
Mkt. Cap Price Cons. Current EPS Estimates Previous Est.
Company Name Ticker (MM) Rating Price Target Next FY 2013 2014 2015 2014 2015 
International Paper IP $20,192.0 BUY $46.73 $59.00 $3.55 $3.17 $3.34 $4.16 $3.50 $4.58
Packaging Corp of America PKG $6,105.4 BUY $62.30 $80.00 $4.66 $3.28 $4.64 $5.29 $4.64 $5.66
Rock-Tenn Company RKT $6,759.8 BUY $46.30 $60.00 $3.53 $3.65 $3.57 $4.11 $3.57 $4.21
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Key Takeaway
While IP, RKT, and PKG have been largely range bound due to soft box demand
and new supply, we believe there is a high likelihood one of the containerboard
producers create an MLP structure over the next 6 - 12 months. The latter could
unlock 30 - 50% value in the stocks and accelerate stock buybacks and M&A in
the industry.

MLP likely next 6 - 12 months. We initially had reservations on the MLP structure for
containerboard, but based on IP and RKT's recent comments and the assurance they would
not move forward unless they were able to run their business as currently constructed (i.e.
ability to take downtime and raise prices), we believe there is a high likelihood one of the
containerboard producers create an MLP over the next 6 - 12 months. While there is still a
moratorium on PLRs, we have heard chatter it could be lifted as soon as this fall.

Makes strategic sense and favorable risk reward. By creating an MLP structure for
their virgin containerboard mills, the GP / parent (IP, RKT, PKG) would still have control of
the assets and % of the cash flow of the MLP, while benefiting from tax deferral. Further, the
parent would still benefit from all the upside (and downside) from higher containerboard
prices. If interest rates rise and MLPs become out of favor, the GP could potentially buy the
assets down the road from the LP at a compelling price. Structuring an MLP is complex, but
if done correctly, we believe the risk reward is compelling and makes strategic sense for the
containerboard producers.

30 - 50% potential upside. Our analysis assumes the containerboard producers would
structure an MLP similar to Westlake Chemical, where there is a cost plus supply agreement
from the parent that guarantees a fixed margin and a predictable CF stream. Our MLP model
is based on trough EBITDA margins and excludes the earnings stream from recycled mills
and box assets. With the supply agreement in place, there is good visibility in the cash flow
and we believe the containerboard MLPs would trade with a 7 - 7.5% DCF yield. Based on
our SOTP / MLP model, we believe there's 30 - 50% upside potential for IP, RKT, and PKG.

More buybacks on tap? While the cash proceeds from the MLPs are unlikely to be used
for growth projects, it could be deployed for stock buybacks and M&A. Based on the DCF
yield the MLPs would likely trade at, the containerboard producers could monetize their
virgin mills at a ~12x EV/EBITDA, a significant bump from the ~6x EV/EBITDA multiple they
are trading at. By capitalizing on the "valuation arb", it's an innovative way to unlock
shareholder value. Assuming the parent retains a 75% interest, IP, RKT, and PKG could
potentially buyback 10%+ of their stock from the proceeds.

MLPs could drive further M&A. The cash proceeds could be used for acquisitions,
noting RKT flagged M&A as its primary motive to potentially create an MLP. While valuation
and the size of certain deals may have been deterrents in the past, that dynamic could
change materially. A 9 - 10x EV/EBITDA multiple on a transaction becomes more palatable
if the companies are able to monetize their containerboard assets at ~12x EV/EBITDA. We
still believe the containerboard industry could consolidate further, and boxboard and the
Brazilian containerboard industry would be logical as well.

Trimming estimates. We are updating our estimates for IP, RKT, and PKG assuming flat
containerboard prices in 2015 and reflecting recent FX moves, along with more muted OCC
prices and lower pension contribution from the highway bill.

Jefferies does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that Jefferies may have a conflict
of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.
Please see analyst certifications, important disclosure information, and information regarding the status of non-US analysts on pages 22 to 25 of this report.



 

 

MLPs Looming, Buybacks and M&A 

Likely to Accelerate 
 

MLP Likely Next 6 – 12 Months 

The potential for virgin containerboard mills to be dropped into a Master Limited 

Partnership (MLP) structure has been quite topical since Perry Capital first floated the idea 

in an investment letter late July. We initially did not put much thought into the idea, but 

based on IP and RKT’s recent public comments and the opportunity to potentially unlock 

30 – 50% upside in their stock prices (refer to Chart 8) based on our analysis, we believe 

there is a high probability one of the containerboard producers creates an MLP structure 

for their virgin containerboard assets over the next 6 -12 months.    

