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OPPORTUNITIES	AND	RISKS	

Balance in management  
of financial and operational risks

Rottneros is affected by the general business cycle, currency fluctuations and other company- 
specific environmental factors. The most important risks that affect the Group's capacity to 
achieve the objectives set are described in this section, as is the management of each risk. 

Rottneros is working to minimise risk through preventive 
work or, where this is not possible, by working with dif-
ferent kinds of hedging and insurance. Many of the risks 
shown below may have both a positive and negative 
impact on Rottneros. Work relating to risk is managed 
by the Board of Directors at an overall level and by the 

CEO and Group management at an operational level. 
The risk management process includes, among other 
things, strategic business planning, conducting an 
on-going risk inventory, preventive maintenance work 
and investments and also financial hedging activities.
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OPERATIONAL RISK AREAS

A  Variations in pulp price 
B  Structural change 
C1  Access to raw material 
C2  Raw material prices
D  Electricity prices
E  Customer structure and customer credit 
F  Facilities
G  Political decisions
H  Sustainability and accountability 
I  Environment

 

FINANCIAL RISK AREAS

J  Currency	–	balance	exposure 
K  Currency	–	transaction	exposure 
L  Interest
M  Liquidity	and	refinancing

SENSITIVITY ANALYSIS, 2019 Effect on profit/loss after  
financial items (SEK m)

Type of risk Change 2019 2018 Sensitivity

Pulp price USD 50/tonne 120 110 High

USD SEK 0.50/USD 65 65 High

Electricity prices SEK 0.20/kWh 30 30 High

Pulp wood prices SEK 20/m3 30 30 High

Interest rate risk 1 percentage point 4 4 Low

Refinancing Low

Credit risk Low

Sensitivity calculations for each type of risk do not take into account the fact that actual changes will also affect other items. 
The effects of hedging or fixed-price contracts, if any, have not been taken into account either.
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OPPORTUNITIES	AND	RISKS	–	OPERATIONAL

Pulp price risk means the risk of changes in pulp 
prices having a negative impact on the consoli-
dated income statement and balance sheet.

The pulp price is set in a global market and the 
price of Rottneros' products is dependent on 
how global demand for pulp products can be 
matched with the industry's production volume.

Variations in pulp price are seldom related to 
changes in Rottneros' costs and may thus  
generate major fluctuations in the result.

A high pulp price is positive for the result but 
may have a negative impact on potential sales 
volumes.

Digitisation, globalisation and increased trade 
reduce demand for certain types of pulp and 
effect structural changes in the industry. 
Demand for newsprint and printing paper is 
weakening while demand for tissue, board and 
specialty paper is strengthening.

The setting of prices in the pulp market is governed by international price levels that 
depend on demand and the global economy. Pulp price hedging is used when the price 
levels in long-term contracts are economically advantageous or when the market price is 
so low that further reductions may threaten the survival of the company. As a main rule, 
pulp prices are hedged in Swedish kronor.

Rottneros develops product segments that involve more added value and that can  
substitute mass products in the long term. The objective is to reduce dependency on  
the list price for market pulp and thereby mitigate fluctuations in profitability over a  
business cycle.

COMMENTS ON OUTCOME FOR 2019
In 2019, the world market price for NBSK pulp fell by 16 per cent. The Group had 
hedged 16,500 tonnes at an average price of SEK 9,586 per tonne, 3 per cent over 
the market price denominated in SEK per tonne. The realised result of these pulp price 
hedges in 2019 was SEK 10m. The Group had pulp hedging of 7,500 tonnes as of  
31 December 2019, with a due date between September 2020 at an average price of 
SEK 8,878 per tonne.

Rottneros has focussed on growth in product segments in which the company can add 
value through its knowledge and high-quality pulp, in order to manage structural change 
in the industry. The objective is to reduce dependency on the list price for market pulp 
and thereby mitigate fluctuations in profitability over a business cycle.

RISK AREA

Variations in pulp price Probability 4  Impact 5

RISK MANAGEMENT
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Structural change Probability: 5  Impact 2B
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Pulp wood supplies are crucial for a 
pulp producer. Rottneros does not have 
any forests of its own and is therefore 
dependent on an optimal flow of pulp wood 
to its pulp mills. Deliveries and customer 
relations would be in jeopardy if Rottneros 
were to be without pulp wood.

