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Worse risk/reward after the profit warning

We cut Suominen’s target price to 2.85 EUR (prev. 3.30 EUR) and downgrade our
recommendation to sell (prev. reduce) after the company’s recent profit warning.
Suominen’s short term risk/reward has become clearly unsatisfactory in our opinion.

The company announced a relatively heavy profit warning due to old problems

Suominen guided in its recent profit warning that its net sales will be at the level of
2017 (prev. improve from 2017) and its comparable EBIT will be significantly lower than
in 2017 (prev. at the level of 2017). Suominen reported 426 MEUR net sales and 15.0
MEUR comparable EBIT in 2017. The profit warning did not surprise us as we outlined
after the company’s Q2-report that the profit guidance (downgraded in Q2-report) may
be challenging to reach and our estimate for comparable EBIT FY’18 (2018e: 13.3
MEUR) was most likely at the lower end of the company’s previous range. However,
Suominen dropped its profit guidance “two steps” in the recent warning, thus the
downgrade was clearly heavier than we feared after the Q2-report. The company
commented briefly in the statement that slower than expected impact from its profit
improvement program (i.e. the main tool was price increases) and continuing increase
in raw-material prices loomed behind the warning. Suominen has struggled with input
cost inflation and lagging pricing since the beginning of 2017. We believe these two
factors have deteriorated profitability especially in baby care and flushables (together
some 50 % of Suominen’s sales) as there is severe overcapacity in both segments. In
addition, we believe the company’s price increase efforts have led to modest lost
volumes on H2. The company did not mention the new production line in Bethune in
the statement but given the magnitude of the warning, we cannot exclude potentially
adverse progress in the start-up now (the line reached positive GM at the end of Q2).

Estimates went clearly down once again

We cut our estimates for Suominen’s volumes, average prices and GM-% for H2. Thus,
our net sales estimate FY18 dropped 1% 424 MEUR and comparable EBIT estimate 29
% to 9.5 MEUR. Suominen’s FY’18 profit will be weak, and we expect new rulings from
the company how to change the adverse profitability trend that has lasted almost 3
years. We cut our net sales estimate 2 % to 445 MEUR and comparable EBIT estimate
15 % to 19.6 MEUR FY*19. We still expect that Suominen’s profits touches the bottom in
2018 as over time sales prices should reach raw-material prices in some 50 % of the
contracts in which include raw-material price related clauses. Also, start-up in Bethune
should progress. However, visibility to FY’19 remains very limited given the sectors
current trading environment characterized by fierce competition and cost inflation.

Short term upside is limited and there is not yet support for the share price

Suominen’s P/E-ratios based on our FY"18 and FY™19 estimates are 50x and 16x while
corresponding EV/EBITDA-ratios are 9x and 6x. We argue Suominen’s FY’18 multiples
are elevated due to poor profits while FY’19 figures are at the upper range of our
acceptable level. In addition, P/B of 1.4x, EV/S of 0.6x and dividend yield of 2 % cannot
support the share price yet. Given the valuation and still elevated estimate risks, we
consider Suominen’s short term risk reward-ratio clearly unsatisfactory at this point.
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Upside

Guidance

Suominen expects that for the full year
2018, its net sales will be at the level of
2017 and its comparable operating
profit will be significantly lower than in
2017.

Guidance: Downgrade

Key figures

Netsales EBIT EBIT-% Pre-tax profit EPS DPS EV/S EV/ EV/ P/E Div.
EBITDA EBIT Yield
MEUR MEUR % MEUR EUR EUR () (X) (X) (X) %
2016 417 25,6 6,1% 224 0,30 on 0,7 6,2 10,5 14,0 27 %
2017 426 15,0 35% 124 0,27 on 0,8 9,7 214 16,4 25 %
2018e 424 95 22% 5,0 0,06 0,05 0,6 8,8 29,2 49,5 1,6 %
2019e 445 19,6 44 % 15,5 0,20 on 0,6 6,1 12,6 15,6 35%
2020e 467 25,6 55 % 21,8 0,28 0,13 0,5 52 9,0 11 42 %
MCAP, MEUR 181 Equity / share 2018e, EUR 2,29 CAGR EPS, 2017-2020, % 12%
Net debt 2018e, MEUR 82 P/B 2018e 14 CAGR growth, 2017-2020, % 31%
EV, MEUR 263 Gearing 2018e, % 61,8 % ROE 2018e, % 27 %
Balance sheet total 2018e, MEUR 322 Equity ratio 2018e, % 4,4 % ROCE 2018e, % 39%
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Estimate changes

