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Investor Day 2023: Sunrise on a cloudy day

 

 

Analysts(i) How Suzano intends to maintain its "best-in-class" position in pulp; (ii) Cerrado

Project as one of the main points for this maintenance; (iii) BHKP continues to be

the leader among fibers, with positive prospects for demand ahead; (iv) In the

short term, demand is returning to normalized levels, both in Asia and Europe; (v)

Internationalization and advancement in the paper chain should be the drivers of

Suzano's growth; (vi) Clearly, the news about price increases has made some

investors more excited, and Suzano's shares have risen over the past 3M. However,

we are still very reticent about the effects of these price increases on incremental

demand for pulp, and price increases alone will not solve the medium-term

oversupply; (vii) We reiterate our NEUTRAL rating, with a 12M Target Price of

R$60.00 and an upside of +15.45%.
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Suzano held its Investor Day 2023 on Friday, October 27th. During the event,

management shared some visions and strategies for the development of the thesis

in the long term, such as the Cerrado Project, but also the supply and demand

situation in the short term.

As the event took place shortly after the results, we've only written about the

highlights here. We also strongly recommend that you read our report on the 3Q23

results, where we go into much more detail about our opinion of Suzano's

momentum. The link to this report is attached. (3Q23 Review: The certainty of an

uncertain result).

Straight to the point...

Always striving to be the "best-in-class" in pulp. Focusing its efforts on

operational improvements, Suzano has constantly invested in improving its

biological asset base, which has a direct impact on its costs. Going from a forest

with a eucalyptus planted area of 1.37Mha in 2021 to 1.67Mha 2024E, a growth of

over +20% in 3 years. Productivity has also kept pace with the development of the

planted area, driven by the best silvicultural practices according to micro-regional

characteristics, and the combination of clones with environmental mapping.

We understand that the negative situation for wood, in which the entire sector

suffers from a short supply, has been partially avoided by Suzano. Locally, the

company said that demand for biomass has been increasing. We believe that this

leads to competition for the use of the same wood, while rising planting costs and

climatic uncertainties about losses in some regions limit the growth of the

eucalyptus plantation area.
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Cerrado Project as a key point in maintaining competitive advantages. The

continued pursuit of the "best-in-class" title is further reinforced by the Cerrado

Project, which adds +2.55Mtpa capacity with (i) an average structural radius of

65km (vs. ~200km for Suzano today) and (ii) an already established forest base on

flat terrain favorable for mechanized planting.

Start-up should be in Jun/24, with a learning curve for ramp-up expected in 9

months, leaving an estimated volume of ~700kt in 2024, and ~2Mt for the first 12

months of its operation. Currently, physical progress is already at 78%, while

financial progress is at 68%, with CAPEX of R$2.6bn still to be disbursed this year

and R$5.1bn for 2024 onwards.

Fiber-to-fiber transition continues to be a growth driver for BHKP. Throughout

2023, we have had major capacity closures in BSKP, which so far have more than

offset new additions, for a consolidated net of -0.7Mtpa. Due to the advanced

technical age of the global BSKP industry's assets, added to the uncertainty of

wood availability and the larger price gap vs. BHKP, BSKP continues to lose

competitiveness and market share among the fibers, increasing the relevance of

BHKP, which has already gone up to 61% of total demand between the two fibers in

2022 vs. 53% in 2010.

In addition, BHKP supply restrictions help balance volume with demand, with

unscheduled maintenance continuing to take place, reaching 1.4Mt so far in 2023

(vs. 1.3Mt in 2022 full year).

Demand from non-integrated producers is improving. According to the

company's management, demand for pulp is improving in both Asia and Europe,

with orders at similar levels to last year. Confirming this, paper and packaging

production from the same players has been strong, with exports increasing.

Internationalization and advancement in the production chain are still on the

agenda. After announcing three new investments, namely: (i) the construction of a

tissue and toilet paper converting plant; (ii) a new biomass boiler to replace the

current one, and (iii) the production of fluff pulp from eucalyptus wood (Eucafluff),

Suzano has made clear its intention and capacity to seek out new markets.

For this reason, it is necessary for Suzano to maintain its innovative footprint for

new technologies, along with capacity expansions, whether organic or inorganic.