Price and price changes for pulp wood affect 
pulp producers. Higher prices for pulp wood 
have a negative impact on profit and Rottneros 
is unable to compensate for price increases on 
input goods.

Energy costs represent a substantial part of 
Rottneros’ manufacturing costs. Increased 
energy prices may lead to increased production 
costs and have a negative impact on the Group's 
operating profit.

The Group ensures that it has a good, long-term relationship with those stakeholders in 
the vicinity of each mill to safeguard access to pulp wood. The state-owned Sveaskog 
and the forestry owners' association Mellanskog are the largest suppliers. Rottneros  
normally signs agreements with major pulp wood suppliers for a period of between six 
and twenty-four months. The Group has its own company in Latvia for supplies of pulp 
wood and chips in order to increase flexibility. The goal is to carry an inventory of raw 
materials that is sufficient to cover two to three weeks of production.

COMMENTS ON OUTCOME FOR 2019
After a turbulent 2018 with a shortage of raw material and sharply rising prices, 2019 
was much more favourable. Availability of wood was adequate, prices fell from July 
onwards, and the proportion of wood that Rottneros imported returned to normal levels.   

The Group does not hedge against market price fluctuations, but long-term supply 
agreements provide some stability to prices. A price change of SEK 20 per m3 will affect 
the Group’s annual profit by approximately SEK 30m.

COMMENTS ON OUTCOME FOR 2019
Raw materials continued to be expensive in 2019. The year began with high prices as a 
result of lower availability of raw material in 2018 and high demand from industry. Prices 
fell in 2019, but the price level remained at a historically high level. The cost of raw mate-
rials for pulp production for the Group was SEK 846m (781) in 2019, which corresponds 
with 36 (35) per cent of net turnover. 

All external electricity for the mills is purchased directly via the Nord Pool electricity 
exchange. Electricity prices are quoted in EUR. A price change of SEK 0.10 per kWh will 
affect the Group’s annual profit by approximately SEK 30m, in the absence of any electricity 
price hedges. Future electricity prices are hedged in advance according to a set strategy to 
protect Rottneros' future electricity costs against major fluctuations and achieve a predict-
able electricity price. The Board of Directors approves hedging levels based on proposals 
from senior management. The Board also approves new financial counterparties.

COMMENTS ON OUTCOME FOR 2019
The average price level for electricity on the Nord Pool exchange (area SE3) amounted to 
SEK 0.41 (0.46) per kWh in 2019. Thanks to the high level of hedging, the higher elec-
tricity price only had a marginal effect on profit, while electricity consumption dropped by 
3 per cent during the year. The Group’s cost of electricity, adjusted for the hedging result, 
amounted to SEK 80m (92) in 2019. At the end of 2019, electricity prices were hedged 
as specified in the following table. The table shows the hedged proportion of forecasted 
consumption and the average hedged price in SEK/kWh.

Access to raw material

Raw material prices

Electricity prices

Probability: 3  Impact 4C1

C2

D

Probability: 3  Impact 4

Probability: 3  Impact 3

Year Proportion hedged, % SEK/kWh
2020 85 21.8
2021 74 26.1
2022 42 34.1
2023–2025 14 34.4
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A high dependency on a small number of 
major customers, industries or geographical 
markets may have a significant impact on 
revenue if a major customer or industry were 
to have problems.

In all, 99 (99) per cent of total outstanding 
accounts receivable were insured on 31 
December 2019. Historically, the Group has 
only incurred small credit losses. In 2019 the 
Group’s largest customer accounted for 7 (11) 
per cent of turnover.  

Rottneros has two large production facilities 
that conduct continuous production. Industrial 
injuries, machinery breakdowns, fires and other 
accidents may result in extended production 
shutdowns, damage to the facility and delivery 
problems.

Rottneros considers that the Group has a good diversification of commercial risk with 
around 200 customers, of which the ten largest together represent approximately  
40 per cent of turnover. Printing paper customers account for approximately 25 per cent of 
revenue, which in the long term may constitute too high a proportion considering the long-
term structural changes occurring in the market.