An MLP is a corporate structure that typically guarantees a level of cash distributions over 

time (much like a fixed income security), with advantageous tax treatment in that MLP 

cash flows are distributed on a tax deferred basis, with unit holders only liable for capital 

gains tax on the MLP and distributed cash flows once they sell their units. The majority of 

MLPs (>80%) are energy natural resource related, however, the IRS definition for MLP 

treatment also includes other natural resource based activities including coal and timber.  

For a more in depth discussion of the structure and the investment merits of MLPs, please 

refer to Jefferies MLP primer: A Gentleman's Guide to Yield & Value. 

To move forward, the containerboard producers would need to obtain a private letter 

ruling (PLR) from the IRS that deems containerboard production an MLP eligible business 

under section 7704(d)(1)(E) of the IRS code. As part of Perry Capital’s analysis, they 

obtained an expert opinion from PricewaterhouseCoopers (tax consultants) that 

concluded the production process for virgin containerboard, defined as containerboard 

containing greater than 75% virgin timber fiber and less than 25% recycled fiber would 

be MLP eligible under the current guidelines. While the opinion is no way conclusive, 

PWC has direct experience with these types of PLRs in the past and based on the amount 

of resources IP, RKT, and PKG have deployed to delve into the topic, it speaks to the 

potential viability of the MLP structure for virgin paper assets (i.e. containerboard, 

boxboard, pulp).   

Chart 1: Containerboard Mill Summary 

  

Source: July 2014 Perry Capital Letter 

 

When Perry Capital’s analysis was first released, the containerboard stocks rallied on the 

news as MLP conversion have a track record of creating value and MLPs trade at a much 

higher multiple (10 – 16x EV / EBITDA) than the containerboard producers (5 – 6x EV / 

EBITDA). Both IP and RKT reported earnings after the Perry Capital letter was released, and 

both companies, while noting that they were evaluating the opportunity, did not sound 

very far along in the process. That said, the containerboard producers have subsequently 

devoted a considerable level of resources to evaluating the opportunity and we have 

noticed a recent change in tone. IP’s management commentary has changed from being 

“far from convinced” an MLP was a good idea on its earnings call July 29th to being “more 

IP RKT KS

Average virgin output 74% 78% 83%

Average recycled output 26% 22% 17%

Capacity <25% OCC 87% 72% 92%

Capacity >25% OCC 13% 28% 8% 

 

According to the opinion letter from 

PWC, mill assets that use less than 

25% OCC in the production of 

containerboard should be eligible for 

MLP treatment. 

An MLP typically guarantees a set 

level of distributed cash flows much 

like a fixed income security. 
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intrigued” and in a “more serious evaluation phase” at an investor conference in late 

August. RKT’s recent comments also indicate a significant level of resources and attention 

being committed to the opportunity, with the company evaluating potential MLP 

structures (Opco vs. specific mill drop-downs). 

 

MLP Structure Provides Compelling Risk Reward Dynamics 

It remains unclear when the IRS will lift the moratorium on PLRs or decides to take a 

stricter stance, but we have heard chatter that it could be lifted as soon as this fall.  While 

we initially had some reservations whether the companies would be able to optimize their 

mill system, take downtime, and shutter capacity under an MLP structure, the 

management teams we spoke with assured us they would not move forward unless they 

were able to run their business as currently constructed.   

 

Some investors are debating whether it makes strategic sense to MLP the virgin 

containerboard mills, since it’s unclear if there’s an obvious use of the cash or it’s simply 

financial engineering. Unlike some of the growth markets in energy where MLPs are 

commonly found, it’s not likely the cash proceeds will be used for growth projects. That 

said, we believe if the companies are able to monetize these assets at a much higher 

valuation, while keeping control of the assets as the general partner (GP) and still able to 

realize the upside of higher containerboard prices, it’s hard for us to find a reason why the 

containerboard producers would not capitalize on the MLP structure to unlock 

shareholder value.   

