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Main takeaways:

(i) Paper and packaging volume growing, due to the positive seasonality entering

the semester, despite scheduled maintenance in cardboard; (ii) Kraftliner

continues to suffer in price, with new corrections due to the international scenario;

(iii) Pulp business division clocking in at with strong sales volume, after

operational improvements in the stoppage made at Puma I in the previous

quarter; (iv) By operating with a delay vs. commodity curve, and due to Europe

having a slower fall, the realized price of pulp falls more strongly, but with better

prospects for the future; (v) flat EBITDA q/q; (vi) Weak bottom line, after negative

exchange rate variations affecting the financial result; (vii) 12M Target Price

maintained at R$26.50, BUY rated, with an upside of +19.64%.
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Klabin reported its 3Q23 results today. Operating figures came in line

expectations, as the paper business division showed a sequential recovery,

while the pulp business continues to shrink. The net income level was lower

than expected, mainly due to the revision in biological assets (a non-operational

indicator) and the financial expenses, as we are seen an upper leverage (3,2x Net

Debt/EBITDA LTM), mainly because EBITDA LTM is contracting as well.

Although we had already expected a drop in biological assets, as we commented in

our preview report (Klabin 3Q23 Preview), the retraction was even more intense

than we had projected, causing net income to slow down to R$258mn (-67% vs.

Genial Est.). Even so, operationally the company showed resilience, with adjusted

EBITDA clocked in at R$1.3bn (-1.7% vs. Genial Est.), basically flat compared to last

quarter, and in line with our estimate.
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lucas.bonventi@genial.com.vc

Table 1. Shipments Summary (3Q23 vs. Genial Est.)

Soure: Genial Investimentos, Klabin
Table 2. Income Statement Summary (3Q23 vs. Genial Est.)

Soure: Genial Investimentos, Klabin

(Thousand Tonnes - kt) Reported Genial Est.

Summary (Shipments) 3Q23 3Q23E % R/E 2Q23 % q/q 3Q22 % y/y

Kraftliner 102 106,1 -3,8% 97,8 4,4% 141 -27,7%

Cardboard 166 166,2 -0,3% 170,0 -2,5% 183 -9,2%

Corrugated boxes 226 228,8 -1,0% 216,2 4,8% 237 -4,4%

Sack Kraft 36 36,3 -1,2% 36,0 -0,4% 40 -9,2%

BHKP Pulp 315 294,3 7,0% 244,1 29,0% 295 6,6%

BSKP + Fluff Pulp 111 116,3 -4,5% 90,3 23,0% 116 -4,2%

(R$ millions) Reported Genial Est.

Income Statement 3Q23 3Q23E % R/E 2Q23 % q/q 3Q22 % y/y

Net Revenue 4.400 4.485 -1,9% 4.293 2,5% 2.230 97,3%

Adjusted EBITDA 1.352 1.375 -1,7% 1.344 0,6% 2.311 -41,5%

Net Income 258 802 -67,8% 971 -73,4% 2.053 -87,4%

https://media-genial-analisa.genialinvestimentos.com.br/wp-content/uploads/2023/10/23065820/Genial_KLBN11_3Q23_Preview-1.pdf?_gl=1*v2cts4*_ga*MjA1NTI4MzgzOC4xNjU0MTE3OTc1*_ga_DR4FNHVLYD*MTY5ODI3NjA0MS42MDguMS4xNjk4Mjc3MTIxLjAuMC4w*_ga_LGX9B0ZD5L*MTY5ODI3NjA0Mi43MzMuMS4xNjk4Mjc3MTIwLjU3LjAuMA..
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Klabin's lack of more expressive growth in 3Q23 should not be seen as a necessarily

bad news, since we believe that Suzano, its main peer in Brazil in terms of

investors' capital allocation, will report results with a strong slowdown. Klabin's

stable results seem better to us than a sharp drop, which is exactly what we expect

to happen with Suzano in 3Q23. It's important to note that the sector's conditions

are challenging. As we have been mentioning since the publication of the report

that marked our assuming coverage in the sector, which is attached (Pulp & Paper:

Assuming Coverage), we believe that Klabin's operating performance would be

superior to Suzano's in the short term, due to our preference for the paper

business over direct pulp market sales, exactly the main difference between the

two investment theses.

