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Momentum building for pulp prices; Suzano and Fibria up to Buy 

Strong momentum building for pulp prices on supply constraints 

We see potential for pulp prices to enjoy continuing strong momentum for the 

next few years, leading pulp stocks to re-rate. The core of our bullish call on 

pulp, since June 2009, has been that supply constraints should keep the market 

tight even with conservative forecasts for demand recovery.  We therefore 

upgrade Fibria and Suzano to Buy from Neutral. We believe This dynamic 

should maintain the industry’s ship-to-cap ratio at high levels. Exogenous 

events such as the Chilean earthquake and Finnish port strike postpone the 

inventory rebuild process and tighten global pulp supply-demand further. We 

forecast a global market pulp deficit of 1.8 mn tons during 2010E-12E. We see 

the BEKP price rising from the current level of US$790/ton to US$950/ton by 

year-end 2010E and US$990/ton by year-end 2011E. As a result, we raise EPS 

estimates (and target prices): 2011E EBITDA increases by 50% for Fibria and 

85% for Suzano. 

Fibria and Suzano both upgraded and added to LatAm Focus List 

Among the commodities we follow, iron ore and pulp enjoy the tightest 

global supply-demand outlook over the next year or two, in our view. 

However, investors seem to have low exposure to the pulp sector. We see 

pulp stocks as having stronger ST momentum than iron ore or steel 

stocks. Pulp stocks are currently trading at a discount to mid-cycle 2010E 

EV/EBITDA and the market seems to be underestimating the pulp price 

cycle. Suzano is our new top pick among LatAm natural resources stocks 

followed by Fibria and Vale (Buy, price $30.87). 

Pulp outlook to drive results and support Fibria deleveraging 

We believe Pulp stocks should react positively to announcements of additional 

pulp price increases. Operating results to be reported in the coming quarters 

could also show the effect of tight global supply-demand. Net debt still 

represents 39% of Fibria’s EV, which should allow the stock to appreciate 

without significant multiple expansion. We estimate that Fibria’s cash balance 

that added to 2010-11E FCF represents 176% of debt due in the period, 

suggesting that the company’s high leverage is manageable. 

Key risk to our view is weaker-than-expected pulp demand 

Risks include weaker-than-expected Chinese pulp demand, a rapid restart 

of idle mills in Canada and Europe, and Brazilian currency appreciation.  

 

 FIBRIA (FIBR3.SA/FBR): UP TO BUY (FROM NEUTRAL) 

Key data Current

Price (R$) 37.05

12 month price target (R$) 63.90

FBR Price ($) 21.40

FBR 12 month price target ($) 34.50

Market cap (R$ mn) 17,337.0

12/09 12/10E 12/11E 12/12E

EPS (R$) New 1.44 0.64 2.53 4.17

EPS (R$) Old 2.12 2.15 1.96 --

FBR EPS (R$) New 1.44 0.64 2.53 4.17

FBR EPS (R$) Old 2.12 2.15 1.96 --

P/E (X) 25.7 58.2 14.6 8.9

FBR P/E (X) 26.2 59.2 14.9 9.0

12/09 3/10E 6/10E 9/10E

EPS (R$) (0.32) (0.23) 0.65 (0.29)

FBR EPS (R$) (0.32) (0.23) 0.65 (0.29)

 

SUZANO (SUZB5.SA): UP TO BUY (FROM NEUTRAL) 

Key data Current

Price (R$) 21.60

12 month price target (R$) 36.50

Market cap (R$ mn) 6,763.4

12/09 12/10E 12/11E 12/12E

Revenue (R$ mn) New 3,952.7 4,595.2 5,562.7 5,978.2

Revenue (R$ mn) Old 3,807.3 3,643.9 4,012.9 --

EPS (R$) New 2.87 2.35 3.98 4.57

EPS (R$) Old 3.58 1.54 1.15 --

P/E (X) 7.5 9.2 5.4 4.7

EV/EBITDA (X) 8.5 5.7 4.1 4.3

ROE (%) 21.6 15.6 22.6 21.1

12/09 3/10E 6/10E 9/10E

EPS (R$) 0.45 0.34 0.96 0.28

 

EUCALYPTUS AVERAGE LIST PRICES FOR PULP 

DELIVERED IN EUROPE (US$/TON) 

New YoY Old Δ
2007 710 10.1% 710 0.0%

2008 785 10.6% 785 0.0%

2009 568 -27.7% 568 0.0%

2010 874 54.0% 785 11.4%

2011 980 12.1% 808 21.4%

2012 963 -1.7% 857 12.5%

LT 690 -28.4% 690 0.0%

Avg. CIF Europe

 

Source: Goldman Sachs Research estimates 
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Strong momentum building for pulp prices on supply constraints; 
Buy Suzano and Fibria 

In our view, pulp prices are at an early stage of a potential “super-cycle” which is not 

reflected in current stock prices. In addition, our checks indicate that investors still 

have low exposure to pulp stocks. We upgrade Fibria and Suzano to Buy and 

recommend that investors overweight both stocks. We believe pulp stocks present 

the most appealing investment case, high potential upside, and lowest multiples in 

our LatAm natural resources universe. Suzano is our new top pick among Latam 

Natural Resources stocks based on its significant discount to Fibria. 