Geographically, the Rottneros Group is not dependent on the market in any particular 
country. Most of the Group’s turnover is generated in Europe, where Sweden, Norway, 
Germany and Italy represent the largest markets.

Credit risk is managed at a Group level. Credit risk arises through cash and cash equiva-
lents, derivative instruments and deposits at banks and financial institutions, and through 
credit exposures to customers. With few exceptions, business risk relating to accounts 
receivable is insured through credit insurance with a ten per cent excess.

COMMENTS ON OUTCOME FOR 2019
The Group has approximately 200 customers and the maximum credit risk on out-
standing accounts receivable amounted to SEK 30m (37) at the end of 2018 (10 per 
cent deductible + any uninsured receivables).

The management team conducts an annual review of the mills' maintenance needs for 
the coming years. This work includes identifying ongoing annual investments, invest-
ments in expansion and investments that aim to improve quality and safety.

The Rottneros Group holds annual maintenance shutdowns to ensure a high and even 
rate of production. Maintenance shutdowns are carefully planned to minimise downtime. 
In addition, preventive maintenance is carried out regularly. Rottneros insures all of its 
facilities against property damage and business interruption and also has relevant  
liability insurance.

The insurance companies conduct annual audits of the Group’s facilities and make  
recommendations for improvements and reduction of risks.

Despite significant investments in 2015-2018, Rottneros has a relatively low level of 
capital in fixed assets compared with the rest of the industry, which results in low depre-
ciation and a low capital cost. At the end of 2019, the Group’s property, plant and equip-
ment had a book value of SEK 1,198m (1,179). The replacement cost is much higher.

COMMENTS ON OUTCOME FOR 2019
In 2019, maintenance shutdowns were carried out during the third quarter at  
Rottneros Mill and during the fourth quarter at Vallvik Mill. Insurance is reviewed  
and procured annually. 

Customer structure and customer credit

Facilities

Probability: 1  Impact 2

Probability: 3  Impact 3
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Political decisions to change environmental legis-
lation may have a negative impact on production 
at the Group’s pulp mills, restrict access to raw 
timber, or change various support systems such 
as trade with emission allowances and electricity 
certificates

Rottneros' exposure to political risks is considered to be limited.

Rottneros runs its production in Sweden and sells most of its products to Sweden and 
the rest of Europe. These markets are stable democracies and the political risk of rapid 
changes to legislation, rules and regulations is relatively slight.

Rottneros considers that there is always a risk of political decisions that raise the price 
or limit Rottneros' opportunities to produce pulp in some way or another. However, the 
company considers this risk to be limited. Rottneros works to constantly improve the 
production process and the goal is that all investments in the mills will also benefit the 
environment.

Political decisions Probability: 2  Impact 2G

RISK AREA RISK MANAGEMENT

OPPORTUNITIES	AND	RISKS	–	OPERATIONAL
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Inadequate responsibility relating to 
sustainability issues could harm trust in the 
company and the brand, thereby having a 
negative impact on the company’s profitability.

To achieve sustainable profitability and value 
creation Rottneros must simultaneously 
create value for those stakeholders who are 
affected by the Group’s operations. See also the 
sustainability report on pages 40–55.

Rottneros’ activities have an impact on the 
environment, which may entail environmental 
restoration costs.

Extensive environmental legislation governs  
Rottneros’ operational area, and its activities 
require permits that need to be renewed  
periodically.

There is a risk of permits granted being 
exceeded, which may not only entail production 
restrictions or the need for investments, but also 
criminal penalties or the revocation of permits.

There is also a risk of environmental legislation 
being amended, which may affect Rottneros' 
activities. No such changes are known at the 
current time. See also the environment section 
on pages 52–55.

Rottneros shall run its business responsibly with respect to the external and internal envi-
ronment, society, our customers and suppliers, our shareholders and our employees. Trust 
in Rottneros as a responsible participant, supplier and employer strengthens our position in 
society and in the market, and promotes employee commitment. Rottneros communicates 
regularly with its stakeholders to maintain an open and positive relationship.