Estimate revisions 2018e Change 2019e 2019e Change 2020e 2020e Change
MEUR / EUR New % old New % (e][¢] New %
Net sales 429 424 -1% 455 445 2% 478 467 2%
EBITDA 34,2 30,4 -1 % 43,6 40,2 -8% 48,4 448 -8%
EBIT (exc. NRIs) 183 €5 -29 % 23,0 19,6 -15 % 29,2 25,6 -13 %
EBIT 13,3 9,5 -29 % 23,0 19,6 -15 % 29,2 25,6 -13 %
[P 8,8 5,0 -43 % 18,8 15,5 -18 % 254 21,8 -14 %
EPS (excl. NRIs) on 0,06 -44 % 0,24 0,20 -18 % 0,33 0,28 -14 %
DPS on 0,05 -55 % 0,12 0.1 -8 % 0,13 0,13 0 %
Source: Inderes
Valuation
MCAP EV EV/EBIT EV/EBITDA EV/Sales P/E Dividend yield-% P/B
Company MEUR MEUR 2018e 2019e 2018e 2019e 2018e 2019e 2018e 2019e 2018e 2019e 2018e
Suominen 184 266 18,1 10,3 7.4 55 0,6 0,5 26,3 12,8 Bi5 B9 13
Huhtamaéki 2935 3840 14,3 12,5 9,7 87 12 11 15,1 131 3,0 34 2,2
Duni 503 608 14,2 12,3 10,1 9,0 14 13 15,8 13,9 4,7 4,9 2,0
Sealed Air 5577 8292 13,6 132 12 1,0 21 21 16,2 14,4 16 19
Riverstone 540 525 14,7 12,3 15 9,7 2,6 2,2 17,4 2,6
Halyard 2893 2694 414 221 26,8 18,0 39 35 94,5 451 2,6
Glatfelter 725 1081 15,7 7,6 0,7 213 16,2 2,6 1.2
Ahlstrom-Munksjo 1492 1926 15,7 10,9 8.3 6,5 0,9 0,9 13,6 1,0 3,6 4,0 14
Berry Plastics 5514 10317 13,4 12,0 85 77 15 14 14,5 12,9 45
Suominen (Inderes) 181 263 29,2 12,6 8,8 6,1 0,6 0,6 49,5 15,6 1,6 3,5 1,4
Average 17,9 13,2 1,2 9,5 1,7 1,6 26,1 17,4 33 33 2,2
Median 14,7 12,3 9,7 8,8 1.4 1,3 16,2 13,5 3,5 34 2,0
Premium/discount-% vs. mediaan 98 % 2% -9 % -31% -54% -58 % 206 % 15 % -54% 4% -31%

Source: Bloomberg / Inderes. Notification: Inderes' MCAP does not include treasury shares
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Income statement and quarterly estimates

Quarterly earnings Q117 Q2'17 Q3'17 Q4'17 2017 Q118 Q2'18 Q3'18e Q4'18e  2018e 2019e  2020e
Net sales 416,9 12,9 12,1 102,3 98,7 426,0 106,6 110,0 104,4 102,6 423,6 444.,9 4671
Nonwovens 416,9 12,9 12,1 102,3 98,7 426,0 106,6 110,0 104,4 102,6 4236 444,9 467,1
EBITDA 44,1 10,9 8,9 9,4 5,1 34,3 6,5 8,0 8,4 7.4 30,4 40,2 44,8
Depreciation -18,5 -4,7 -4,6 -4,8 -54 -19.3 -5,0 -51 -54 -54 -20,9 -20,6 -19,2
EBIT (excl. NRI) 25,6 6,3 4,4 4,6 -0,3 15,0 1,5 2,9 3,0 2,0 9,5 19,6 25,6
EBIT 25,6 6,3 4,4 4,6 -0,3 15,0 15 2,9 3,0 2,0 95 19,6 25,6
Nonwovens 25,6 63 44 46 -0,3 15,0 15 29 3,0 2,0 95 19,6 25,6
NRI 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Net financial items -3,2 -0,2 -0,3 -11 -1,0 -26 -19 -0,5 -11 -11 -45 -4,2 -38
PTP 22,4 6,1 4,1 3,5 -1,3 12,4 -0,3 24 2,0 1,0 5,0 15,5 21,8
Taxes -7,2 -19 -2,0 -17 76 2,0 0,0 -0,6 -0,5 -0,2 -14 -39 -54
Minority interest 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Net earnings 15,2 4,2 2,1 1,8 6,3 14,5 -0,4 18 1,5 0,7 3,7 1,6 16,3
EPS (adj.) 0,30 0,08 0,04 0,03 0,12 0,27 -0,01 0,03 0,03 0,01 0,06 0,20 0,28
EPS (rep.) 0,30 0,08 0,04 0,03 0,12 0,27 -0,01 0,03 0,03 0,01 0,06 0,20 0,28
Key figures 2016 Q117 Q2'17 Q3'17 Q4'17 2017 Q118 Q2'18 Q3'18e Q4'18e  2018e 2019e  2020e
Revenue growth-% -6,1% 8,7 % 3.0% -14 % -17% 22% -56 % -19 % 2,1% 4,0 % -0,6 % 5,0 % 50%
Adjusted EBIT growth-% -18,2 % 12,9 % -49,3 % -414 % -107,6 % -41,4 % -753 % -335% -348 % -8632% -366% 106,3 % 30,1%
EBITDA-% 10,6 % 97 % 8,0 % 92 % 52% 8,1% 6,1% 7.3 % 8,1% 72 % 72% 9,0 % 9,6 %
Adjusted operating profit-% 6.1% 55% 39% 45 % -03% 35% 15 % 27 % 29% 20% 22% 44 % 55 %
Net profit-% 36 % 38% 19 % 18 % 6,4 % 34% -03% 16 % 14 % 07 % 09 % 26 % 35%
Source: Inderes
Net sales and EBIT-% Quarterly EBIT development
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Valuation