In our view, Fibria could capture most of the flow from global investors that want to 

increase exposure to the sector, despite Fibria’s current premium to Suzano of 46% based 

on 2011E EV/EBITDA. Fibria has higher exposure to pulp (95% EBITDA vs. 70% for Suzano), 

a single class of stock with listed ADRs, and a more profitable growth pipeline. 

Global market pulp supply-demand has been very tight since September 2009 and is 

getting tighter with recent developments in Chile and Finland that could remove 14% of 

supply for the next couple months. We expect the global market pulp sector to remain 

tight for longer as (1) paper demand is recovering from trough levels in developed markets 

(US and Europe); (2) significant new paper machine capacity is expected to start up in 

China during 2010-2012, and (3) there is a lack of new market pulp capacity coming on 

stream until 2013. We raise our year-end 2010 and 2011 eucalyptus pulp price (BEKP) 

forecasts to US$950/ton and US$990/ton from US$840/ton (Exhibit 1). 

Exhibit 1: Forecasts for eucalyptus pulp price (BEKP) delivered in Europe 

Average prices (US$/ton), unless otherwise stated 

New 2007 2008 2009 2010E 2011E 2012E LT
Year-Avg. 710 785 568 874 980 963 690

    % YoY +10.1% +10.6% -27.7% +54.0% +12.1% -1.7% -28.4%

Year-End 780      600       700       950       990       910       690       

    % YoY +14.7% -23.1% +16.7% +35.7% +4.2% -8.1% -24.2%

Old
Year-Avg. 710 785 568 785 808 857 690

    % YoY +10.1% +10.6% -27.7% +38.3% +2.9% +6.1% -19.5%

Year-End 780      600       700       840       840       880       690       

    % YoY +14.7% -23.1% +16.7% +20.0% +0.0% +4.8% -21.6%
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Source: Goldman Sachs Research estimates. 

There are not many alternatives to Fibria for investors to gain exposure to the pulp cycle. It 

is the largest and most liquid pulp stock globally. In our view, both Fibria and Suzano are 

inexpensive based on 2011E EV/EBITDA with respective discounts of 33% and 43% to their 

historical averages of 9.0X and 7.3X. We view both stocks as attractive based on DCF 

methodology as Fibria trades at 56% of DCF value and Suzano at 54%. 

Exhibit 2 is a summary of Goldman Sachs’ global pulp and paper valuation comps. 

Important to note that Brazilian pulp and paper companies have been trading through the 

past few years at a premium to international peers on the back of strong growth outlook 

and higher profitability. Fibria and Suzano look inexpensive based on 2011E EV/EBITDA, 
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trading in line, and at 34% discount to global average, respectively. In our view, the 

positive scenario for pulp prices will lead the valuation gap to widen. 

Exhibit 2: Global pulp and forest products valuation comps 

Share values as of March 15, 2010 

2010E 2011E 2010E 2011E 2010E 2011E 2010E 2011E 2010E 2011E
Fibria FBR Buy 34.50 61% 21.40 8.9 x 6.0 x 58.4 x 14.7 x 0.0% 0.0% 3.0 x 1.8 x -7.4% -7.4%

FIBR3.SA Buy R$63.90 72% R$37.20 8.9 x 6.0 x 58.4 x 14.7 x 0.0% 0.0% 3.0 x 1.8 x -7.4% -7.4%

Suzano SUZB5.SA Buy R$36.50 70% R$21.45 5.6 x 4.1 x 9.1 x 5.4 x 5.9% 0.0% 2.0 x 0.0 x 19.3% 10.7%

Latam Average 68% 7.8 x 5.4 x 42.0 x 11.6 x 2.0% 0.0% 2.6 x 1.2 x 1.5% -1.4%
Europe Average 39% 9.2 x 6.5 x 14.6 x 11.7 x 2.6% 3.1% 4.0 x 2.7 x -6.9% -2.3%
North America Average 10% 6.0 x 5.4 x 20.4 x 16.7 x 1.9% 2.1% 1.4 x 1.1 x 8.2% 7.1%
Global Average 35% 8.4 x 6.2 x 22.6 x 13.9 x 2.3% 2.5% 3.2 x 2.3 x -2.0% 0.1%

FCF yield
Ticker Rating

12-month 
price target

Potential upside / 
downside

Stock 
price

EV/EBITDA P/E Dvd Yield Net debt / 

 

Source: Goldman Sachs Research estimates. 

Exhibit 3 shows that our new estimates for Fibria and Suzano are well above market 

consensus, which in our view underestimates the upside potential for pulp prices. 

Exhibit 3: GS vs. consensus 

Fibria GS Consensus Delta Suzano GS Consensus Delta

Revenues (R$) Revenues (R$)
2010E 8,174 7,085 15.4% 2010E 4,595 4,194 9.6%

2011E 9,834 7,478 31.5% 2011E 5,563 4,274 30.1%

2012E 10,272 7,585 35.4% 2012E 5,978 4,588 30.3%

EPS (R$) EPS (R$)

2010E 0.64 1.78 -64.3% 2010E 2.35 1.68 39.3%

2011E 2.53 2.12 19.2% 2011E 3.98 1.98 101.6%

2012E 4.17 1.99 109.6% 2012E 4.57 2.10 117.2%

EBITDA (R$) EBITDA (R$)

2010E 3,098 2,870 8.0% 2010E 1,757 1,392 26.2%

2011E 4,255 3,096 37.4% 2011E 2,414 1,486 62.4%

2012E 4,474 3,176 40.9% 2012E 2,664 1,591 67.5%  

Source: Bloomberg, Goldman Sachs Research estimates. 

