dividend
SEK
-
-
0,35
0,50
0,25
0,10
0,20

Dividend/equity per share
%
-
-
3,7
5,5
4,1
1,7
3,7

Share price at end of period
SEK
7,15
8,55
9,85
7,70
11,10
3,20
6,15

Share price/equity per share
times
0,78
0,9
1,0
0,8
1,8
0,5
1,1

P/E ratio
times
38
4,6
13,0
2,5
25,5
5,5
neg

Direct yield 5)
%
-
-
3,6
6,5
2,3
3,1
3,3

1) There are no programs that lead to dilution 

2) On 1 June 1999 Rottneros acquired the Miranda sulphate pulp mill from Kimberly-Clark

3) Number of shares in thousands

4) Cash flow after normal investments but excluding strategic investments

5) Direct yield is calculated in relation to the closing listed price

SIX-YEAR REVIEW



Jan-

Sept

2002
Jan-

Sept

2001
2001
2000

1999 1)
1998
1997

Turnover and income, SEK million









Net turnover

1 934
2 108
2 741
3 385
2 101
1 603
1 614

Profit/loss before depreciation and items affecting comparability 

130
294
298
1 005
195
5
57

Depreciation according to plan

-73
-71
-87
-112
-94
-76
-69

Items affecting comparability

-20
-6
-6
15
22
191
-28

Operating profit/loss after depreciation and items affecting comparability

37
217
205
908
123
120
-40

Net financial items

28
14
30
-16
-12
1
2

Profit/loss after net financial items

65
231
235
892
111
121
-38

Profit/loss after tax

35
162
155
653
91
121
-38











Balance sheet items, SEK million









Fixed assets

1 161
1 071
1 093
994
1 130
896
739

Inventories

393
414
398
363
335
253
291

Current receivables

452
505
440
575
452
326
289

Short-term investments

-
60
60
-
-
-
30

Liquid funds

332
480
420
693
147
27
15











Shareholders’ equity

1 704
1 863
1 771
1 899
1 284
1 220
1 140

Provisions

211
149
220
210
115
-
-

Long-term interest-bearing liabilities

-
-
-
-
2
2
1

Long-term non interest-bearing liabilities

-
-
-
-
26
-
-

Current interest-bearing liabilities

-
-
-
-
259
45
2

Current non interest-bearing liabilities

423
518
420
516
378
235
221

Balance sheet total

2 338
2 530
2 411
2 625
2 064
1 502
1 364











Financial ratios









Operating margin
%
5,7
13,7
10,7
30,1
10,3
12,2
1,9

Profit margin
%
1,9
10,3
7,5
26,8
5,9
7,5
-2,4

Return on capital employed
%
4
27
12
52
9
11
-2

Return on equity after full tax
%
1,6
20
8
40
7
10
-3

Equity/assets ratio
%
73
74
73
72
62
81
84

Debt/equity ratio
Times
0,0
0,0
0,0
0,0
0,2
0,0
0,0

Risk capital ratio
%
79
76
80
76
62
81
84

Interest cover
Times
47,6
27,9
79,3
100,1
10,3
25,0
neg











Other









Capital expenditure
SEK m
154
190
183
85
276
210
100

Average no. of employees

855
861
878
890
884
716
709

1) On June 1999 Rottneros acquired the Miranda sulphate pulp mill from Kimberly-Clark.