Valuation 2013 2014 2015 2016 2017 2018e 2019e 2020e
Share price 2,40 4,00 6,20 414 4,42 3,10 3,10 3,10
MCAP 18 197 313 212 258 181 181 181
EV 194 243 354 277 341 263 247 231
P/E (adj) 17,9 17,7 18,9 14,0 16,4 49,5 15,6 mn1
P/E 20,7 19,3 18,4 14,0 16,4 49,5 15,6 1,1
P/FCF 43 125 36,9 -91 435 10,4 81 7.2
P/B 15 18 25 15 19 14 13 12
P/S 03 0,5 07 05 0,6 04 04 04
EV/S 05 0,6 0,8 0,7 038 0,6 0,6 0,5
EV/EBITDA 58 54 64 6,2 9,7 88 6,1 52
EV/EBIT 9,8 8,2 €5 10,5 214 29,2 126 9,0
Payout (%) 0,0% 242 % 297 % 371% 443 % 799 % 553 % 46,4 %
Dividend yield-% 0,0 % 13% 16 % 27 % 25% 16 % 35% 42 %

Source: Inderes

P/E (adjusted) EV/EBITDA

2013 2014 2015 2016 2017 2018e 2019e 2020e 2013 2014 2015 2016 2017 2018e  201%  2020e
B P/E (adj) emmmMedian 2013 - 2017 mmmm EV/EBITDA  emmmmmMedian 2013 - 2017
P/B Dividend yield-%

30 45%
4,0%
35%
30%
25%
2,0%
1.5%
1,0 %
0,5 %
0,0 %

2013 2014 2015 2016 2017 2018e  2019e  2020e 2013 2014 2015 2016 2017 2018e 2019 2020e

BN P/B === Median 2013 - 2017 mmmm Dividend yield-% — emmmm= Median 2013-2017

Earnings trend (rolling 12 months)

Development of netsales and profitability Development of EBIT and EBIT-%
80% 80%
70% 7.0%
6.0 % 6.0 %
50 % 50%
40% 40%
30% 30%
T 20% T 20%
"~ 10% © 10%
0.0% 0,0 %
mm Netsales (LTM) = EBIT-% (LTM) B EBIT (LTM) e EBIT-% (LTM)
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Balance sheet and cash flow statement

Balance sheet

Assets (MEUR) 2015
Non-current assets 142
Goodwill 15
Intangible assets 13
Tangible assets 98
Associated companies [0]
Other investments 1
Other non-current assets 10
Deferred tax assets 4
Current assets 150
Inventories 33
Other current assets 10
Receivables 52
Cash and equivalents 56
Balance sheet total 292

2016

179

137
43

54
30
316

2017

180

326

2018e 2019e Liabilities (MEUR) 2015
173 164 Equity 126
15 15 Share capital 12
18 18 Retained earnings 66
129 120 Shares repurchased 0
0 0 Revaluation reserve 0
1 1 Other equity 47
5 5 Minorities 0]
5 5 Non-current debt 106
150 153 Deferred tax liabilities 1"
49 50 Provisions 0
16 16 Long term debt 93
57 60 Convertibles 0
28 27 Other long term liabilities 2
322 317 Current debt 60
Short term debt 3