Six factors pointing to a potential pulp price “super-cycle” 

We estimate that hardwood pulp prices could be close to the US$1,000 per ton mark by 2011, 

finally matching the peak achieved back in 1995 again. We believe prices should remain at a 

high level until significant pulp capacity starts up, which is only expected from 2013 

onwards. In our view, the pulp supply-demand outlook will be so tight that pulp prices 

should drive paper prices and not the opposite. We forecast that the global pulp sector will 

be in a deficit of 1.8 mn tons in 2010-12, requiring the restart of old and high-cost pulp mills 

that are currently idle. 

(1) Lack of pulp capacity additions in 2010-2012 

The recent financial crisis combined with several years of underinvestment/low returns in 

the global pulp sector has resulted in very limited new capacity coming onstream. The 

pulp consultancy Hawkins Wright estimates that 2.2 mn tons will start up during 2010-2012, 
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which represents growth of 1.4% pa and only 4.3% of 2009 global market pulp capacity. 

Note that there is no pulp mill/machine expected to start up in South America, the region 

with the strongest growth in the last 10 years and the lowest cash production cost globally. 

Based on our analysis, additional market pulp demand in the period could be 4.0 mn tons, 

if we assume that global market pulp demand grows at 0.75X global real GDP (3.8% pa). 

This is conservative since global market pulp demand has grown at 0.88X global GDP 

since 2000. 

As a result, we expect the global pulp market could therefore  be in a deficit of 1.8mn tons 

in 2010E-2012E (4.7% of 2009E global apparent demand). This would keep the global 

shipment to capacity ratio at a sustainable level above 90% for a long period, giving strong 

pricing power to pulp producers. 

Exhibit 4: Expected pulp capacity expansions in 2010-2012 

Capacities in ktons per year 

Company Project Country Capacity Pulp grade Start up date
Altri Celbi & Celtejo Portugal 140 BHKP 2010

UPM-Kymmene Fray Bentos Uruguay 30 BHKP 2010

ENCE Navia Spain 120 BHKP 2010

Portucel Setubal Portugal (165) BHKP 2010

Rottneros Miranda 0 BHKP 2010

Suzano Mucuri Brazil 0 BHKP 2010

Fibria Jacarei, Tres Lagoas Brazil 600 BHKP 2010

CMPC Santa Fe Chile 120 BHKP 2010

Lee & Man, Phoenix, Mondi, Faruki - - 30 BHKP 2010

APP, APRIL, PT Tel - Indonesia, China, Vietnam 550 BHKP 2010

Donghae - Korea 15 BHKP 2010

Stora, Botnia and Sodra - Nordic (90) BHKP 2010

Tembec - Europe (30) BHKP 2010

AV Nackawic, Smurfit, Pictou, P&W - Canada, USA (50) BHKP 2010

CMPC Santa Fe Chile 30 BHKP 2011

APP, APRIL, PT Tel - Indonesia, China, Vietnam 330 BHKP 2011

Donghae - Korea (165) BHKP 2011

Arauco Valdivia, Itata Chile 60 BHKP 2012

CMPC Santa Fe Chile 200 BHKP 2012

APP, APRIL, PT Tel - Indonesia, China, Vietnam 40 BHKP 2012

Donghae - Korea (95) BHKP 2012

Mackenzie, Marathon, Elk falls, Harmac, Crofton, Pictou - Canada (25) BSKP 2010

IP, Smurfit-stone, Domtar, Boise, P&W - USA 80 BSKP 2010

Stora, Botnia, Sodra, Rottneros - Nordic 40 BSKP 2010

Pols and Tembec - Europe 45 BSKP 2010

Hunan Tiger - China 10 BSKP 2010

IP, Smurfit-stone, Domtar, Boise, P&W - USA 270 BSKP 2011

Stora, Botnia, Sodra, Rottneros - Nordic 10 BSKP 2011

Stora, Botnia and Sodra - Nordic 10 BSKP 2012

CMPC, Arauco - Chile 120 BSKP 2012

TOTAL 2,230  

Source: Hawkins Wright and Goldman Sachs Research. 

(2) Amount of idle pulp capacity will not be enough to bring global 

pulp market into balance 

Currently, there are nine pulp mills that remain idle, of which 1.1mtpa are white kraft pulp 

(softwood or hardwood pulp) as shown in Exhibit 5. Even if all this capacity restarts, it 

would not be enough to cover the expected deficit of 1.8 mn tons during 2010-2012. In 

additional, for some of these mills to restart, new funding could be needed and they would 

have to restore their wood supply, which could be very challenging, in our view. 
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Exhibit 5: List of idle pulp mills 

Pulp mills that remain idle represent 2.7% of global market pulp capacity (in ktons) 

Company Mill Country Capacity Grade Start up date
Fraser Papers Thurso Canada 125 BHKP Q2-2009

M-Real Alizay France 70 BHKP Q2-2009

Catalyst Crofton Canada 90 BSKP Q1-2009

Buchanan Terrace Bay Canada 380 BSKP Q1-2009

Tembec Chetwynd Canada 220 BCTMP Q1-2009

Buchanan Terrace Bay Canada 125 BHKP Q4-2008

Baikalsky Lake Baikal Russia 100 UKP Q4-2008

Baikalsky Lake Baikal Russia 120 BSKP Q4-2008

Kertas Nusantara Mangkajang Indonesia 150 BHKP Q4-2008

Total 1,380  

Source: Hawkins Wright. 