Valuation and rating. For us, Klabin's 3Q23 came with a sequentially positive

result for the paper business unit (~65% of revenue in the historical average), with a

recovery in packaging sales, and with prospects for better pulp prices going

forward, despite the weak performance in this quarter for this business division

(~35% of revenue in the historical average). We like the figures presented, despite

the weak net income. Investors should pay attention to the volatility of the

biological assets data. Trading at a 24E EV/EBITDA of 6.8x (vs. a historical average

of 7.0x), we maintain our BUY rating, with a 12M Target Price of R$26.50, which

implies an upside of +19.64%.

Straight to the point…

Stronger volume for pulp, while paper and packaging benefit from seasonality.

With pulp shipments at 425kt (+3.7% vs. Genial Est.), the maintenance of Puma I

during the past quarter has helped with efficiency and the orders’ accumulation to

be shipped now for 3Q23. At the same time, paper and packaging are beginning to

recover volume as a result of the positive seasonality of 2Hs, although the situation

is still somewhat challenging. Corrugated boxes volume was reported at 226kt (-

1.0% vs. Genial Est.), up +4.8% q/q (despite the -4.4% y/y drop).

Pulp prices still in correction stages, but with better prospects looking ahead.

Due to the strong relationship with the commodity curve in Europe, which is

characteristic of Klabin's shipments, the realized price of both types of pulp (BHKP

and BSKP) fell again in 3Q23. Hardwood (BHKP) clocked in at US$530/t (-2.9% vs.

Genial Est.), down -18.4% q/q, while BSKP + Fluff came in worse than expected at

US$940/t (-10.1% vs. Genial Est.), down -17.4% q/q. Even so, the new outlook for

4Q23 and 2024 is more optimistic, as we commented in our preview report.

In addition, we didn't see any major movements in paper prices in 3Q23, with most

segments showing stability apart from kraftliner, which was reported at R$3,400/t (-

9.4% vs. Est. Genial), a drop of -14.8% q/q and -35.2% y/y. The international

environment continues to be challenging, in which the increase in US exports

unbalances international supply and demand.

COGS/t inc. stoppages downtrend q/q. COGS including maintenance stoppages

was R$1,520/t (-20.2% q/q; +7.3% y/y). Factors that helped the double-digit

sequential reduction were: (i) shrinking wood costs, which surprised us. In addition

to this factor, we observed the (ii) Monte Alegre stoppage, with a shorter number of

days with suspended production and maintenance costs compared to Puma I,

which was carried out last quarter, as we had expected.
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https://media-genial-analisa.genialinvestimentos.com.br/wp-content/uploads/2023/07/28132617/Genial_Pulp-Paper_IOC_Growth_or_Value.pdf?_gl=1*6wkbi*_ga*MjA1NTI4MzgzOC4xNjU0MTE3OTc1*_ga_LGX9B0ZD5L*MTY5ODI4MjM2MS43MzQuMS4xNjk4MjgyNjA5LjYwLjAuMA..*_ga_DR4FNHVLYD*MTY5ODI4MjM2MS42MDkuMS4xNjk4MjgyNjA5LjAuMC4w
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Flat EBITDA q/q, with net income missing estimates. The 3Q23 result came with

a slight increase of +2.5% q/q in net revenue, reaching R$4.4bn (-1.9% vs. Genial

Est.). Exactly as we expected, EBITDA clocked in at R$1.3bn (+0.6% q/q; -41.5% y/y),

stable on a sequential basis. Even so, some factors such as more negative net

foreign exchange variations than expected and the variation in biological assets led

net income to R$258mn (-73.4% q/q; -87.4%), well below our estimates.