Given the importance that the company already has in the local market, one of the

main avenues for growth going forward is internationalization, reaching new

markets and advancing in the production chain for paper and packaging. We

describe in more detail each expansion project announced in our latest report, in

the “Our Take” chapter, which is (3Q23 Review: The certainty of an uncertain

result).
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Our Take on Suzano

Although some of the points made by management may bring some improvement

in the short term for the pulp business, the long-term fundamentals remain

practically unchanged. In other words, some large capacity addition projects

should unbalance supply and demand for a few years, making it difficult for Suzano

to realize future prices.

Sunrise on a cloudy day. After the BHKP curve bottomed out at ~US$480/t, we saw

a big shift towards market pulp, even from some integrated players, which favored

price increases in the following months, peaking up to current level of ~US$580/t,

with the possibility of further improve to US$630/t in 2024, with the new

adjustment of +US$50/t announced.

Even so, in the event of further increases, we expect to see the opposite movement,

with non-integrated producers opening up capacity, which could have the effect of

making production cheaper for paper producers than the spot price on the curve

and downshifting the situation, further reducing demand. Clearly, the news about

price pass-thoughts has made some investors more excited, and Suzano's stock

have risen over the last 3 months. However, we are still very skeptical about the

effects of these adjustments on incremental demand for pulp, and by themselves,

the price increases don't solve the medium-term oversupply either.

So, there are more components to be studied in the coming months. Just because

the "worst is over" feeling is in the air doesn't mean that the next results will be

satisfactory and that all the uncertainties have been eliminated. The positive news

feels more like the sun rising on a cloudy day. As the shares have appreciated in

recent months, we prefer to keep our 12M Target Price unchanged at R$60.00,

and reiterate our NEUTRAL rating, leaving the shares with an upside of +15.45%.
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Appendix: Suzano 
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Figure 1. Suzano – Income Statement in R$ Millions (Genial Est. 2023-2028)

Figure 2. Suzano– Cash Flow in R$ Millions (Genial Est. 2023-2028)
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Income Statement 2023E 2024E 2025E 2026E 2027E 2028E

Net Revenue 38.195 40.241 47.198 49.792 50.805 51.017

(-) COGS (24.208) (26.411) (29.309) (29.481) (29.308) (29.431)

Gross Profit 13.987 13.830 17.888 20.310 21.497 21.586

(-) Expenses (3.944) (4.138) (4.691) (4.823) (4.909) (4.929)

Adjusted EBITDA 18.784 18.702 22.500 24.706 25.646 25.562

(-) D&A (7.557) (9.010) (9.303) (9.218) (9.058) (8.905)

EBIT 11.227 9.692 13.197 15.488 16.588 16.657

(+/-) Financial Result 2.600 (7.656) (4.106) (4.960) (3.116) (1.918)

(-) Taxes (3.880) (513) (2.292) (2.655) (3.397) (3.716)

Net income 9.948 1.523 6.799 7.873 10.075 11.022

Profitability

  Net margin (%) 26,04% 3,78% 14,41% 15,81% 19,83% 21,61%

Cash Flow (FCFF) 2023E 2024E 2025E 2026E 2027E 2028E

Net Revenue 38.195 40.241 47.198 49.792 50.805 51.017

(-) COGS (24.208) (26.411) (29.309) (29.481) (29.308) (29.431)

Adjusted EBITDA 18.784 18.702 22.500 24.706 25.646 25.562

EBIT 11.227 9.692 13.197 15.488 16.588 16.657

(-) Taxes (3.880) (513) (2.292) (2.655) (3.397) (3.716)

(+) D&A 7.557 9.010 9.303 9.218 9.058 8.905

(+/-) Δ WK (298) (793) (815) (189) (61) (19)

(-) Capex (19.683) (14.623) (9.208) (8.094) (7.833) (7.994)

FCFF (5.077) 2.773 10.184 13.768 14.355 13.832
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1. GENERAL DISCLAIMER

This report has been produced by the research department (“Genial Institutional Research”) of Genial Institutional
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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. GENIAL INSTITUTIONAL CCTVM accepts no liability

whatsoever for the actions of third parties in this respect.