 

In the current low interest environment where investors are seeking yield, most MLPs 

trade at 13 – 18x market cap / DCF (distributable cash flow), which translates to a 5.6 - 

7.7% DCF yield (refer to Chart 2). The latter is a significant premium to the 10% FCF yield 

the containerboard stocks trade at, especially considering DCF is pre-tax and based on 

maintenance capex. On an EV/EBITDA basis, it translates to a 10 – 16x EV/EBITDA, which 

is a significant valuation bump from where the containerboard stocks are trading at (5 – 

6x EV/EBITDA).  It’s unclear what the companies might use the cash proceeds from the 

MLP for, but on a base case if they simply buy back their stock and capitalize on the 

arbitrage from the valuation spread, we believe it’s an innovative way to create 

shareholder value.   

 

Containerboard producers are likely 

to choose an MLP structure in which 

they retain operational control over 

the mill assets in order to maintain 

market balance. 

Most MLP’s trade at a 13 – 18x 

market cap / DCF multiple of 5.6 – 

7.7% LP DCF yield, which is a 

significant premium to the 

containerboard producers. 
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Chart 2: Jefferies Energy MLP and Containerboard Comp Sheet 

  

Source: Company data, Factset, Jefferies estimates 

 

Remember, as the GP of the MLP, the companies would have control of the mills and 

access to a percentage (based on % ownership) of the cash flow generated from the MLP 

at significantly lower cash taxes (certain cases tax free) due to tax deferment. Further, as 

the GP, it would receive IDRs (incentive distribution rights), a cash incentive when certain 

distribution levels at met.  

 

Chart 3: Typical MLP Structure 

 

Source: Jefferies 

Chart 4: Opco MLP Structure 

 

Source: Jefferies 

 

2015E DCF Yield 2015E 2015E

Jefferies Energy MLP Valuation Ticker Rating (LP DCF / Market Cap LP EV / EBITDA MC /  LP DCF

Access Midstream Partners, L.P. ACMP BUY 6.9% 16.2x 14.4x

AmeriGas Partners, L.P. APU BUY 7.8% 10.9x 10.6x

DCP Midstream Partners, L.P. DPM BUY 6.0% 16.8x 14.6x

El Paso Pipeline Partners, L.P. EPB HOLD 6.3% 15.8x 15.3x

Enterprise Products Partners, L.P. EPD HOLD 4.0% 17.3x 18.6x

Kinder Morgan Energy Partners, L.P. KMP HOLD 6.0% 19.8x 16.6x

MarkWest Energy Partners, L.P. MWE HOLD 5.0% 17.3x 17.4x

Targa Resources Partners, L.P. NGLS HOLD 4.9% 17.3x 15.5x

ONEOK Partners, L.P. OKS BUY 5.9% 17.7x 15.6x

Plains All American Pipeline, L.P. PAA HOLD 4.9% 20.0x 18.8x

Spectra Energy Partners, LP SEP HOLD 4.8% 17.4x 17.7x

Williams Partners, L.P. WPZ HOLD 7.5% 16.0x 13.5x

Average 5.8% 16.9x 15.7x

Jefferies Containerboard Valuation 2015E FCF Yield 2015E EV / EBITDA 2015E MC / FCF

International Paper IP BUY 10.1% 5.6x 9.9x

Rocktenn RKT BUY 10.0% 5.6x 10.0x

Packaging Corp of America PKG BUY 9.7% 6.3x 10.3x

Average 10.0% 5.8x 10.0x

Parent / Sponsor

General Partner Limited Partner
(Common units of MLP)

Master Limited Partnership

Sells
Mills

Receives
Cash

Proceeds

Owns 100% Partial Ownership

Operational control
100% IDR Owner

Majority Owner

Parent / Sponsor

General Partner
Limited Partner

(Common units of MLP)

OpCo (owns and operates mills)

Sells
Ownership

Stake

Receives
Cash

Proceeds

Master Limited Partnership

Partial Ownership

Operational Control
100% IDR Owner Majority Owner

Owns 100%

Owns 100%
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Lastly, if interest rate rises and MLPs become out of favor, the GP would be able to buy 

the assets down the road from the LP (limited partner) and potentially at a compelling 

price. As such, we believe it’s important for the containerboard producers to move 

quickly and capitalize on the current low interest rate environment.  Structuring the MLP 

will be complex, but if done properly we believe it’s a low risk and high reward 

proposition that creates value for shareholders.  