Payables 56
Other current liabilities 0

Balance sheet total 292

Development of balance sheet key figures

120%

100%

80%

60%

40%

20%

0%

2016

2017

2020e

2018e 2019

— G earing-% (right)

2016

143
12
77
0
0
54
0
99
n
0
87
0
1
74
8
65
0
316

DCF model (MEUR) 2017 2018e 2019e 2020e 2021e 2022e 2023e 2024e 2025e 2026e 2027e¢ TERM

2013 2014 2015
I Equity ratio-% (left)

Lahde: Inderes
DCF model
EBIT (operating profit) 15,0
+Depreciation 19,3
- Paid taxes 37
- Tax, financial expenses 0.4
+Tax, financial income 0,0
- Change in working capital -13,2
Operating cash flow 25,3
+Change in other long-term liabilities -0,1
,- Gross CAPEX -19.3
Free operating cash flow 59
+/- Other 0,0
FCFF 59

Discounted FCFF

Sum of FCFF presentvalue
Debt free DCF

- Interesting bearing debt
+Cash and equivivalents
-Minorities

-Dividend/capital return
Equity value DCF

Equity value DCF per share

95
209
14
12
0.0
43
30,6
0.0
131
175
0.0
7.5
17,1
286,6
286,6
10,5
272
0.0
64
197,0
338

19,6
20,6
-39
-1
0,0
-0,8
345
0,0
121
224
0,0
22,4
203
2695

WACC

Tax-% (WACC)

Target debt ratio (D/(D+E)

Cost of debt

Equity Beta

Market risk premium

Liquidity premium

Risk free interest rate

Cost of equity

Average cost of capital (WACC)

25,0%
25,0%
5,0%
115
4,75 %
1,00 %
30%
9,5%
8,0%

25,6
19,2
54
10
0.0
13
374
0,0
12,1
25,0
0,0
250
210

2493

28,0 278 271 26,3 25,9 25,6 26,1
18,1 171 171 17,4 178 18,2 18,5
-6,2 -6,1 -5,9 -57 -5,7 -56 -57
-0,9 -08 -0,8 -0.8 -0.8 -0.8 -0.8
0,0 0,0 0,0 0,0 0,0 0,0 0,0
0,2 -03 0,2 -03 03 03 -0,9
393 376 376 36,8 376 377 371
0,0 0,0 0,0 0,0 0,0 0,0 0,0
121 171 -19.1 -20,1 -201 -20,1 -20,0
27,2 20,5 18,5 16,7 17,5 17,6 17,2
0,0 0,0 0,0 0,0 0,0 0,0 0,0
27,2 20,5 18,5 16,7 17,5 17,6 17,2 292,2
210 14,7 12,3 10,3 9,9 93 8,4 142,5
2283 207,33 192,6 180,3 170,0 160,1 150,8 142,5

Cash flow distribution

2018e»2022e _ 33%
2023 20276 - ™

W 2018e-2022e W 2023e-2027e

TERM

B TERM

2017

326

2018e

322
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2019e

142
12
21

0
0
109

104
15

88

7

66

317
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Summary
Income statement 2015 2016 2017 2018e 2019e Share based key figures 2015 2016 2017 2018e 2019e
Sales 4440 416,9 426,0 4236 4449 EPS 0,34 0,30 0,27 0,06 0,20
EBITDA 495 441 343 304 40,2 EPS (adj) 033 0,30 0,27 0,06 0,20
EBITDA-% 1m1 10,6 81 72 9,0 Oper. cash flow per share 0,61 0,64 0,47 0,52 0,59
EBIT 318 25,6 15,0 9,5 19,6 Book value per share 2,49 279 254 2,29 243
PTP 26,5 224 124 50 15,5 Dividend per share 0,02 on oMn 0,05 on
Net earnings 17,0 15,2 14,5 37 16 Payout ratio (%) 30 37 44 80 55
Non-recurring items 0,5 0,0 0,0 0,0 0,0 Dividend yield (%) 1,6 27 25 16 35
Balance sheet 2015 2016 2017  2018e 2019
Balance sheet total 2918 315,6 3257 3223 316,9 P/E 18,4 14,0 178 49,5 15,6
Equity 1257 1428 1361 1334 142,0 P/B 25 15 1.9 14 13
Goodwill 15,5 15,5 15,5 15,5 15,5 P/S 0,7 0,5 06 0,4 04
Interest-bearing debt 96,9 945 105 10,0 9238 P/CF 10,2 64 10,2 59 52