(3) Global inventories are very low across the whole supply chain 

Global pulp inventories are well below their normalized levels even after considering that 

pulp shipments to North America and Europe remain low as paper demand in these 

regions is rebounding slowly from its trough after the global financial crisis. Our industry 

contacts in China state that pulp inventories are close to normalized levels. We estimate 

that overproduction of 0.9 mn tons would be needed to bring all these inventories back to 

normalized levels. 

Exhibits 6-9 show global producers’ inventories (PPPC), European port inventories 

(Europulp), and consumers’ inventories in Europe (Utipulp). 

Exhibit 6: Global pulp inventories at 30 days of supply 

Global pulp inventories in days of supply 

 Exhibit 7: European producers’ pulp inventories at 24 

days in February 

Global pulp inventories in days of consumption 
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Exhibit 8: Pulp inventories of European consumers at 23 

days of supply 

Global pulp inventories in days of supply 

 Exhibit 9: Required additional supply of 904 ktons of 

pulp to restore normalized levels of inventories 
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Inventories
Current (days) -    

as of Jan '10
Normalized 

(days)

Required 
over supply 

(ktons)
Producers 30 32 344

European ports 22 32 332

European consumers 23 29 228

Total - - 904

Source: Utipulp. 
 

Source: PPPC, Europulp, Utipulp. 

(4) New paper machines starting up in China during 2010-2011 

should add significant capacity 

RISI forecasts that around 4.5 mtpa of new uncoated, coated and tissue machines will 

start-up in China during 2010-11. This additional paper capacity could increase Chinese 

pulp demand by 3.3 mn tons. This outlook increases our confidence in the long-term 

global pulp supply-demand balance and could lead the sector to be tighter than expected 

mainly in 2011-12. There is low visibility regarding pulp supply for Chinese paper 

machines, but as most are new machines, they will most likely require high quality fiber, 

which is not produced in China.  

Exhibit 10: Chinese expected additional paper capacity 

Capacities in ktons/year 

2010 2011
Coated 7,063 758 1,820 9,641

Uncoated 14,547 1,092 151 15,789

Tissue 5,947 450 286 6,683

Total 27,557 2,300 2,256 32,113

Capacity in 2009
Capacity Addition

Capacity in 2011Grade

 

Source: RISI. 

(5) Paper demand bottomed in US and Europe 

China is the main growth market for pulp, but Europe and US remain the largest markets 

and represented 35% and 18% of 2009 pulp demand, respectively. Exhibits 11-12 show that 

fine paper shipments in US and Europe already bottomed and are slowly recovering after a 

decrease of 21% and 22% from peak pre-crisis levels. Our Goldman Sachs Paper and 

Forest product equity analyst Rick Skidmore forecasts US fine paper (coated and uncoated 

paper) demand to increase 0.4%pa in 2010-2012 and Goldman Sachs Paper and Packaging  

equity analyst Eshan Toorabally expects Europe fine paper demand to increase 4.6% pa. 

Tissue, another important driver for pulp demand, should continue to perform well in US 

and Europe. The return of traditional clients will reduce pulp availability for China, which 

should help push up prices globally. 
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Exhibit 11: North American fine paper demand 

Monthly North American P&W paper demand 

 Exhibit 12: European fine paper demand 

Monthly European P&W paper demand 
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Source: AFPA. 
 

Source: Cepiprint, Cepifine. 

(6) Exogenous events should continue to reduce pulp supply 

In recent years, a series of events have impacted pulp supply, notably storms in Sweden, a 

warm winter in Canada, floods in southern United States, and paper workers’ strike in 

Finland. Such events are unpredictable but have been happening more frequently in recent 

years and have a more significant impact when supply-demand is very tight, in our view. 

The most recent events are the Chilean earthquake and Finnish stevedores strike, which 

have removed 7.3 mn tons per year of capacity or 14% of global pulp market supply in the 

short term. Chile represents 15% of China pulp imports and there is currently no supply 

available to substitute Chile exports. 

Chilean pulp mills declared force majeure on their operations and are currently assessing 

the impact of the earthquake on their mills. Pulp mills are very complex industrial facilities. 

For instance, new mills tend to take 12-18 months to ramp up and there are only a couple 

of producers globally that could lead the evaluation process. Ramp-up is therefore likely to 

take more than two months. The status of infrastructure affecting pulp mills and ports such 

as roads, railways, water supply and energy is also unclear post the earthquake. 

We estimate that global pulp producers’ inventories could fall to 27 days if Chilean pulp 

mills take four months to return progressively to a normalized production level. Exhibit 13 

lists the pulp mills that are currently idle due to the earthquake. 

