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FAQ on Portucel's Upgrade to Ba2 Stable
»

Upgrade to Ba2 reflects Portucel's S.A's consistently strong financial
performance. The company achieved this through periods of price volatility and
structural demand decline in uncoated fine paper while maintaining a conservative
financial profile throughout. Portucel's leverage has remained at moderate levels even
at times of strategic expansion, as seen in 2008-09. Overall, with point in time levels
of Moody's-adjusted debt/EBITDA at around 1.9x as at December 2015, we consider
Portucel's financial profile on a stand-alone basis to be conservative.

»

Step change in expected dividends to Semapa is a key factor for the rating
improvement. Importantly, we understand that following rising dividend demands in
recent years, Portucel's majority shareholder Semapa intends to substantially decrease
its dividend requirements. Such a move will support Portucel’s new strategic and capitalintensive projects in tissue, pellets and forestry, which will help the company to gradually
diversify its business profile over the coming years.

»

Diversification into tissue, pellets and forestry will help offset structural decline
in mature paper and provide growth. At the start of 2015, Portucel announced its
intention to diversify its current business profile in the face of the poor long-term growth
prospects in the increasingly challenging uncoated wood free (UWF) market. The plan
involves investing approximately $110 million in a greenfield pellets production plant
in the US, building a meaningful position in the tissue market through acquisitions and
growth investments in tissue capacity as well as by incorporating its existing and growing
pulp operations into its tissue operations.

»

We expect Portucel's credit metrics to remain sustainable. The stable outlook on
the Ba2 rating takes into account the higher likelihood of a moderate deterioration in the
company's leverage metrics in the next two years. We expect this to arise from Portucel’s
investment programme in combination with continued dividend pay outs, as well as
pressure on profit margins due to increased uncertainties in global macroeconomic
conditions, including in emerging markets, and slower growth in North America.
Nevertheless, we expect Portucel to maintain solid credit protection measures for its
rating as indicated by debt/EBITDA (as defined by Moody's) remaining below 2.5x times
(1.9x per December 2015) excluding the holding debt at Semapa.
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1. Why did Moody's upgrade Portucel to Ba2 from Ba3?
We upgraded Portucel to Ba2 from Ba3 because of the company's consistently strong performance through periods of price volatility
and a structural decline in demand for uncoated fine paper in the mature markets of Europe and North America while maintaining a
conservative financial profile throughout.
Despite a structural weakening in European paper demand since 2010, Portucel has a long-standing track record of stable and
comparatively high profitability with adjusted EBITDA margins consistently above 20% historically (see Exhibit 1), which we think is
reflective of the company’s well-invested and cost-efficient asset base and full integration into pulp and energy.
Exhibit 1

EBITDA Margins Have Held Up Well, Despite fluctuations in BHKP and UWF Office Paper Prices

Note: uncoated wood free (UWF) and bleached hardwood kraft pulp (BHKP) prices based on annual average price. 2015 numbers based on Portucel's preliminary Q4-15 financial results.
Source: Moody's Financial Metrics; FOEX

The market for uncoated fine paper is cyclical and characterised by periods of excess supply and insufficient demand on the back of
weak economic conditions. With paper production accounting for more than 75% of group sales during 2015, Portucel's financial
performance continues to be highly dependent upon the selling prices of paper, which have proven to be volatile historically, and also
its wood costs.
Although Portucel is fully self-sufficient in pulp, it is dependent on domestic and imported wood for its pulp and paper production
because its forest land holdings supply less than 20% of total fibre needs. For its wood purchases, Portucel has ensured continuous
supply of fibre from various sources, largely from the Iberian Peninsula. Although rising wood costs are certainly an important risk
factor to consider, competition from other paper and pulp producers for eucalyptus fibre, the primary type used by Portucel, is
currently fairly limited. The closure of the Ence’s Energia y Celulosa, S.A's (Ba3 stable) Huelva pulp operations at the end of 2014 and
subsequent reduced demand for wood contributed to a reduction in wood prices during 2015 and provides some insight into wood
costs (assuming that there aren't any material capacity expansions related to additional pulp projects in Iberia).
Portucel has established a solid track record of tightly managing its financial profile over the past years, with moderate leverage levels
also at times of strategic expansion, as seen in 2008-09. On balance, with point in time levels of Moody's-adjusted Debt/EBITDA at
around 1.9x as at December 2015, we consider Portucel's financial profile on a stand-alone basis to be conservative.
2. How does Moody's factor Portucel’s majority shareholder Semapa into its rating?
Semapa (unrated) is an investment holding, with Portucel being its largest and most important asset and the coverage of holding costs
and debt service is, in our view, solely dependent on cash upstreamed by Portucel. Since it was first assigned, Portucel’s rating has been
constrained by the high indebtedness of Semapa, which is its majority shareholder. Although Portucel’s financing is separated from

