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KLABIN
Caeté Project: Looking good

Main takeaways:

(i) Klabin acquired the Caeté project, a set of forestry assets in Parana, for R$5.8bn;
(ii) We expect the deal to reduce costs, specifically those related to the acquisition
of wood from third parties and CAPEX expenses; (iii) The project has an expected
NPV of R$2/per share or ~8.5% of Market Cap; (iv) Klabin projects cash cost
synergies of R$350-400mn from 2025-28, resulting from a decrease in logistics
and harvesting costs due to a reduction in the average radius to 108km (vs.
139km previously), an important structural change; (vi) The short-term curve for
pine should show a notable improvement, with a reduction of -6 p.p. in
dependence on third-party wood in 2024 and a substantial drop of -29 p.p. in 2025,
while the long-term curve remains similar; (vii) On the downside, we forecast an
increase in leverage to 3.9x 24E Net Debt/EBITDA, up from the previous estimate
of 3.0x; (viii) We see the acquisition as structurally positive, however, even with
2024 CAPEX now downtrends to R$3.3bn vs. R$4.5bn presented at Investor Day
~2 weeks ago, the increase in leverage will probably offset the effect on cash flow;
(ix) We therefore maintain our BUY rating, with an unchanged 12M Target Price
of R$26.35, giving the shares an upside of 21.15%.
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Klabin announced the acquisition of a set of forestry assets, called the Caeté
project, located in the state of Parana (PR) for R$5.8bn (USS$1.16bn). According to
the outlook given by management this morning in a conversation with analysts,
during the presentation of the agreement to purchase Arauco's assets, the deal
aims to reduce costs. Among the reductions, we quote: (i) lower costs of acquiring
wood from third parties (a critical point for Klabin's thesis) and; (ii) a drop in CAPEX
expenses, something that has also become an important discussion, gaining
momentum after the Investor Day promoted by the company, just two weeks ago.

Straight to the point...

Initial perception is positive but increases leverage in 2024. The transaction has
an implied real IRR of 13%, with an expected NPV of R$2/per share (~8.5% value
over market cap). The acquisition, despite looking sensible numerically, may
initially receive a negative reaction from a portion of investors due to its size and
potential impact on Klabin's deleveraging process in 2024. As usual with
structurally important acquisitions, we expect leverage to increase to 3.9x 24E Net
Debt/EBITDA (vs. 3.0x in our previous projection).

To arrive at this leverage expansion, we are considering financing of 60% of the
acquisition value as an initial assumption. This may be revised as the company
provides more information on the incorporation of the asset. Even if leverage
stretches next year, in a move contrary to deleverage assumption that was in force
until the announcement, it seems to converge back to the old projection within 2
years.
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In the presentation slides, Klabin mentions that leverage should reach the
projection before the acquisition of the Caeté project by 2025, but this seems to us
to be an optimistic bias and we prefer to be more conservative. For 2025, our
projection is 3.5x Net Debt/EBITDA, which is still higher than the current 3.2x. So,
deleveraging would only happen in 2026 onwards.

Quality of the asset acquired and change in CAPEX. The Caeté project covers
150k ha of land, mainly in Parana, and 31.5Mt of standing timber. After the first
harvest, Klabin expects to exceed its target of 75% self-sufficiency in its own wood
by around 60k ha, given the quality of the asset acquired from Arauco. The deal is
expected to be concluded in 2Q24. In addition, the company indicates a lower price
for the land purchased (R$33k/ha), compared to prices practiced in the region and
to recent negotiations, based on data from FNP consultancy.

Considering that the main value driver we see is the reduction in the need to
purchase wood from third parties to support the production volume of the recently
opened Puma Il project, Klabin's CAPEX guidance for 2024 will be reduced to
R$3.3bn vs. R$4.5bn presented at the Investor Day ~2 weeks ago, with further
decreases in the following years as well.

Although surprising, given that the Investor Day event took place very recently, the
change in assumption is based on the announcement of the acquisition. We
imagine that, as the deal was complex and the result of 18 months' work, Klabin
had not yet closed all the details by Investor Day. For this reason, the company
presented a plan and went back on the guidance to incorporate the effect, having
made the acquisition official days after the event.

Self-sufficiency accelerating, rebutting a point of criticism of the thesis. Klabin
is accelerating its goal of 75% self-sufficiency in wood, which would previously have
been achieved only in 2037 for pine, to 2036. Although it is not moving its hands
much in the long term, the short-term curve is considerably better, with a -6p.p
drop in dependence on third-party wood in 2024 and an important -29p.p in 2025
vs. previous estimations. The company plans to do this with a ~R$2bn NPV
transaction through the assets acquired from the Caeté project.