Exhibit 13: Currently idle pulp mills in Chile 

Capacities in ktons/year 

Mill Grade Market Capacity
Arauco Lincanten Softwood 115

Hardwood 40

Arauco Constitucion Unbleached kraft 360

Arauco Nueva Aldea Softwood 430

Hardwood 430

Arauco Arauco Softwood 515

Hardwood 285

Arauco Valdivia Softwood 390

Hardwood 160

CMPC Santa Fe Hardwood 1,060

CMPC Pacifico Softwood 510

CMPC Laja Softwood 250

Total 4,545  

Source: RISI. 
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Weaker-than-expected pulp demand is the key risk 

In our opinion, global pulp demand constitutes the key risk to our call as visibility is very 

clear on the supply side. Pulp prices should reach a level in 2011 that would lead most 

inefficient non-integrated paper machines to shut down in Europe/US and could point to 

the peak of the cycle. 

We do not believe the recent sharp increase in pulp prices will have a significant impact on 

paper production in US and Europe in the short term despite the historically high pulp to 

paper price ratios as seen in Exhibits 14-15. 

In our view, paper producers will first try to pass through the impact of higher pulp prices 

to customers before they shut down some of their paper machines considering that: 

• US and European fine paper demand is recovering from a trough level which is 21% 

and 22% below the pre-crisis level; and 

• Paper producers are implementing paper price increase (two European producers 

have announced a 15% increase for uncoated paper from April 15). 

Exhibit 14: BHKP-to-coated paper price ratio  Exhibit 15: BHKP-to-uncoated paper price ratio 
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Another important variable, in our view,  would be Chinese paper demand performance as 

it currently represents 21% of the global market pulp demand and paper production has 

been increasing rapidly as could be seen in Exhibit 16. A risk would be that sharp pulp 

price increase could postpone the start up of some paper machines in China. We do not 

believe much on this scenario taking into consideration recent experiences of the Chinese 

steel sector which kept expanding through the past few years despite very low profitability 

and returns.  

渐飞研究报告 - http://bg.panlv.net



March 17, 2010   Brazil: Paper & Forest Products 

Goldman Sachs Global Investment Research 9 

Exhibit 16: Chinese paper production growing 36% yoy 

in December 2009 

 Exhibit 17: 2009: highest-ever China monthly pulp 

imports 
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Chinese paper consumption remains low at 61 kg per capita (see Exhibit 18). The 

combination of very strong economic development in the past few years, added to fast 

urbanization and wealth generation are the drivers for faster increase in paper 

consumption per capita in the following years.  

Exhibit 18: Paper consumption per capita 
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Source: RISI, IMF and Goldman Sachs Research estimates. 
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Fibria: Highly leveraged to pulp cycle; upgrade to Buy 

Source of opportunity 

In our view, the Brazilian pulp and paper sector currently offers the greatest 

potential upside in our LatAm natural resources universe. Stocks are trading 

at inexpensive valuation multiples on a relative basis and at a discount to 

their historical pattern. We therefore Fibria to Buy from Neutral. 

We forecast pulp price strength through 2013 will be very beneficial for 

Fibria, which continues to have high leverage, with year-end 2009 net 

debt representing 39% of EV and a debt-to-total capital ratio of 0.5X. 

Strong FCF generation should allow the stock to appreciate without 

EV/EBITDA multiples expanding significantly; 2010-12E FCF is equivalent 

to 47% of current market cap. It should also allow Fibria to renegotiate its 

debt balance through 2010 by lowering capital costs. In our opinion, 

investors should not be worried by Fibria’s debt repayments as cash 

balance plus 2010E FCF represents 144% of the company’s short term 

debt, and the cash balance plus 2010-12E FCF represents 233% of debt 

due in 2010-2012. 

Catalyst 

We believe newsflow will continue to be incrementally positive to pulp 

stocks mainly from global pulp inventories, shipment-to-capacity ratios, 

additional price increases and quarterly earnings. Our recent interactions 

with investors have highlighted that they remain poorly allocated in the 

sector. 

Valuation 

Our 12-month target prices increase to R$63.90 for FIBR3.SA and 

US$34.5 for FBR (from R$40.9 and US$24.1) on higher pulp price 

forecasts. These continue to be based on a blend of DCF value (70%) and 

a 2010E EV/EBITDA multiple of 9.0X (30%). 

Our 2010E EPS decreases to R$0.64 from R$2.15 as a result of the impact 

of weaker forecast BRL on dollar-denominated debt and the 

incorporation of goodwill amortization expense in our estimates. Our 

2011E EPS increases to R$2.53 from R$1.96 on higher goodwill 

amoritization expenses. We introduce a 2012E EPS forecast of R$4.17. 

Our sensitivity analysis suggests that Fibria is pricing pulp at US$770/ton 

in 2011, which we think is unlikely to happen. The stock currently trades 

at inexpensive 2010E/2011E EV/EBITDA multiples of 8.9X and 6.0X 

compared with 9.0X historically. The stock is trading at only 56% of DCF 

value of US$38/ADR (R$70/sh) when pulp prices are strengthening. 

In our view, Fibria has the most appealing LT growth pipeline in our 

LatAm natural resources universe, as it is the only company that can 

grow production capacity by 42% entirely through brownfield projects. In 

our model, we consider (1) duplication of Veracel production capacity 

adding new 0.75mtpa, and (2) a new 1.5mtpa pulp line at the Horizonte 

mill. 

Risks 

The main risks to our view and target price are: (1) lower-than-expected 

paper demand in developed markets and China, (2) BRL appreciation, (3) 

lower-than-expected pulp prices, and (4) higher production costs. 