Rottneros endeavours to make its products better, both from a quality and efficiency  
perspective, by understanding the customers’ processes and product strategy. Environ-
mental, social and economic factors are crucial to this success.

The Group has a sustainability policy describing Rottneros’ responsibility regarding 
shareholders, customers, suppliers, environment, society, personnel and the work  
environment, and human rights, as well as anti-corruption and competition law.

The Group has a Code of Conduct describing how Rottneros and the Company’s 
employees act in relation to the surrounding world and towards each other. The Code of 
Conduct defines Rottneros’ social responsibility, ethical commitment and position 
in respect of gender equality and diversity issues, as well as the approach that Rottneros’ 
employees should adopt on issues of principle importance.

Employee well-being is an important part of Rottneros’ success. The Group takes 
responsibility towards employees by promoting good health, environment and safety in 
the workplaces Rottneros has a zero target regarding occupational injuries leading to 
sick leave.

COMMENTS ON OUTCOME FOR 2019
Rottneros continues to develop new areas of application for its products that contribute 
to more sustainable development in society. Rottneros Packaging started commercial 
production of recyclable and decomposable fibre trays in 2019. Through the EU innova-
tion project PULPACKTION, Rottneros Packaging is developing a completely bio-based 
packaging solution at a competitive price.

In 2019, 9 (6) accidents occurred that resulted in a total of 17 (96) sick days.

Good management of environmental issues represents a fundamental and important 
issue for the Board of Directors and corporate management, for which reason ongoing 
debriefing takes place monthly, half-yearly and annually. Both of the Group's mills have 
environmental management systems and are certified according to ISO 14001. The envi-
ronmental management system includes well-established routines for follow-up, taking 
samples and dealing with deviations.

The Group has a continuous sampling system with alarm functions linked to the mills' 
control systems to detect and prevent any infringements of applicable provisions and 
requirements. Random manual samples are taken in addition to this.

According to the Group's policy, all employees in relevant positions must have the nec-
essary expertise in the environmental field. Senior environmental staff within the Group 
undertake continuous professional training. Ongoing communications take place with 
county administrative boards and municipal authorities. Compliance consultation meet-
ings are to be held with the county administrative board four times a year, to which the 
municipal authority will also be invited to attend.

COMMENTS ON OUTCOME FOR 2019
Efforts to further reduce emissions to air and water continued in 2019. In 2018 Vallvik 
Mill invested about SEK 70m in a weak gas system to reduce the emission of sulphur into 
the atmosphere. The facility has been fine tuned and now functions according to plan. 

Rottneros Mill continued to work with equipment commissioned in 2018, primarily a 
biomass boiler and equipment for biological purification of process water. An anaerobic 
step is included in the biological water treatment process that causes methane gas to be 
formed as a by-product. In 2020 the mill is investing SEK 15m in a methane gas burner 
as part of the initiative to achieve the target of fossil-free production.
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Financial risk areas

Currency risk means that currency rate changes 
may have a negative impact on the Group’s 
future results, cash flows and values of assets 
and liabilities.

Transaction exposure is the risk of exchange rate 
fluctuations in export revenue and import costs 
having a negative impact on operating profit.

Interest rate risk comprises the exposure of the 
Group’s financial assets and financial liabilities 
with a variable interest rate.

The following describes the Rottneros Group's policies for managing 
financial risks. Financial risks and other arrangements are described in 
Note 7 of the Annual Report. The factors that have the greatest impact 
on the Group's result are associated with the price of pulp in USD, 
exchange rates and pulp wood and electricity prices.

Financial risk is managed at a Group level in accordance with guidelines 
defined in the Group's Financial Policy and approved annually by the 
Board of Directors. The Board of Directors makes decisions on overall 

mandates and limits for restricting the Group's financial risk exposures 
and also makes decisions on all long-term financing. The Board of 
Directors approves hedging levels based on proposals from senior man-
agement. The management continually assesses whether factors such 
as the USD exchange rate, pulp price or electricity price present attrac-
tive opportunities for strategic hedging. Financial hedging instruments 
are not used speculatively, but solely to hedge transactions and costings 
in accordance with the approved financial policy.