The package acquired from Arauco comprises a forestry asset with a maturity of 2.5
years for eucalyptus and 5.1 years for pine. Klabin expects cash cost synergies of
R$350-400mn between 2025-28 due to the reduction in logistics and harvesting
costs resulting from the decrease in the average radius to 108 km (vs. 139 km
before the project and after Puma Il), another important change. An expected
reduction in 2024 in cash costs (COGS/t) of 4% vs. Klabin's situation before the
project, also becomes viable. This is precisely in line with what we expected in
relation to the company's efforts to create a slight surplus between increased
revenue and increased expenses, in relation to the Puma Il project next year.

Obviously, we had no way of predicting the M&A, but given that the company
surprised positively in its cost management during 2023, we believed in Klabin’s
ability to improve efficiency for 2024. Updating our projections, COGS/t ex.
stoppages is now up ~10% y/y in 24E vs. 14% previously, with revenue up +11%yl/y,
creating a 1% surplus. It's a marginal figure, but we believe that the consensus
expected a deeper deficit for 2024, around ~7%.
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We've been saying all along that it was possible for the company to find solutions to
promote a soft offsetting effect between rising costs and revenue for 2024, in a
position contrary to what the consensus expected. This can be seen in some past
reports, such as this one published in October (Klabin: Volume should recovery and
tomorrow it’s going to be the price turn).

Our Take on Klabin

Contrary to the recent movement seen by the market, we still maintained our buy
rating for Klabin after the Investor Day, held on November 30, as can be seen in our
last publication (Investor Day 23: Higher CAPEX, lower cash flow).

We knew that the market would react negatively to the announcement of a large
amount of CAPEX for 2024 compared to an expected reduction after the start-up of
the Puma Il project, which was the company's major investment driver in the short
term. As the CAPEX announced at the event remained stable between 2023 and
2024, the consensus, including us, began to project a lower FCF for next year. This
led to a reduction in our 12M Target Price to R$26.35 (vs. R$26.50 before the
Investor Day).

However, days after the market's terrible reaction, with the company's shares
losing ~10% in less than 15 days, the company announced the acquisition of the
Caeté project, which is of significant strategic importance and, in our view, could
change the pessimism that has surrounded Klabin's name in recent days.

So, is the news positive? Yes... Here are the main points: (I) After the inaugural
harvest cycle, Klabin will exceed its self-sufficiency target of 75% of its own wood
with an additional 60Ha of production, which can be monetized through land sales
or joint ventures with financial investors. (ii) Of the 31.5kt wood harvest in the first
cycle, 31% is eucalyptus and 69% pine. In terms of cultivated area, the split is 41%
eucalyptus and 59% pine, with FSC certification for 98% of the land.

In addition (iii) we are adopting as an initial assumption a financing of 60% of the
acquisition value, or R$3.5bn, which would increase leverage to ~4x Net
Debt/EBITDA 24E (vs. a reduction to 3x before the update). (iv) The CAPEX
guidance, which has worried investors who are looking to the short term, was
reduced to R$3.3bn in 2024 (down from the R$4.5bn announced during investor
day), with an additional anticipated cut of between R$1-1.2bn in 2025-26 and
R$500mn for 2027-28, a point that is super favorable to our decision to sustain a
buy rating vs. the downgrade we have seen from other analysts.

It's also important to mention that even if we opted for a debt increase assumption,
(v) despite the transaction, Klabin maintains sufficient liquidity in the wake of a
RS$3.7bn debt raised in recent months. Consolidating both our assumption and the
recent debt raised, Klabin should still not exceed its leverage limit of 4.5x Net
Debt/EBITDA.
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Looking good. Klabin has undoubtedly shown that those looking in the short term
can be wrong. Consolidating a structurally positive acquisition with clear value
levers, COGS/t will rise less than the consensus expected over the next few years.
This point has been the Achilles heel of Klabin's thesis ever since our assuming
coverage in the Pulp & Paper sector.