Investment List Membership 

Americas Buy List 
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Fibria Celulose S.A. (FIBR3.SA)

Americas Latin America Basic Materials Peer Group Average

 

Key data Current

Price (R$) 37.05

12 month price target (R$) 63.90

Market cap (R$ mn) 17,337.0

12/09 12/10E 12/11E 12/12E

Revenue (R$ mn) New 4,363.4 8,173.7 9,833.9 10,271.7

Revenue (R$ mn) Old 4,254.3 7,042.7 7,651.7 --

EPS (R$) New 1.44 0.64 2.53 4.17

EPS (R$) Old 2.12 2.15 1.96 --

P/E (X) 25.7 58.2 14.6 8.9

EV/EBITDA (X) 19.2 8.9 6.0 5.2

ROE (%) 8.2 2.9 10.7 15.4

12/09 3/10E 6/10E 9/10E

EPS (R$) (0.32) (0.23) 0.65 (0.29)

10

15

20

25

30

35

40

45

Mar-09 Jun-09 Sep-09 Dec-09

35,000

45,000

55,000

65,000

75,000

85,000

95,000

105,000

Fibria Celulose S.A. (L) Brazil Bovespa Index (R)

Price performance chart

 

Share price performance (%) 3 month 6 month 12 month

Absolute (1.2) 25.2 250.8

Rel. to Brazil Bovespa Index (3.0) 8.1 93.7

Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 3/16/2010 close.  
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Suzano: Inexpensive way to invest in pulp sector; upgrade to Buy 

Source of opportunity 

We upgrade Suzano to Buy from Neutral on the back of our bullish view 

on the pulp price cycle and select the stock as our top pick in LatAm 

Natural Resources. Suzano should continue to be viewed more as a pulp 

stock than a paper stock, despite the paper segment representing 51% of 

2010E net revenues. This is because the company’s strong growth 

pipeline is mostly in the pulp segment.  

In our view, Suzano’s international paper peers could face a significant 

operating margin squeeze, leading them to curb capacity in order to 

increase paper prices. This scenario is very beneficial to Suzano, whose 

paper production is vertically integrated into pulp. As a result, this 

should be able to increase domestic paper prices further during 2010-11 

and increase export paper shipments. 

Catalyst 

We expect short-term news flow on both pulp and domestic paper 

markets to maintain positive momentum for the stock. 

Strong pulp prices in 2010-2012 will be important for Suzano to fund its 

heavy capex program of R$10.5 bn in 2010-15 when the company 

expects to increase pulp production capacity from 1,740 mtpa to 4,340 

mtpa. We expect the company to generate FCF of R$795 mn in 2010-12, 

equivalent to 12% of the current market cap. 

Valuation 

Our 12-month target price increases to R$36.50 (from R$20.90) on higher 

pulp price  forecasts and implies 68% potential upside. Our target price 

continues to be based on a blend of DCF value (70%) and a 2010E 

EV/EBITDA multiple of 6.9X (30%). Our 2010E and 2011E EPS increase to 

R$2.35 and R$3.98 from R$1.54 and R$1.15 respectively, primarily on 

higher pulp price forecasts. We introduce a 2012E EPS forecast of R$4.57. 

Suzano’s stock looks inexpensive based on 5.6X 2010E EV/EBITDA and 

54% of DCF value of R$40. It is currently trading at a 37% discount to 

Fibria’s 2010E EV/EBITDA, which should attract value investors until 

visibility on 2011 pulp price cycle improves. Unlike Fibria, Suzano does 

not have liquid ADRs and management has shown no intention to seek a 

US listing. 

Risks 

The main risks to our view and target price are lower-than-forecasted 

paper prices in the domestic market and pulp export prices, lower paper 

demand in Brazil, a stronger Brazilian currency, and higher production 

costs. 

Investment List Membership 

Americas Buy List 
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Key data Current

Price (R$) 21.60

12 month price target (R$) 36.50

Market cap (R$ mn) 6,763.4

12/09 12/10E 12/11E 12/12E

Revenue (R$ mn) New 3,952.7 4,595.2 5,562.7 5,978.2

Revenue (R$ mn) Old 3,807.3 3,643.9 4,012.9 --

EPS (R$) New 2.87 2.35 3.98 4.57

EPS (R$) Old 3.58 1.54 1.15 --

P/E (X) 7.5 9.2 5.4 4.7

EV/EBITDA (X) 8.5 5.7 4.1 4.3

ROE (%) 21.6 15.6 22.6 21.1

12/09 3/10E 6/10E 9/10E

EPS (R$) 0.45 0.34 0.96 0.28
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Fibria and Suzano: Estimate changes and sensitivity analysis 

Exhibit 19: Fibria: New vs. old estimates 

In R$ mn, unless otherwise stated 

new old ∆ (%) new old ∆ (%)
Shipments ('000 tons) 5,142 5,717 -10.1% 5,222 5,797 -9.9%

       Pulp   ('000 tons) 4,762 5,337 -10.8% 4,839 5,414 -10.6%

       Paper ('000 tons) 380 380 +0.0% 383 383 +0.0%

Revenues 8,174 7,043 +16.1% 9,834 7,652 +28.5%

Revenues/ton 1,590 1,232 +29.0% 1,883 1,320 +42.7%

       Pulp  1,482 1,103 +34.3% 1,767 1,200 +47.2%

       Paper 2,942 3,041 -3.2% 3,351 3,015 +11.1%

COGS/ton 1,082 793 +36.4% 1,141 887 +28.7%

Gross margin (%) 32% 36% -370.3 bp 39% 33% +658.5 bp

EBITDA 3,098 2,865 +8.1% 4,255 2,842 +49.7%

EBITDA margin (%) 38% 41% -278.3 bp 43% 37% +612.4 bp

Net Income 298 1,005 -70.4% 1,183 917 +29.0%

EPS (R$) 0.64 2.15 -70.4% 2.53 1.96 +29.0%

20112010

 

Source: Company data, Goldman Sachs Research estimates. 