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Semapa's, we view high levels of debt at Semapa as credit negative because, in the absence of any equity issuance or sale of assets,
Semapa’s debt can only be serviced by funds upstreamed from Portucel.
Portucel increased its total dividend payment up to €440 million during 2015 after already having made substantial dividend payments
since 2009. Although the dividend hike was credit negative for Portucel, it helped Semapa (which had lowered its equity stake in
Portucel to 69.4% from 81.2% in 2015) reduce the holding’s net debt by 27% to €673 million in 2015 down from to 918 million in
2014, with further de-leveraging expected over the next few years.
In our analysis of Portucel's financial strength, we continue to consider the net debt position owed by Semapa Holding, which would
lead to a total leverage ratio of approximately 3.6x as per full-year (FY) 2015, down from 5.3x as per FY 2014 (see Exhibit 2). However,
we also understand that as of 2016, Semapa intends to substantially decrease its dividend requirements to more sustainable levels.
Such a move will support Portucel’s new strategic and capital-intensive projects in tissue, pellets and forestry, which will help the
company to gradually diversify its business profile in the coming years.
Exhibit 2

Semapa's Holding Debt Burden has been Declining Since Reaching Its Peak in 2014
2009-15e (net debt reported)

Note: 2015 numbers are based on Portucel's and Semapa's preliminary Q4 2015 financial results
Source: Semapa's financial results and Moody's Financial Metrics

3. How is Portucel responding to the structural decline in mature paper markets?
Portucel has demonstrated strong profitability and cash flows (before dividend payments), owing to its modern asset base and
limited capex needs between 2010-14 (after building up its position in the UWF market, Portucel has made relatively low investments
since 2009). At the start of 2015, Portucel announced its intention to diversify its current business profile in the face of poor longterm growth prospects in the increasingly challenging uncoated wood free (UWF) market. The diversification plan involves investing
approximately $110 million in a greenfield pellets production plant in the US, building a meaningful position in the tissue market
through acquisitions (AMS acquisition in 2015), growth investments (second tissue machine in Vila Velha de Ródão) and through
organic growth and by incorporating its existing and growing pulp operations (Cacia) into its tissue operations. The
These new strategic and capital intensive projects combined with ongoing, although gradually reducing dividend payments, will likely
constrain Portucel's free cash flow (FCF) during the next two years. However, we expect the company's solid market position and cash
flow generation in its paper operations to be able to sustain the company through the next period of investment and help diversify
its business profile. Also, we do not expect any material cash burn, but rather modest amounts of FCF generation (after dividend
payments) over the next two to three years (see Exhibit 3).

3

11 March 2016

Portucel, S.A.: FAQ on Portucel's Upgrade to Ba2 Stable

MOODY'S INVESTORS SERVICE

CORPORATES

Exhibit 3

Portcuel's Cash Flow Generation Is Affected by Dividends and Investment Cycles

Note: 2015 numbers are based on Portcuel's preliminary Q4 2015 financials results; 2016 and 2017 expectations represent Moody's forward view, not the view of the company
Source: Moody's Financial Metrics and Moody's estimates

4. How do you expect Portucel's credit metrics to evolve?
Portucel's strong operating profitability is a material positive rating driver, reflecting the company's low-cost asset base and full
integration into its own pulp capacity and net long position in energy. These factors have enabled Portucel to consistently achieve
profitability margins in excess of that of its peers and above 20% through the cycle. Portucel's EBITDA margin declined to 21.3% in
2014, down from 22.9% in 2013 and 25.7% in 2012, owing to persistent pressure on pulp and paper prices. However, the company's
EBITDA margin recovered to 24.7% (while sales grew by 5.6%) in 2015, supported by US dollar-denominated pulp and paper price
increases, which were particularly favourable for producers, such as Portuel, whose cost bases are predominantly in Europe.
The stable outlook on Portucel's Ba2 rating takes into account the high likelihood of a moderate deterioration in leverage metrics in
the next two years (see Exhibit 4). We expect this to arise from the company's investment programme in combination with continued
dividend payouts as well as some pressure on profit margins, given the increased uncertainties in global macroeconomic conditions,
including in emerging markets and slower growth in North America. Nevertheless, we expect that Portucel will maintain solid credit
protection measures for its rating as indicated by debt/EBITDA (as defined by Moody's) remaining below 2.5x times (1.9x per December
2015) excluding the holding debt at Semapa.
Exhibit 4

Overview of Portucel's Adjusted Leverage and EBITDA Development

Note: 2015 numbers are based on Portcuel's preliminary Q4 2015 financials results; 2016 and 2017 expectations represent Moody's forward view, not the view of the company
Source: Moody's Financial Metrics and Moody's estimates
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Peer Group:
»

Domtar Corporation

»

P.H. Glatfelter Company

»

Wepa Hygieneprodukte GmbH

»

ENCE Energia y Celulosa, S.A.

Methodologies used:
»

Global Paper and Forest Products Industry (10 October 2013)

Moody's Related Research
»

Global Paper and Forest Products: Weaker Prices Across Most Grades Will Limit Operating Earnings Growth, March 2016

»

Portucel S.A.

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.
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