 

Sum-of-the-Parts Analysis Implies 30 – 50% Upside 

To help quantify the potential upside for IP, RKT, and PKG if they elected to create an MLP 

structure for their virgin mills, we built a sum-of-the-parts / MLP models (refer to Chart 7, 

Chart 22, and Chart 26) for each company. While there are a lot of moving pieces on how 

the MLP would be structured, our analysis is based on a structure similar to the MLP 

Westlake Chemical created for its ethylene assets (Westlake Partners / WLKP), where there 

is a long term cost plus supply agreement from the parent that guarantees a fixed margin 

and volume for the mills that creates a predictable cash flow stream through the length of 

the contract. While containerboard prices have been much more stable the last few years 

(refer to Chart 5) following the recent round of consolidation, ultimately the FCF and 

EBITDA will fluctuate over the cycle, especially during the downturn. With the supply 

agreement in place, it provides a high level of visibility on the DCF and we believe a virgin 

mill MLP would trade at a 7 – 7.5% DCF yield (13 – 14x MC / DCF), which we believe is 

conservative considering a no growth MLP, El Paso Pipeline (EPB), is trading with a 6.3% 

DCF yield. In our analysis, we have conservatively assumed a trough EBITDA margin that 

would allow the companies to sustain a certain level of DCF throughout the cycle.  

 

Chart 5: Historical Containerboard Prices 

  

Source: RISI 

Chart 6: Containerboard Segment Margins 

  

Source: Company data, Jefferies estimates 

 

In the above structure, it provides stable FCF that an MLP investor would covet, but the 

parent would still have all the earnings upside (as well as downside) from the mills if price 

and demand improves.  So as an IP shareholder for example, if the company moves 

forward with an MLP, it would benefit from the “valuation arb” and still be able to 

capitalize on the upside from improving fundamentals even if the majority of the virgin 

mills are dropped into the MLP.  

 

In our analysis, we have estimated the revenue stream specific to the virgin mills and 

excluded the contribution from the recycled mills and the box assets, which would not 

qualify as assets for the MLP.  To be conservative, we have assumed the containerboard 

MLPs would be no-growth and accordingly assumed no inherent value to the IDR. While 

some investors may argue that would be logical, since it’s a low growth business, the 
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With control over the GP, the parent 

is able to buy the assets back down 

the road at more reasonable 

valuation if rates rise. 

We believe a supply agreement type 

structure similar to Westlake 

Chemical is more likely for the 

containerboard assets.  

We have assumed the parent’s 

guarantees trough EBITDA margins 

to the LP in our analysis. 

In an MLP structure, the parent is 

able to capitalize on the valuation 

arb of the FCF yield spread and still 

captures all of the upside. 

We strip out box EBITDA 

contribution, and assume a no-

growth MLP to be conservative. 
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parent could achieve growth by dropping more assets / increasing ownership or 

increasing the “guaranteed price” for containerboard, which could provide upside.  

Lastly, we have assumed the leverage in the MLP would be comparable to the parent. 

 

Chart 7: International Paper: Sum-of-the-Parts / MLP Model 

  

Source: Company data, Jefferies estimates 

 

Based on the above framework, we conclude there’s roughly 30 – 50% of potential 

upside for IP, RKT, and PKG (refer to Chart 22 and Chart 26). The big swing factors in the 

analysis are the guaranteed margin and percentage of mills the companies will drop into 

the MLPs. While the upside is not as pronounced as Perry Capital’s analysis (50 – 100%), 

we believe we have taken more reasonable assumptions to assess the value and likely 

outcome. Optically to us, it appears Perry Capital’s analysis assumes current EBITDA 

margins, which would be aggressive as it would be tough to sustain through the cycle. 

Further, based on our discussions with the companies, we believe a structure similar to 

the Westlake Chemical supply agreement is more likely (Westlake is contractually bound 

to purchase 95% of the volume its ethylene producing MLP counterpart produces at a 

cost plus $0.10 / lb. rate). Additionally, it does not appear Perry Capital has excluded the 

contribution from the box assets, which would not qualify under the tax code. 