In detail!

Kraftliner sales recovering, but prices in free fall. Although the weak market

dynamics of kraftliner indicate new production stops going ahead, 3Q23 volume

stood at 102kt (+4.4% q/q; -27.7% y/y), in line with our expectations of a sequential

improvement in the short term, due to the ramp-up of MP28, which is starting with

containerboard production, with a small conversion of cardboard boxes in the

short term.

We believe that the price situation for kraftliner is still very weak, due to a

challenging international environment, in which the increase in US exports ends up

unbalancing international supply and demand, bringing realized prices to R$3,400/t

(-9.4% vs. Genial Est.), down -14.8% q/q and -35.2% y/y.

Lower volumes of paperboard due to the scheduled maintenance stoppage.

Scheduled to last 11 days, the stoppage at Monte Alegre (PR) took place in 3Q23

and was partially offset by the start of the MP28 ramp-up, resulting in a sales

volume of 165kt (+0.6% vs. Genial Est.), down slightly by -2.5% q/q and -9.2% y/y.

After the adjustments that are mostly applied in Q1, with some leftover for Q2, we

didn't notice anything new in the sequential realization of prices in 3Q23, which

continued to be stable at ~R$5,500/t (-1.7% vs. Genial Est.).

Corrugated boxes entering positive seasonality, but with difficulties in

continuing to pass on prices. With the seasonal increase in volume in 2H, in

preparation for the holiday season, sales of corrugated paper were reported at

226kt (+1.3% vs. Genial Est.), with an increase of +4.6% q/q. As we said in our

preview report, which is generally correlated with inflation and GDP and is

constantly adjusted in price, corrugated boxes segment has found it difficult to

maintain these periodic adjustments, causing a marginal price retraction to

R$5,850/t (-0.8% vs. Genial Est.), down -1.1% q/q; and a mild rise of +1.8% y/y.

Industrial bags with a drop in exports, but with a focus on added value. The

volume of industrial bags was 35.9kt (-1.2% vs. Genial Est.), basically flat

sequentially and a slightly larger drop on yearly basis, of -9.2% y/y. As a factor, we

highlight the decrease in exports to Latin America, but this has been reflected in an

improvement in the product mix, moving away from cement and towards multiple

uses, such as feed sacks, coffee, flour and others. As a result, the realized price was

R$8,900/t (-1.6% q/q; +13.8% y/y), in line with our expectations.

Pulp in strong volume, above expectations. Our expectation was that pulp

shipments would surpass the quarterly production capacity of ~400kt, and indeed

occurred. Klabin shipments clocked in at 425k (+3.7% vs. Genial Est.). The increase

in volume was mainly due to an improvement in demand in Asia, along with greater

efficiency at the Puma I unit, following scheduled maintenance stoppages.
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Prices continued downtrend movement, but with positive expectations going

forward. Both fibers saw a further retraction in price realization, with BHKP

reaching US$530/t in 3Q23 (-2.9% vs. Genial Est.), falling -18.4% q/q. BSKP + Fluff

stood at US$940/t (-10.1% vs. Genial Est.), down -17.4% q/q.

Revenue growing marginally. With consolidated revenues reported at R$4.4bn (-

1.9% vs. Genial Est.), the top line showed a slight growth of +2.5% q/q, with an

improvement in the paper and packaging businesses (+4.2% q/q paper and +6.7%

q/q packaging), although pulp fell (-3.7% q/q).

COGS/t ex. stoppages rises sequentially, according to estimates. Although the

cost of wood, which represents a large part of its cash cost (~50% in the current

quarter), fell by -8.9% q/q, the non-stop cost hit R$1,417/t (+0.3% vs. Genial Est.),

after an increase in all other parts, such as (i) chemicals, (ii) services and (iii) fuel.

Accounting for downtime costs, we see maintenance at the Monte Alegre plant with

a negative impact of R$103/t (-0.1% vs. Genial Est.), down on 2Q23, due to the more

relevant maintenance at Puma I, consolidating a total cash cost of R$1,520/t (-

20.2% q/q; +7.3% y/y).

