Fitch Downgrades Klabin's Ratings to 'BB+'; Outlook Revised to Stable
Fitch Ratings-Rio de Janeiro-16 May 2017: Fitch Ratings has downgraded Klabin S.A.'s (Klabin)
Long-Term Foreign and Local Currency Issuer Default Rating (IDR) to 'BB+' from 'BBB-', and its
national scale long-term rating to 'AA+(bra)' from 'AAA(bra)'. At the same time, Fitch has
downgraded the rating of the USD500 million senior unsecured notes due in 2024 issued by Klabin
Finance S.A. and guaranteed by Klabin to 'BB+' from 'BBB-'. The Rating Outlook for the corporate
ratings was revised to Stable from Negative. A full list of rating actions follows at the end of this
release.
The downgrades reflect the company's high leverage following the start-up of the Puma pulp mill
and the fact that deleveraging has been slower than expected due to weaker pulp prices, a strong
Brazilian real, and a weak consumer market for packaging products. Fitch's base case leverage
projection for 2017 has been revised to more than 4.0x and to around 3.9x in 2018. This compares
with expected net leverage for 2017 and 2018 of 3.6x and 3.1x, respectively,during the 2016 rating
review at which time the investment grade ratings were affirmed.
KEY RATING DRIVERS
Leverage Reduction Slower than Expected: Leverage reduction has been slower than previously
projected due to the strong Brazilian real, weak pulp prices and soft demand for packaging products
in Brazil. Fitch expects Klabin's net leverage to remain elevated at about 4.3x in 2017, falling to
3.9x during 2018. Key assumptions are net BEKP prices of USD550 and USD575 per ton in 2017
and 2018. Consolidated EBITDA for 2017 and 2018 is expected to be BRL2.7 billion and BRL2.8
billion, respectively. Fitch's base case scenario incorporates a period of lower capex before entering
into a new investment phase. If the company decides to go forward with a new investment cycle, its
deleveraging will be delayed beyond Fitch's base case expectation. During the LTM ended March
31, 2017, net debt/EBITDA was 5.3x.
Leading Position in the Brazilian Packaging Segment: Klabin is the leader in the Brazilian
corrugated boxes and coated board sectors with market shares of 18% and 50%, respectively. In the
Brazilian market, the company is the sole producer of liquid packaging board and is the largest
producer of kraftliner and multiwall and industrial bags. Klabin also has a 1.5 million-ton pulp mill
that started operations in March 2016. Klabin sources much of its fiber requirements from
hardwood and softwood trees grown on 230,000 hectares of plantations it has developed on
489,000 hectares of land it owns; this ensures a competitive production cost structure in the future.
The accounting value of the land owned by Klabin was about BRL2 billion as of March 31, 2017,
and the value of the biological assets on its forest plantations was BRL4 billion.
Free Cash Flow Positive in 2017: During the LTM ended March 31, 2017, the company generated
BRL2.2 billion of EBITDA and BRL1.1 billion of cash flow from operations (CFFO). FCF was
negative BRL1.3 billion as a result of BRL2 billion in investments and dividends of BRL457
million. Fitch expects positive FCF of about BRL600 million in 2017 as investments are scaled
back. Fitch calculated total investments of BRL1.9 billion during 2017 and 2018, including
maintenance and investments in projects to improve efficiency and reduce costs, and dividends of
20% of EBITDA.
Operational Performance to Remain Strong: The slowdown in demand for packaging products and
weaker pulp prices had a negative impact on Klabin's EBITDA generation. However, the
RIO DE JANEIRO
Praça XV de Novembro, 20 - Sala 401 B - Centro - Rio de Janeiro - RJ - Brasil - CEP: 20010-010 - Tel.: (55-21) 4503-2600 - Fax: (55-21) 4503-2601
SÃO PAULO
Alameda Santos, 700 - 7º andar - Cerqueira César - São Paulo - SP- Brasil - CEP: 01418-100 - Tel.: (55-11) 4504-2600 - Fax: (55-11) 4504-2601

company's flexibility and product diversification softened the impact of the severe economic
downturn in Brazil. Klabin's EBITDA margin was 29.9% in the LTM ended March 31, 2017,
which compared unfavorably to 31.6% in 2016 and 33.8% in 2015. During 2016, Klabin sold 1.9
million tons of paper, up 1% compared to 2015, 2.5 million tons of wood and 797 thousand tons of
pulp. Coated boards remained the company's main source of revenues, representing 31% of the
total in 2016.
DERIVATION SUMMARY
Klabin has a leading position in the Brazilian packaging segment. Klabin's size, access to
inexpensive fiber and high level of integration relative to many of its competitors give it
competitive advantages that are viewed to be sustainable. Compared to other Latin America pulp &
paper companies, Klabin is more exposed to the demand from the local market, as about 60% of the
company's sales are in Brazil. Klabin's leading position in the industry, the concentration of its sales
to the food industry which is relatively resilient to downturns in Brazil's economy, and its position
as the sole producer of liquid packaging board also adds stability to operating results. Klabin's
exposure to the volatility of pulp prices is also lower. Klabin's leverage is high compared to other
Latin America companies, such as Fibria ('BBB-'/Outlook Stable), Suzano ('BB+'/Outlook
Positive), Empresas CMPC ('BBB+'/Outlook Negative), and Celulosa Arauco ('BBB'/Outlook
Negative), as the company concluded heavy investments in the new Puma pulp mill which started
operations in March 2016.