Exhibit 20: Suzano: New vs. old estimates 

In R$ mn, unless otherwise stated 

Suzano
new old ∆ (%) new old ∆ (%)

Shipments ( '000 tons) 2,830 2,822 +0.3% 2,865 2,865 +0.0%

       Pulp   ( '000 tons) 1,740 1,740 +0.0% 1,740 1,740 +0.0%

       Paper ( '000 tons) 1,090 1,082 +0.8% 1,125 1,125 +0.0%

Revenues 4,595 3,644 +26.1% 5,563 4,013 +38.6%

Revenues/ton 1,624 1,291 +25.7% 1,942 1,401 +38.6%

       Pulp  1,299 944 +37.7% 1,618 1,065 +51.8%

       Paper 2,142 1,851 +15.7% 2,443 1,919 +27.3%

COGS/ton 1,027 924 +11.1% 1,115 985 +13.3%

Gross margin (%) 37% 28% +830.2 bp 43% 30% +1285.1 bp

EBITDA 1,757 1,132 +55.2% 2,414 1,305 +85.0%

EBITDA margin (%) 38% 31% +716.3 bp 43% 33% +1087.4 bp

Net Income 718 471 +52.3% 1,219 354 +244.5%

EPS (R$) 2.35 1.54 +52.6% 3.98 1.15 +245.2%

20112010

 

Source: Company data, Goldman Sachs Research estimates. 

Exhibits 21 and 22 set out the sensitivity of Fibria’s and Suzano’s 2010E EPS, EBITDA, P/E, 

and EV/EBITDA to different scenarios for Brazilian currency and pulp prices. 

 

渐飞研究报告 - http://bg.panlv.net



March 17, 2010   Brazil: Paper & Forest Products 

Goldman Sachs Global Investment Research 13 

Exhibit 21:  Fibria: Sensitivity of 2010E EPS, EBITDA, P/E and EV/EBITDA to FX rate and pulp prices 

EPS (R$) EBITDA (R$ mn) 

696 753 811 868 926 984 1,041 1,099
1.53 -0.10 0.05 0.20 0.35 0.49 0.64 0.79 0.94

1.61 -0.02 0.13 0.29 0.44 0.60 0.75 0.91 1.07

1.70 0.05 0.21 0.38 0.54 0.70 0.87 1.03 1.19

1.79 0.12 0.29 0.46 0.64 0.81 0.98 1.15 1.33
1.88 0.19 0.37 0.55 0.73 0.91 1.09 1.27 1.45

1.97 0.25 0.44 0.63 0.82 1.01 1.20 1.39 1.58

2.07 0.31 0.51 0.71 0.91 1.11 1.31 1.51 1.71

2.17 0.38 0.59 0.80 1.01 1.21 1.42 1.63 1.842
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696 753 811 868 926 984 1,041 1,099
1.53 2,713 2,790 2,867 2,945 3,022 3,099 3,176 3,254

1.61 2,752 2,833 2,915 2,996 3,077 3,159 3,240 3,321

1.70 2,790 2,876 2,962 3,047 3,133 3,218 3,304 3,390

1.79 2,828 2,918 3,008 3,098 3,188 3,278 3,369 3,459
1.88 2,863 2,957 3,052 3,147 3,241 3,336 3,431 3,525

1.97 2,897 2,997 3,096 3,195 3,295 3,394 3,493 3,593

2.07 2,931 3,035 3,140 3,244 3,348 3,453 3,557 3,661

2.17 2,964 3,074 3,184 3,293 3,403 3,512 3,622 3,7312
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P/E (X) EV/EBITDA (X) 

696 753 811 868 926 984 1,041 1,099
1.53 -387.6x 720.6x 186.7x 107.3x 75.2x 57.9x 47.1x 39.7x

1.61 -1669.7x 279.5x 129.0x 83.8x 62.1x 49.3x 40.9x 34.9x

1.70 748.3x 174.4x 98.7x 68.8x 52.8x 42.9x 36.1x 31.1x

1.79 309.5x 127.2x 80.1x 58.4x 46.0x 37.9x 32.3x 28.1x
1.88 200.0x 101.4x 67.9x 51.1x 40.9x 34.1x 29.3x 25.6x

1.97 148.4x 84.4x 59.0x 45.4x 36.8x 31.0x 26.8x 23.6x

2.07 118.3x 72.4x 52.2x 40.8x 33.5x 28.4x 24.6x 21.8x

2.17 98.5x 63.4x 46.7x 37.0x 30.6x 26.1x 22.8x 20.2x2
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696 753 811 868 926 984 1,041 1,091
1.53 10.2x 9.9x 9.6x 9.4x 9.1x 8.9x 8.7x 8.5x

1.61 10.0x 9.7x 9.5x 9.2x 8.9x 8.7x 8.5x 8.3x

1.70 9.9x 9.6x 9.3x 9.0x 8.8x 8.5x 8.3x 8.1x

1.79 9.8x 9.4x 9.2x 8.9x 8.6x 8.4x 8.2x 7.9x
1.88 9.6x 9.3x 9.0x 8.7x 8.5x 8.2x 8.0x 7.8x

1.97 9.5x 9.2x 8.9x 8.6x 8.3x 8.1x 7.9x 7.6x

2.07 9.4x 9.1x 8.8x 8.5x 8.2x 8.0x 7.7x 7.5x

2.17 9.3x 9.0x 8.6x 8.3x 8.1x 7.8x 7.6x 7.3x2
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Source: Goldman Sachs Research estimates. 