This research report is for distribution only under such circumstances as may be permitted by applicable law. This

research report has no regard to the specific investment objectives, financial situation or particular needs of any

specific recipient, even if sent only to a single recipient. This research report is not guaranteed to be a complete

statement or summary of any securities, markets, reports or developments referred to in this research report. Neither

GENIAL INSTITUTIONAL CCTVM nor any of its directors, officers, employees or agents shall have any liability, however

arising, for any error, inaccuracy or incompleteness of fact or opinion in this research report or lack of care in this

research report’s preparation or publication, or any losses or damages which may arise from the use of this research

report

GENIAL INSTITUTIONAL CCTVM may rely on information barriers, such as “Chinese Walls” to control the flow of
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Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report
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financial instruments may be limited. Foreign companies may not be subject to audit and reporting standards and
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report denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a

positive or adverse effect on the value of or income from such securities or related financial instruments.
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fluctuate. The price or value of the investments to which this research report relates, either directly or indirectly, may

fall or rise against the interest of investors. Any recommendation or opinion contained in this research report may

become outdated as a consequence of changes in the environment in which the issuer of the securities under analysis

operates, in addition to changes in the estimates and forecasts, assumptions and valuation methodology used herein.

The locally listed shares of Brazilian companies may only be purchased by investors outside of Brazil who are “eligible

investors” within the meaning of applicable laws and regulations.
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Genial Rating

Definition Coverage

Buy Expected return above +10% in relation to the Company's sector average  49%

Neutral Expected return between +10% and -10% relative to the Company's industry average 41%

Sell Expected return below -10% in relation to the Company's sector average 5%

under Review Under review 5%
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2. ANALYST(S) DISCLOSURES AND CERTIFICATION

The principal analyst, IGOR GUEDES, is responsible for the content of this report and for meeting the requirements of

Securities and Exchange Commission of Brazil (CVM) Instruction 598/2018.

The analysts hereby certify that the views expressed in this research report accurately reflect their personal views

about the subject securities or issuers and it was prepared in an independent manner, including with respect to the
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investments in sectors or companies that are covered by reports produced by the analyst).

The analyst’s compensation is, directly or indirectly, determined by income from GENIAL INSTITUTIONAL´s business

and financial operations.

In addition, the analysts certify that no part of their compensation was, is, or will be directly or indirectly related to the

specific recommendations or views expressed in this research report.

The compensation of the analyst who prepared this report is determined by research management and senior

management (not including investment banking). Analyst compensation is not based on investment banking

revenues, however, compensation may relate to the revenues of GENIAL INSTITUTIONAL CCTVM, its affiliates and/or

subsidiaries as a whole, of which investment banking, sales and trading are a part. Compensation paid to analysts is

the sole responsibility of GENIAL INSTITUTIONAL CCTVM.

The analyst hereby certifies that he (she), or his (her) spouse or companion, does not serve as an officer, director, or

advisory board member of the subject company.

The principal analyst is responsible for the content of this report and for meeting the requirements of Securities and

Exchange Commission of Brazil (CVM) Instruction 598/2018.
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3. ADDITIONAL DISCLOSURE

(i) This document was prepared by GENIAL INSTITUTIONAL Research and is hereby supplied for the sole purpose of

providing information about companies and their securities.

(ii) The information contained herein is provided for informational purposes only and does not constitute an offer to

buy or sell, and should not be construed as a solicitation to acquire, any securities in any jurisdiction. The opinions

expressed herein regarding the purchase, sale or holding of securities, or with respect to the weighting of such

securities in a real or hypothetical portfolio, are based on careful analysis by the analysts who prepared this report

and should not be construed by current or future investors as recommendations for any particular investment

decision or action. The investor’s final decision should be made considering all of the risks and fees involved. This

report is based on information obtained from primary or secondary public sources, or directly from companies,

and is combined with estimates and calculations prepared by GENIAL INSTITUTIONAL CCTVM. This report does not

purport to be a complete statement of all material facts related to any company, industry, security or market

strategy mentioned. The information has been obtained from sources believed to be reliable, but GENIAL

INSTITUTIONAL CCTVM does not make any express or implied representation or warranty as to the completeness,

reliability or accuracy of such information. The information, opinions, estimates and projections contained in this

document are based on current data and are subject to change. Prices and availability of financial instruments are

indicative only and subject to change without notice. GENIAL INSTITUTIONAL CCTVM is under no obligation to

update or revise this document or to advise of any changes in such data.

(iii)The securities discussed in this report, as well as the opinions and recommendations contained herein, may not
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securities that are covered in this report should seek independent financial advice that takes individual
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necessarily indicate future results, and no representation or warranty, express or implied, is made herein
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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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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
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this report is available upon request.
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