Flat EBITDA, with different dynamics between the units. The pulp business

division brought in an EBITDA of R$439mn (-10.8% vs. Genial Est.), coming in worse

than our projection in the face of lower-than-expected realized prices. Even so, the

segment posted a performance of +12.9% q/q, with shipments being the driver

behind the number on a sequential basis, as expected. As for the paper and

packaging division, EBITDA was R$913mn (+3.4% vs. Genial Est.), down -4.5% q/q

and -17.2% y/y. Combining the two units, Klabin reported consolidated EBITDA of

R$1.3bn in 3Q23 (+0.6% q/q; -41.5% y/y), in line with expectations.
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Table 3. Net Revenue Klabin (3Q23 vs. Genial Est.)

Soure: Genial Investimentos, Klabin

October 25 of 2023
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2Q23 3Q23E 2Q23 3Q22

(R$ Millions) Reported Genial Est. % R/E Reported % q/q Reported % y/y

Net Revenue 4.400 4.485 -1,9% 4.293 4,5% 5.488 -18,3%

Paper 1.288 1.326 -2,8% 1.338 -0,9% 1.679 -21,0%

Packaging 1.676 1.687 -0,7% 1.608 4,9% 1.674 0,8%

Pulp 1.355 1.393 -2,7% 1.270 9,7% 2.016 -30,9%

Wood 90 25 255,5% 38 -32,8% 50 -49,3%

Others -9 54 -116,7% 39 38,4% 69 -21,7%

Table 4. EBITDA Klabin (3Q23 vs. Genial Est.)

Soure: Genial Investimentos, Klabin

2Q23 3Q23E 2Q23 3Q22

(R$ Millions) Reported Genial Est. % R/E Reported % q/q Reported % y/y

Adjusted EBITDA 1.352 1.375 -1,7% 1.344 2,3% 2.311 -40,5%

Paper & Packaging 913 883 3,4% 956 -7,6% 1.103 -20,0%

Pulp 439 492 -10,8% 389 26,6% 1.208 -59,3%
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Net income below estimates. With negative exchange rate variations impacting

the financial result, the level of net income fell short of our forecasts, mainly due to

a readjustment in biological assets, an indicator outside the operational scope, and

excluded from adjusted EBITDA. Although a downtrend in biological assets

variation had been projected by us, the fall was more intensified than our

estimates, taking net income to R$258mn (-73.4% q/q; -87.4% y/y), a sharp drop of -

67% vs. Genial Est.

Our Take on Klabin

The scenario of volatility on the macro level continues, with both the

paper/packaging and pulp units suffering in the still challenging environment. Even

so, we see the paper and packaging business unit's distance itself from the pulp

segment, which has a much more commoditized bias. Therefore, the results are

more resilient and less volatile, which seems to us a good thing in this kind of

environment. Even with the MP28 ramp-up taking place, the cost of wood fell

sharply in 3Q23, but this was offset by the rise in other components, resulting in a

non-stop cash cost that is still on the rise.

Perfect is the enemy of good. With EBITDA going flat, the company didn't deliver

representative operational growth in 3Q23. However, our view is that stability at

this challenging time shouldn't be seen as a bad thing, quite the opposite. We still

have a very negative outlook for non-integrated producers in the very short-term,

such as Suzano in 3Q23.

Looking ahead, we expect improved results from both Klabin units, but with

different dynamics. For pulp, the design of the commodity curve points to price

adjustments between 4Q23 and 2024, after a complicated year-start in this regard.

On the other hand, the MP28 ramp-up should continue to deliver a increase on

paperboard, which, as well helps as being more resilient in price dynamics, as

practically all of its volume already contracted at defined prices, better than the

total realized today, which is still heavily influenced by kraftliner. Therefore, trading

at an EV/EBITDA 24E of 6.8x (vs. a historical average of 7.0x), we maintain our BUY

rating, with a 12M Target Price of R$26.50, which implies an upside of +19.64%.
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Table 5. Income Statement (3Q23 vs. Genial Est.)

