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Mondt

A global leader in sustainable packaging

By GODWILL CHAHWAHWA
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ESTABLISHED IN 1967, Mondi has its roots in South Africa and has grown into a global leader
in paper and packaging. It operates in more than 30 countries across Europe, North America,
and Africa, and employs over 22 000 people. From its origins in printing paper, Mondi pivoted
to sustainable paper packaging, which now accounts for 85% of revenue, serving the consumer,
retail, industrial, and agriculture sectors, as well as building and construction end markets.
We believe Mondi offers compelling risk-adjusted upside, with the market underestimating its
earnings power and strategic positioning.

MARKET LEADERSHIP

Mondi occupies important leadership positions across the three divisions it operates (Figure
1 overleaf). In its packaging divisions, Mondi operates at scale, targeting less commoditised
products with higher barriers to entry.

Its largest division, Flexible Packaging, accounts for 55% of earnings and is the number one
kraft paper (brown packing paper) producer globally, with a 16% market share. Virgin kraft
paper, made from softwood fibre, offers high strength, elasticity, and tear resistance, making
it ideal for use in paper bags, sacks, and paper-based consumer products. Significantly, Mondi
uses approximately 90% of its own kraft paper to produce end products such as sack kraft bags,
where it is also the global leader, roughly four times larger than its closest competitor.

In Europe, Mondi is the number one specialty kraft paper producer, with the widest range of

specialty paper grades, a key attraction for customers seeking security of supply, innovation,
and global reach.
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Figure 1

MONDI’S MARKET LEADERSHIP POSITIONS
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Source: Company reports

Barriers to entry are high, due to limited access to high-quality fibre sources and the need for
end-market integration. Approximately 95% of producers are already vertically integrated.
The business benefits from sticky long-term customer relationships around whom the converting
plants are conveniently located. Demand is growing while limited new capacity is expected,
resulting in healthy industry operating rates above 90%. Mondyi is the scale player in this attrac-
tive market (Figure 2).

The Corrugated Packaging division accounts for 30% of earnings and is the leading virgin
containerboard producer in Europe and the top corrugated box producer in emerging Europe.
While 80% of the European containerboard market is
Figure 2 recycled containerboard, this segment has low barriers
GLOBAL TOP 20 SACK KRAFT PAPER PRODUCERS to entry and is currently in overcapacity. Mondi has low
direct exposure to recycled containerboard, producing
kig’""“ only 20% of its containerboard output there and
800 consuming more internally than it produces.

Market capacity: 5 metric tonnes
Top 3: c. 30% of capacity
Top 20: c. 80% of capacity

600 The bulk (80%) of Mondi’s containerboard production
o is in virgin grades, where barriers in terms of capital
expenditure (capex) and fibre access are higher. While

there are some common end uses with recycled container-

200 X board, virgin has some specialised applications requiring
_ o P strength, moisture resistance, and hygiene, e.g., food,

I I I I I I . I I I l EEEN pharmaceuticals, luxury, and heavy goods packaging.

0 With limited new capacity, the supply-demand outlook

B Mondi M Europe M North America M Americas/Europe is more favourable for Virgin containerboard.
M Latin America M Asia-Pacific Russia Q Own paper bag plants

400

Mondi

Sources: Fastmarkets RISI Mill Asset Database 2025 and management estimates
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Mondi’s smallest division is the Uncoated Fine Paper business, which is the market leader in
South Africa and occupies second place across Europe. In both markets, they own low-cost mills
and are able to earn areturn in what is a challenging market with volumes in structural decline.

MOATS

Mondi has some important economic moats that enable the business to maintain its competi-
tive advantage, protect market share, and help generate attractive returns.

« Itis a low-cost operator running large-scale, efficient, and well-invested paper mills.
- Approximately 75%-80% of Mondi’s production capacity sits in the lowest half of the industry
cost curve. This enables Mondi to remain profitable throughout the business cycle while still

delivering products at competitive pricing.

It operates under a culture of continuous improvement, investing in its asset base to eke out

efficiency gains and further widen this moat.

It also enjoys the benefits of operating a vertically integrated business model. Operations stretch
across the value chain, from ownership of forests in South Africa to pulp mills built alongside
their paper-making machines, which ultimately feed their box-making plants located close to

end markets and customers.

Why is this an important moat? Vertical integration
enables Mondi to be 90% energy self-sufficient, gener-
ating biomass energy from pulp production and reducing
reliance on more expensive fossil fuels. Ownership of box
plants located near their customers secures a captive
route to market and enables their mills to run at higher,
more efficient operating rates. Importantly, management
continues to invest in deepening this moat.

WHY WE BELIEVE MONDI IS UNDERVALUED

At the heart of the investment case is our assessment
that Mondi’s earnings base today does not reflect the
true potential of the business. Three factors account for
earnings being lower than our assessment of sustainable
earnings. These include:

« The cyclical downturn in demand across their markets.

« The structural growth potential is still to be captured
in the business.

« Acquisitions and new expansion projects that are not
yet contributing to earnings.

CYCLICAL LOWS FOR DEMAND AND MARGINS

Mondi operates in a cyclical industry, impacted by the
consumer and industrial demand cycles. The combination
of high inflation and rising interest rates dampened both
retail and industrial demand post-Covid. In Europe, retail
sales volumes have been flat since 2022, while industrial
production is yet to recover (Figures 3a and 3b). European
box volumes fell 5% in 2023, while sack kraft volumes
are still below pre-Covid levels. More recently, escalating
trade tensions following President Trump’s “Liberation
Day” tariffs have heightened uncertainty in the market,
limiting the appetite for businesses to invest, hire, and
grow. A perfect storm for demand.