Rottneros’ pulp mills and assets are 99 per cent in Sweden and other than the currency 
risk related to operating transactions, balance exposure is very low.

Most invoices are issued in USD, EUR and SEK. The Rottneros Group's assets and 
liabilities are valued in SEK. The central finance function is responsible for proactively 
monitoring and managing the Group’s exchange rate exposure and ensuring that actual 
risk exposure is identified and managed. 

COMMENTS ON OUTCOME FOR 2019
The underlying exposure to USD is high, while the direct inflow of USD corresponds 
to approximately 48 per cent and in EUR approximately 37 per cent of turnover. At the 
same time, the Group has expenses denominated in EUR that reduce exposure. As of  
31 December 2019 the Group had no currency hedges.

Between 2009 and 2016, Rottneros had a low level of borrowing. In August 2017,  
Rottneros issued a bond of SEK 400m. The Group's borrowing is presented in Note 20 
of the Annual Report. Interest rate risk relates primarily to the variable interest rate of the 
bond and the return on cash and cash equivalents.

COMMENTS ON OUTCOME FOR 2019
The bond of SEK 400m that Rottneros issued in August 2017 has a maturity of five 
years and bears variable interest. A change of one percentage point in the interest rate 
will affect the Group’s annual profit by SEK 4m.Cash and cash equivalents amounted  
to SEK 376m (238) as of 31 December 2019. The interest income on cash and cash 
equivalents is negligible. 

Currency – Balance exposure

Currency – Transaction exposure

Interest

Probability: 4  Impact 1

Probability: 4  Impact 4

Probability: 2  Impact 1
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RISK AREA RISK MANAGEMENT

There is a risk that Rottneros may not have 
sufficient liquid assets to pay for running costs, 
or the Group not being granted credit.

The financing risk shall be minimised as far as possible by the due dates for loans and 
other credit facilities being well-diversified and evenly spread over time. Outstand-
ing credit facilities shall be refinanced no later than three months before they fall due. 
The Group’s objective is for liquidity reserves to amount to at least ten per cent of the 
Group’s 12-month rolling turnover and be available within 30 days. The Group continu-
ously produces liquidity forecasts.

Rottneros' credit agreements are considered to be sufficient for normal operating and 
investment cash flow for the next few years. Both the liquidity and refinancing risks are 
therefore considered to be low at this time.

The Group shall maintain an optimal capital structure to keep capital costs down while 
ensuring that it is able to continue its activities.

The Group may take on new debt, change the dividend paid to shareholders, repay 
capital to shareholders, issue new shares or sell assets to reduce its debts in order to 
maintain or adjust its capital structure. The Group assesses its capital on the basis of its 
debt/equity ratio. This key ratio is defined as net debt/cash as a percentage of share-
holders’ equity.

COMMENTS ON OUTCOME FOR 2019
In August 2017, Rottneros AB issued an unsecured bond of SEK 400m with a maturity 
of 5 years to primarily Nordic institutional investors. The bond bears variable interest 
of STIBOR 3m + 4.15 per cent and must be repaid in September 2022. The bond has 
a framework amount of SEK 600m, which allows for an additional bond issue of SEK 
200m. The bond is listed on Nasdaq Stockholm. The bond terms contain standard cov-
enants in the form of net debt to EBITDA of a maximum of 3.5, minimum equity/assets 
ratio of 50 per cent, and a maximum dividend of 50 per cent of the previous year’s 
net income. In 2019 the company paid an extra dividend that caused the dividend to 
exceed the covenant. The company received approval from the bondholders prior to 
this deviation. Otherwise the covenants were fulfilled on the balance sheet date.

Granted and unused credit facilities amounted to SEK 182 million at the end of the 
year. The Group's liquidity reserve at the end of 2019 amounted to 23 per cent (19) of 
turnover and the target is “at least 10 per cent”.

Group net loans receivable for 2019 amounted to SEK 35 million (157). The Group's 
debt/equity ratio amounted to 3 per cent (11) at the end of 2019.

Liquidity and refinancing Probability: 2  Impact 4M
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