Of course, the Caeté project doesn't solve the problem entirely. There is still a need
to buy wood from third parties, but the reduction in this need over the next five
years will be substantial, as we pointed out throughout the report. On the other
hand, even with the lower CAPEX now being updated, the increase in leverage will
unload a higher financial expense through the P&L/FCFE and therefore cancel out
the effect of the short-term improvement, so we remain comfortable with our
previous valuation. We therefore reinforce our BUY rating, with a 12M Target Price
of R$26.35, giving the shares an upside of 21.15%.
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Appendix: Klabin

Figure 1. Klabin - Income Statement in R$ Millions (Genial Est. 2023-2028)

Income Statement 2023E 2024E 2025E 2026E 2027E 2028E
Net Revenue 18.463 19.924 20.784  21.469 21.959 22.307
(-) COGS (12.698) (15.097) (16.201) (16.326) (15.705) (15.265)
Gross Profit 7.106 5.008 4.949 5.377 6.525 7.213
(-) Expenses (2.814) (2.965) (3.124) (3.231) (3.311) (3.373)
Adjusted EBITDA 6.414 6.993 6.777 7.525 8.476 9.152
(-) D&A (3.030) (3.027) (2.970) (2.943) (2.892) (2.848)
EBIT 4.720 4.146 4.171 4.816 5.854 6.475
(+/-) Financial Result 214 (517) (595) (467) (597) (671)
(-) Taxes (1.216) (891) (878) (1.066) (1.287)  (1.421)
Net income 3.739 2.763 2.723 3.307 3.994 4.408

Net margin (%) 20,25% 13,87% 13,10% 15,40% 18,19% 19,76%

Figure 2. Klabin- Cash Flow in R$ Millions (Genial Est. 2023-2028)
Cash Flow (FCFF) 2023E 2024E 2025E 2026E 2027E 2028E
Net Revenue 18.463 19.924 20.784 21.469 21.959 22.307
(-) COGS (12.698) (15.097) (16.201) (16.326) (15.705) (15.265)
Adjusted EBITDA 6.414 6.993 6.777 7.525 8.476 9.152
EBIT 4.720 4.146 4,171 4.816 5.854 6.475
(-) Taxes (1.216) (891) (878) (1.066) (1.287) (1.421)
(+) D&A 3.030 3.027 2.970 2.943 2.892 2.848
(+/-) AWK (209) (232) (110) (72) (30) (33)
(-) Capex (4.516) (3.339) (3.176) (2.757) (2.854) (2.547)
FCFF 1.810 2.712 2.978 3.863 4.575 5.322
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Disclosure Section

1. GENERAL DISCLAIMER

This report has been produced by the research department (“Genial Institutional Research”) of Genial Institutional
Corretora de Cambio, Titulos e Valores Mobilidrios S.A. (“GENIAL INSTITUTIONAL CCTVM”). Genial Institutional is a
brand name of Genial Investimentos CCTVM.

Genial Rating

Definition Coverage
Expected return above +10% in relation to the Company's sector average 49%
Expected return between +10% and -10% relative to the Company's industry average 41%
Expected return below -10% in relation to the Company's sector average 5%
under Review Under review 5%

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
information within the areas, units, divisions, groups, or affiliates of GENIAL INSTITUTIONAL CCTVM.

Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report
may present certain risks. The securities of non-U.S. issuers may not be registered with, or be subject to the
regulations of, the U.S. Securities and Exchange Commission. Information on such non-U.S. securities or related
financial instruments may be limited. Foreign companies may not be subject to audit and reporting standards and
regulatory requirements comparable to those in effect within the United States.

The value of any investment or income from any securities or related financial instruments discussed in this research
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 orincome from such securities or related financial instruments.

Past performance is not necessarily a guide to future performance and no representation or warranty, express or
implied, is made by GENIAL INSTITUTIONAL CCTVM with respect to future performance. Income from investments may
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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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
person and to GENIAL INSTITUTIONAL.

The analyst hereby certifies that he (she) has no connection with any individual who works for the issuer(s) discussed
in this report.

The analyst hereby certifies that he (she), or his (her) spouse or companion, either directly or indirectly, in his or her
own name or on behalf of a third party, does not hold any of the securities covered in this report.

The analyst hereby certifies that he (she), or his (her) spouse or companion, is not directly or indirectly involved in the
purchase, disposal or brokering of the securities covered in this report.

The analyst hereby certifies that he (she), or the his (her) spouse or companion, has no direct or indirect financial
interest in the issuer covered in this report (other than trading shares in investment funds, in which the analyst cannot
control, directly or indirectly, the administration or management of the fund, or which do not concentrate
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 INSTITUTIONALs 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.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.
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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
be appropriate for every type of investor. This report does not take into account the investments objectives,
financial situation or particular needs of any particular investor. Investors who wish to buy, sell or invest in
securities that are covered in this report should seek independent financial advice that takes individual
characteristics and needs into consideration, before making any investment decision with respect to the securities
in question. Each investor should make independent investment decisions after carefully analyzing the risks, fees
and commissions involved. If a financial instrument is denominated in a currency other than an investor’s
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.
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