In this cyclical downturn, selling prices declined faster
than input costs, resulting in a squeeze of industry margins
to very low levels across most packaging grades. An

Figure 3a

Retail trade volumes more reflective of box volume trends, given inflation
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Figure 3b
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Figure 4

GENERIC TESTLINER' PRODUCER EBITDA MARGINS
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Figure sa

ECOMMERCE PENETRATION BY REGION
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Figure sb
ECOMMERCE MARKET SIZE BY REGION
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example is the European recycled containerboard (20%
of Corrugated Division volumes), where the downcycle
was amplified by additional capacity entering the
market, creating oversupply and resulting in low industry
operating rates. Estimated recycled containerboard
industry earnings before interest, tax, depreciation and
amortisation (EBITDA) margins are down to mid-single
digit levels versus the long-term average of 12% (Figure 4).
Adjusting for lower operating rates, the recycled contain-
erboard industry is hardly profitable on average, and an
estimated 30% of that market is deeply loss making, an
unsustainable position in the long term.

Easing inflation and lower interest rates are improving
consumer affordability and supporting a recovery in indus-
trial activity. 2024 saw a 4% recovery in box shipments
and a small pick-up in sack kraft volumes, while the first
half of 2025 has seen moderate price increases returning
to packaging markets. It is still early days, but ultimately,
as the cycle turns, industry margins should recover to more
sustainable levels.

STRUCTURAL GROWTH IS NOT REFLECTED IN
EARNINGS

The paper packaging market benefits from some
long-term structural growth drivers. Ecommerce has been
growing strongly at the expense of brick-and-mortar
retailing, and this trend is likely to continue (Figures 5a
and 5b). The rise of food delivery services is yet another
channel that is taking off within the ecommerce space.
Online retailing makes use of more packaging in the
delivery process and is a key demand driver for corru-
gated boxes and mailing envelopes. The potential market
size for ecommerce packaging is large, particularly in
emerging markets where penetration levels are still very
low.

The global drive towards sustainability is at the heart
of shifting consumer preferences away from single-use
plastics towards sustainable paper packaging. From
food, beverages, clothing, and general merchandise to
industrial and agricultural packaging, global FMCG and
industrial players are evolving their product supply chains
towards sustainable packaging with paper at the centre
of this transition. Regulations seeking to drive this shift
are being enacted. Examples include the Packaging and
Packaging Waste Regulations (PPWR) adopted by the
European Council in December 2024. Plastic packaging
accounts for 36% of the total global packaging market,
estimated at US$1175 billion in 2023 (Figure 6 - following
page). Clearly, not all plastics will shift to paper, but the
total addressable market is significant.

PARTNER OF CHOICE

Mondi has positioned its business to benefit from
these structural tailwinds by partnering with clients
to develop sustainable, paper-based solutions. It is a
one-stop shop, combining corrugated kraft papers with
coatings, plastics, and barrier technologies to achieve
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strength, flexibility, display, and moisture-proof qualities
as needed. For example, in the ecommerce space, Mondi
has developed a protective mailer envelope in collabora-
tion with Amazon by making use of Mondi’s kraft paper
and corrugated capabilities. In the pet food space, Mondi
developed the flexi-bag, leveraging the strength and flex-
ibility characteristics of their sack kraft paper to replace
plastic-based bags.

Within Mondi’s specialty kraft business, 15% of the
products sold in 2024 did not exist five years ago but
were developed by Mondi together with their customers.
Mondi’s scale and breadth of product make it a partner
of choice for businesses seeking to develop and bring to
market new sustainable packaging solutions.

INVESTING FOR GROWTH
With strong growth opportunities available, Mondi has
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Figure 6
GLOBAL PACKAGING MARKET, TOTAL $1.175 BILLION
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Sources: Smithers Information Ltd, Industry consultant

continued to invest in additional capacity. In 2023, they launched an investment programme
totalling €1.2 billion, a significant sum representing nearly 20% of the current market capi-
talisation of the group. This programme involved building new paper mills, debottlenecking
existing operations and adding downstream converting capacity to both the Containerboard
and Flexible Packaging divisions. These projects were delivered on time and on budget and are
now ramping up to full production (Figure 7). The current earnings base for Mondi does not yet

reflect the benefits from this additional capacity.

Figure 7
INVESTING FOR GROWTH

Business unit Project Investment  Project status Planned capacity ramp-up period
2024 2025 2026
[ ® ° o>

Corrugated Kuopio modernisation (55ktpa) €0.1bn Investment complete
Packaging )

Swiecie debottlenecking (55ktpa) €0.7bn Completionin 2024

Duino conversion (420ktpa) €0.2bn On track for 2025 completion _—

Converting network €0.2bn Warsaw and SIMET completion in 2024
Flexible Stéti kraft paper machine (210ktpa) ~ €0.4bn On track for 2025 completion —_—
Packaging

Converting network €0.2bn On track

Source: Company reports

“BEING GREEDY WHEN OTHERS ARE FEARFUL”

Under mid-cycle trading conditions, a business of this quality and growth potential, with the
significant investment in capacity expansion, will generate earnings meaningfully higher than
what was reported in 2024. The current downcycle in demand across Mondi’s markets, together
with concerns about new recycled containerboard capacity, has weighed on the share price.
In our view, this presents a compelling investment opportunity. While the timing of a demand
recovery is uncertain, Mondi trades at around eight times our assessment of sustainable mid-cycle
earnings - a very attractive multiple for a business enjoying scale, market leadership and a

compelling growth outlook. +
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DISCLAIMER

South African Readers

All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result,
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax,
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act

in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake

to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does

not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers

Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission
(“SEC™). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.

Global (ex-US) readers

The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’,
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.
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