October 25 of 2023
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2Q23 3Q23E 2Q23 3Q22

(R$ Millions) Reported Genial Est. % R/E Reported % q/q Reported % y/y

Net Revenue 4.400 4.485 -1,9% 4.293 4,5% 5.488 -18,3%

COGS (3.240) (3.207) 1,0% (3.124) 2,7% (3.169) 1,2%

Adjusted EBITDA 1.352 1.375 -1,7% 1.344 2,3% 2.311 -40,5%

EBITDA Margin (%) 30,7% 30,7% 0,07p.p 31,3% -0,66p.p 42,1% -11,45p.p

EBIT 631 990 -36,3% 1.125 -12,0% 2.474 -60,0%

EBIT Margin (%) 14,3% 22,1% -7,74p.p 26,2% -4,13p.p 45,1% -23p.p

D&A (869) (762) 14,0% (794) -4,0% (792) -3,7%

Financial Result (325) 65 -601,6% 156 -58,5% 319 -79,7%

Net Income 258 802 -67,8% 971 -17,4% 2.053 -60,9%

Net Margin (%) 5,9% 17,9% -12,02p.p 22,6% -4,73p.p 37,4% -19,52p.p
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Figure 1. Klabin – Income Statement in R$ Millions (Genial Est. 2023-2028)

Figure 2. Klabin– Cash Flow in R$ Millions (Genial Est. 2023-2028)
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currency, changes in exchange rates may adversely affect the price or value of, or the income derived from the

financial instrument, and the reader of this report assumes all foreign exchange risks. Income from financial

instruments may vary, and therefore their price or value may rise or fall, either directly or indirectly. The

information, opinions and recommendations contained in this report do not constitute and should not be

interpreted as a promise or guarantee of a particular return on any investment. Past performance does not

necessarily indicate future results, and no representation or warranty, express or implied, is made herein

regarding future performance. Therefore, GENIAL INSTITUTIONAL CCTVM, its affiliated companies, and the

analysts involved in this report take no responsibility for any direct, indirect or consequential loss resulting from

the use of the information contained in this report, and anyone using this report undertakes to irrevocably

indemnify GENIAL INSTITUTIONAL CCTVM and its affiliates from any claims and demands.

(iv) Prices in this report are believed to be reliable as of the date on which this report was issued and are derived from

one or more of the following: (i) sources as expressly specified alongside the relevant data; (ii) the quoted price on

the main regulated market for the security in question; (iii) other public sources believed to be reliable; or (iv)

GENIAL INSTITUTIONAL CCTVM’s proprietary data or data available to GENIAL INSTITUTIONAL CCTVM.
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(v) No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or

reliability of the information contained herein, except with respect to information concerning GENIAL

INSTITUTIONAL CCTVM, its subsidiaries and affiliates. In all cases, investors should conduct their own

investigation and analysis of such information before taking or omitting to take any action in relation to securities

or markets that are analyzed in this report.

(vi)GENIAL INSTITUTIONAL CCTVM makes no representations herein that investors will obtain profits. GENIAL

INSTITUTIONAL CCTVM will not share with investors any investment profits nor accept any liability for any

investment losses. Investments involve risks and investors should exercise prudence in making their investment

decisions. GENIAL INSTITUTIONAL CCTVM accepts no fiduciary duties on behalf of recipients of this report and in

communicating this report is not acting in a fiduciary capacity. This report is not to be relied upon in substitution

for the exercise of recipient’s independent judgment. Opinions, estimates, and projections expressed herein

constitute the current judgment of the analyst responsible for the substance of this report as of the date on which

the report was issued and are therefore subject to change without notice and may differ or be contrary to opinions

expressed by other business areas or groups of GENIAL INSTITUTIONAL CCTVM as a result of using different

assumptions and criteria. The information, opinions and recommendations contained in this report do not

constitute and should not be interpreted as a promise or guarantee of a particular return on any investment.