EV/S 08 0,7 0.8 0,6 0,6
Cash flow 2015 2016 2017 2018e 2019e EV/EBITDA 72 6,3 9.9 8,7 6,1
EBITDA 49,5 44, 343 304 40,2 EV/EBIT 11 108 227 277 126
Change in NWC -79 -43 -13,2 -4,3 -0,8
Operating cash flow 30,7 33,0 253 30,6 345
Free cash flow 85 -234 5) 17,5 224
Suominen supplies its industrial and retail customers with nonwovens products worldwide. AC Invest two B.V. 26,8 %
Suominen is the global market leader in nonwovens for wipes. The company employs around Oy Etra Invest Ab 99 %
600pecplelin/EtiopelandinithefAmericas; Varma Mutual Pension Insurance Company 88 %

lImarinen Mutual Pension Insurance Company 6,4 %

Elo Pension Company 59 %

Recommendation history

Date Recommendation Target price Share price
29.4.2016 Accumulate 450 € 4,03€
29.6.2016 Accumulate 450 € 393 €
9.8.2016 Reduce 4,80 € 458 €
21.9.2016 Accumulate 420€ 3,80€
27.10.2016 Accumulate 4,60 € 434 €
1.2.2017 Accumulate 435€ 4,00 €
27.4.2017 Accumulate 510 € 477 €
1.5.2017 Reduce 510 € 500 €
22.6.2017 Reduce 510 € 4,87€
24.7.2017 Reduce 470 € 4,81€
9.8.2017 Reduce 470 € 490 €
30.10.2017 Reduce 450 € 442¢€
14.12.2017 Reduce 425€ 443€
31.1.2018 Reduce 425€ 440€
6.4.2018 Reduce 4,00€ 388€
27.4.2018 Reduce 350€ 355€
4.7.2018 Reduce 3,50 € 340€
6.8.2018 Reduce 330€ 340€
14.9.2018 Sell 285€ 310€

o
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Disclaimer

Inderes Oy (henceforth Inderes) has produced this report for
customer’s private use. The information used in report is
gathered from publicly available information from various
sources deemed reliable. Inderes’s goal is to use reliable and
comprehensive information, but Inderes cannot guarantee that
the information represented is flawless. Possible contentions,
estimates or forecasts are based on the presenter’s point of
view. Inderes does not guarantee the content or the reliability of
the data. The primary information source of the report is
information published by the target company unless otherwise
mentioned. Inderes uses its own database for the financial
figures tables presented in the report unless otherwise
mentioned. Historical figures are based on numbers published
by the company and all future forecasts are Inderes’ analysts’
assessment.

Inderes or their employees shall not be held responsible for
investment decisions made by based on this report or other
damages (both direct and indirect damages) what usage of this
report might have caused. The information presented in this
report might change rapidly. Inderes does not commit to inform
for the possible changes in the information / contention of the
report.

This report has been produced for information purposes and the
report should not be taken as an investment advice, offer or
request to buy or sell a particular asset. The client should also
understand that the historical development is not a guarantee of
the future. When making investment decisions, client must base
their decisions on their own research and their own estimates on
the factors affecting the value of the investment object and also
to consider their own financial goals, financial status and when
necessary they shall use advisor. Customer is always
responsible for their own investment decisions and the possible
causes of them.

The recommendations and target prices of Inderes are
examined at least four times a year after company’s quarterly
reports. However, it is possible to change recommendation and /
or target price at any time it is necessary. The amount of
changes in recommendations or target prices is not limited.
Recommendations of Inderes are divided in the following
categories and given based on the estimated upside potential of
the share in the next 6 months. Note that possible dividends are
also included in the potential.

Recommendation Upside potential*

Buy >15 %
Accumulate 5-15%
Reduce 5-5%
Sell <-5%

Potential regarding to 12 month target price

No one is allowed to modify this report, copy it or to distribute it
with third parties without written agreement from Inderes. Any
parts of this report shall not be distributed or delivered in USA,
Canada or Japan or to residents of any these countries
mentioned above.

There also might be restrictions in legislations in other countries
about distributing this information and person who might be
under these restrictions shall consider the possible restrictions.
Inderes has signed an agreement that includes producing equity

research reports with the company that is a subject of this
report. More information about research disclaimers can be
found at www.inderes.fi/research-disclaimer.