KEY ASSUMPTIONS
Fitch's key assumptions within our rating case for the issuer include:
--Flat sales volume excluding pulp in 2017;
--Pulp sales volume of 1.4 million tons in 2017 and 1.5 million tons in 2018;
--Net hardwood pulp price between USD550 and USD575 per ton;
--FX rate at 3.2 BRL/USD in 2017 and 3.3 BRL/USD in 2018;
--Dividends: 20% of EBITDA.
RATING SENSITIVITIES
Future Developments That May, Individually or Collectively, Lead to Positive Rating Action
A positive rating action is not expected in the medium term. However, higher than expected cash
generation during 2017 and 2018, allowing consistent and faster deleveraging, may positively
affect the ratings. Proactive steps by the company to materially bolster its capital structure in the
absence of higher operating cash flow could also lead to an upgrade.
Future Developments That May, Individually or Collectively, Lead to Negative Rating Action
--Expectation that net leverage ratio will remain above 5.0x by 2018;
--More unstable macroeconomic environment that weakens demand for the company's packaging
products as well as prices;
--Sharp deterioration of market conditions with significant reduction in pulp prices;
--A debt-financed acquisition.
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LIQUIDITY
Klabin's solid liquidity position and low refinancing risk remain key credit considerations. As of
March 30, 2017, the company had BRL7.3 billion of cash and marketable securities and BRL19.2
billion of total debt, of which BRL2.7 billion was short-term debt. Klabin does not have a standby
credit facility.
The company's debt maturity schedule is manageable and evenly distributed. Klabin faces debt
amortizations of BRL1.8 billion up to December 2017, BRL2.4 billion in 2018 and BRL2.9 billion
in 2019. Fitch expects Klabin to continue to preserve strong liquidity, conservatively positioning it
for the price and demand volatility which is inherent to the packaging industry.
FULL LIST OF RATING ACTIONS
Fitch has downgraded the following ratings:
Klabin S.A.
--Long-Term Foreign Currency IDR to 'BB+', from 'BBB-';
--Long-Term Local Currency IDR to 'BB+', from 'BBB-';
--Long-term National scale rating to 'AA+(bra)', from 'AAA(bra)'.
The Outlook for the corporate ratings was revised to Stable, from Negative.
Klabin Finance S.A.
-- USD500 million senior unsecured notes, due in 2024, to 'BB+', from 'BBB-'.
The transaction was issued by Klabin Finance S.A. and guaranteed by Klabin.
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Summary of Financial Statement Adjustments - Financial statement adjustments that depart
materially from those contained in the published financial statements include:
--Fitch gives a 50% equity credit for Klabin's 6th debentures, mandatorily convertible into shares,
subordinated. Total amount of the transaction was BRL1.7 billion, mandatory convertible in 5 years
(January 2019).
Additional information is available on www.fitchratings.com.
Applicable Criteria
Criteria for Rating Non-Financial Corporates (pub. 10 Mar 2017)
National Scale Ratings Criteria (pub. 07 Mar 2017)
Non-Financial Corporates Hybrids Treatment and Notching Criteria (pub. 27 Apr 2017)
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of Fitch’s ratings and reports should understand that neither an enhanced factual investigation nor
any third-party verification can ensure that all of the information Fitch relies on in connection with
a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are
responsible for the accuracy of the information they provide to Fitch and to the market in offering
documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work of
experts, including independent auditors with respect to financial statements and attorneys with
respect to legal and tax matters. Further, ratings and forecasts of financial and other information are
inherently forward-looking and embody assumptions and predictions about future events that by
their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings
and forecasts can be affected by future events or conditions that were not anticipated at the time a
rating or forecast was issued or affirmed.
The information in this report is provided “as is” without any representation or warranty of any
kind, and Fitch does not represent or warrant that the report or any of its contents will meet any of
the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness
of a security. This opinion and reports made by Fitch are based on established criteria and
methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are
the collective work product of Fitch and no individual, or group of individuals, is solely responsible
for a rating or a report. The rating does not address the risk of loss due to risks other than credit
risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any
security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were
involved in, but are not solely responsible for, the opinions stated therein. The individuals are
named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a
substitute for the information assembled, verified and presented to investors by the issuer and its
agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any
time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any
sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment
on the adequacy of market price, the suitability of any security for a particular investor, or the taxexempt nature or taxability of payments made in respect to any security. Fitch receives fees from
issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees
generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In
certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to
vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,
publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its
name as an expert in connection with any registration statement filed under the United States
securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the
securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing
and distribution, Fitch research may be available to electronic subscribers up to three days earlier
than to print subscribers.
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an
Australian financial services license (AFS license no. 337123) which authorizes it to provide credit
ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to be
used by persons who are retail clients within the meaning of the Corporations Act 2001

RIO DE JANEIRO
Praça XV de Novembro, 20 - Sala 401 B - Centro - Rio de Janeiro - RJ - Brasil - CEP: 20010-010 - Tel.: (55-21) 4503-2600 - Fax: (55-21) 4503-2601
SÃO PAULO
Alameda Santos, 700 - 7º andar - Cerqueira César - São Paulo - SP- Brasil - CEP: 01418-100 - Tel.: (55-11) 4504-2600 - Fax: (55-11) 4504-2601