(vii)Because the personal views of analysts may differ from one another, GENIAL INSTITUTIONAL CCTVM, its

subsidiaries and affiliates may have issued or may issue reports that are inconsistent with, and/or reach different

conclusions from, the information presented herein. Any such opinions, estimates, and projections must not be

construed as a representation that the matters referred to therein will occur. Prices and availability of financial

instruments are indicative only and subject to change without notice. Income from financial instruments may

vary, and therefore their price or value may rise or fall, either directly or indirectly.

(viii)This document may not be: (a) photocopied or duplicated in any manner, in whole or in part, and/or (b)

distributed without GENIAL INSTITUTIONAL CCTVM’s prior written consent. GENIAL INSTITUTIONAL CCTVM

accepts no liability whatsoever for the actions of third parties in this respect.

(ix)Neither GENIAL INSTITUTIONAL CCTVM nor any of its affiliates, nor any of their respective directors, employees or

agents, accepts any liability for any loss or damage arising out of the use of all or any part of this report.

(x) GENIAL INSTITUTIONAL CCTVM (or its affiliates, officers, directors or employees) may, to the extent permitted by

law, have acted upon or used the information herein contained before the publication of this report and may have

a position in securities issued by the companies mentioned herein and may make a market or act as a principal in

any transactions in any such securities. Genial Institutional may from time to time perform investment banking or

other services to, or solicit investment banking or other business from, the companies mentioned herein.
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4. IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by Genial Institutional CCTVM, a company authorized to engage in securities

activities in Brazil. Genial Institutional CCTVM is not a registered broker-dealer in the United States and, therefore, is

not subject to U.S. rules regarding the preparation of research reports and the independence of research analysts.

This research report is provided for distribution to “major U.S. institutional investors” in reliance on the exemption

from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”)

and is not being provided pursuant to a soft-dollar arrangement.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial

instruments based on the information provided in this research report should do so only through Brasil Plural

Securities LLC, a registered broker dealer in the United States with an office at 545 Madison Ave., New York, NY 10022,

(212) 897-3737. Under no circumstances should any recipient of this research report effect any transaction to buy or

sell securities or related financial instruments through Genial Institutional CCTVM.

Brasil Plural Securities LLC accepts responsibility for the contents of this research report, subject to the terms set out

below, to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the

Financial Industry Regulatory Authority (“FINRA”) and may not be an associated person of Brasil Plural Securities LLC

and, therefore, may not be subject to applicable restrictions under FINRA Rules on communications with a subject

company, public appearances and trading securities held by a research analyst account.

The disclosures contained in research reports produced by GENIAL INSTITUTIONAL CCTVM and distributed by Brasil

Plural Securities LLC in the U.S. shall be governed by and construed in accordance with U.S. law. This report may not

be reproduced or redistributed to any other person, in whole or in part, for any purpose, without the prior written

consent of GENIAL INSTITUTIONAL CCTVM. Additional information relative to the financial instruments discussed in

this report is available upon request.

UK Disclaimer:

(i) This document is STRICTLY CONFIDENTIAL to the recipient, may not be distributed to the press or other media and

may not be reproduced in any form. this document is directed only at persons who are “INVESTMENT

PROFESSIONALS” falling within article 19(5) of the FSMA 2000 (FINANCIAL PROMOTION) ORDER 2005, or HIGH NET

WORTH BODIES falling within ARTICLE 49(2) of that order (together THE “RELEVANT PERSONS”). This document must

not be acted on or relied on by persons who are not RELEVANT PERSONS.

(ii) The distribution of this document in other jurisdictions may be restricted by law and persons into whose

possession this document comes should inform themselves about, and observe, any such restrictions. Any failure to

comply with these restrictions may constitute a violation of the laws of any such other jurisdiction.

Copyright 2023 GENIAL GENIAL INSTITUTIONAL CCTVM
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