Exhibit 22:  Suzano: Sensitivity of 2010E EPS, EBITDA, P/E and EV/EBITDA to FX rate and pulp prices 

EPS (R$) EBITDA (R$ mn) 

689 746 804 861 919 977 1,034 1,092
1.53 1.91 1.97 2.03 2.08 2.14 2.20 2.20 2.32

1.61 1.98 2.04 2.11 2.17 2.23 2.29 2.35 2.42

1.70 2.06 2.12 2.19 2.25 2.32 2.39 2.45 2.52

1.79 2.14 2.21 2.28 2.35 2.41 2.48 2.55 2.62
1.88 2.22 2.29 2.36 2.44 2.51 2.58 2.65 2.73

1.97 2.30 2.38 2.45 2.53 2.61 2.68 2.76 2.83

2.07 2.39 2.47 2.55 2.63 2.71 2.79 2.87 2.95

2.17 2.48 2.56 2.65 2.73 2.82 2.90 2.98 3.072
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689 746 804 861 919 977 1,034 1,092
1.53 1,587 1,610 1,632 1,655 1,678 1,701 1,723 1,746

1.61 1,616 1,640 1,664 1,688 1,712 1,735 1,759 1,783

1.70 1,646 1,671 1,697 1,722 1,747 1,772 1,797 1,822

1.79 1,678 1,704 1,731 1,757 1,784 1,810 1,837 1,863
1.88 1,709 1,737 1,765 1,793 1,820 1,848 1,876 1,904

1.97 1,742 1,771 1,800 1,830 1,859 1,888 1,917 1,946

2.07 1,776 1,807 1,838 1,868 1,899 1,929 1,960 1,991

2.17 1,812 1,844 1,876 1,909 1,941 1,973 2,005 2,0372
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P/E (X) EV/EBITDA (X) 

689 746 804 861 919 977 1,034 1,092
1.53 11.4x 11.1x 10.7x 10.4x 10.1x 9.9x 9.6x 9.4x

1.61 11.0x 10.6x 10.3x 10.0x 9.8x 9.5x 9.2x 9.0x

1.70 10.6x 10.2x 9.9x 9.6x 9.4x 9.1x 8.9x 8.6x

1.79 10.2x 9.9x 9.6x 9.1x 9.0x 8.8x 8.5x 8.3x
1.88 9.8x 9.5x 9.2x 8.9x 8.7x 8.4x 8.2x 8.0x

1.97 9.5x 9.1x 8.9x 8.6x 8.3x 8.1x 7.9x 7.7x

2.07 9.1x 8.8x 8.5x 8.3x 8.0x 7.8x 7.6x 7.4x

2.17 8.8x 8.5x 8.2x 8.0x 7.7x 7.5x 7.3x 7.1x2
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689 746 804 861 919 977 1,034 1,092

1.53 6.3x 6.2x 6.1x 6.0x 6.0x 5.9x 5.8x 5.7x

1.61 6.2x 6.1x 6.0x 5.9x 5.8x 5.8x 5.7x 5.6x

1.70 6.1x 6.0x 5.9x 5.8x 5.7x 5.6x 5.5x 5.5x

1.79 6.0x 5.9x 5.8x 5.6x 5.6x 5.5x 5.4x 5.3x
1.88 5.8x 5.7x 5.6x 5.6x 5.5x 5.4x 5.3x 5.2x

1.97 5.7x 5.6x 5.5x 5.4x 5.3x 5.3x 5.2x 5.1x

2.07 5.6x 5.5x 5.4x 5.3x 5.2x 5.1x 5.0x 5.0x

2.17 5.5x 5.4x 5.3x 5.2x 5.1x 5.0x 4.9x 4.8x2
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Source: Goldman Sachs Research estimates. 

Exhibit 23: Macroeconomic assumptions 

Macro Assumptions 2008 2009E 2010E 2011E 2012E 2013E 2016E
Brazil

Real GDP (yoy) 5.1% -0.1% 6.4% 5.0% 4.3% 4.3% 4.3%

CPI inflation (IPCA) end of period 5.9% 4.3% 5.4% 5.2% 4.5% 4.5% 4.5%

BRL/USD  end of period 2.31 1.74 1.85 2.00 2.10 2.12 2.20

BRL/USD  period average 1.84 2.00 1.79 1.94 2.05 2.11 2.19

SELIC (reference interest rate) end of period 13.8% 8.8% 12.5% 12.5% 12.5% 12.5% 12.5%  

Source: Goldman Sachs Global ECS Research, Goldman Sachs Research estimates. 
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