 

Non- MLP Industrial Printing Consumer Ilim

Current IP Interest LP Interest Packaging Papers Packaging Corporate Joint Venture Total

EBITDA $4,566 $545 $182 $2,185 $1,097 $515 $43 $284 $4,850

Interest $611 $57 $19 $228 $132 $65 $110 $611

Capex $1,425 $84 $28 $481 $428 $285 $71 $1,377

Taxes $807 $0 $0 $451 $171 $82 ($48) $657

Other $301 $0 $0 $144 $72 $34 $3 $253

FCF / DCF $2,025 $403 $134 $1,169 $438 $116 ($87) $2,174

Debt $9,488 $884 $295 $3,538 $2,056 $1,008 $1,708 $750 $9,488

Cash $2,075 $0 $0 $1,032 $450 $220 $374 $2,075

Equity Value $19,627 $5,764 $1,921 $11,696 $4,427 $3,073 ($1,053) $1,096 $25,829

EV $27,039 $6,648 $2,216 $14,202 $6,034 $3,860 $282 $1,846 $33,242

Shares outstanding 420 420 420 420 420 420 420 420 420

Equity value / share $46.73 $13.72 $4.57 $27.85 $10.54 $7.32 ($2.51) $2.61 $61.50

IDR value / share $0.00

Total value / share $61.50

% upside 31.6%

EV/EBITDA 5.9x 12.2x 12.2x 6.5x 5.5x 7.5x 6.5x 6.5x 6.9x

FCF (DCF) Yield 10.3% 7.0% 7.0% 10.0% 9.9% 3.8% NM 0.0% 8.4%

FCF (DCF) /Share $4.82 $0.96 $0.32 $2.78 $1.04 $0.28 ($0.21) NM $5.18

Market Cap/FCF (DCF) 9.7x 14.3x 14.3x 10.0x 10.1x 26.4x 12.1x NM 11.9x

Net Debt / EBITDA 1.6x 1.6x 1.6x 1.1x 1.5x 1.5x 30.8x 2.6x 1.5x

MLP Virgin Mills

Parent

We see 30 – 50% base case scenario 

upside potential for the 

containerboard producers based on 

the MLP opportunity. 
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Chart 8: MLP Assumptions and Implied Price Targets ($ in MM) 

  

Source: Jefferies estimates, company data 

 

While the underlying structure of the containerboard industry and FCF generation has 

improved materially, the containerboard stocks have been range bound and have seen 

multiple compression due to the muted demand backdrop and concerns of new capacity 

coming online.  Given the current market dynamics, we believe the management teams 

are strongly considering using an MLP structure to unlock value and the likelihood at least 

one of the containerboard producers moves forward in the next 6 – 12 months is high in 

our view.    

 

MLPs Could Accelerate M&A and Buybacks 

The amount of assets the containerboard producers decide to drop into the MLP and the 

percentage ownership the parent retains in the Limited Partner will determine how much 

cash proceeds will be generated from the asset sale.  In our analysis, we assumed the 

parent retains a 75% interest in the MLP, but regardless it would provide a sizable cash 

inflow event (refer to Chart 9) for IP ($1.9 bil), RKT ($869 mil), and PKG ($840 mil).  With 

both IP (doubled to $3.0 bil) and RKT (84% increase to 16.9 mil shares) recently 

increasing their buyback programs, we believe as a base case using the majority of the 

cash to buy back their stocks would be reasonable. The latter could shrink IP (8.9%), RKT 

(12.1%), and PKG’s (12.0%) share count meaningfully. With the potential to monetize the 

virgin containerboard mills into an MLP at a 10 – 12.5x EV/EBITDA multiple (refer to Chart 

9), and buy back their stocks at 5 – 6x 2015 EV/EBITDA, in our view it would be a great 

way to deploy capital and to create shareholder value. 

 

($ in mil except per share data) IP RKT PKG

SOTP Price Target $61.50 $72.32 $87.73

Current Price $46.73 $46.30 $62.30

% Upside 31.6% 56.2% 40.8%

Operating Assumptions

% of Mills Eligible for MLP 87.0% 72.0% 100.0%

% of Mills Contributed to MLP 80.0% 65.0% 90.0%

Parent Stake in MLP 75.0% 75.0% 75.0%

Maintenance Capex $1,000 $400 $250

Supply agreement EBITDA margin 11.0% 10.0% 15.0%

Valuation Assumptions

LP DCF Yield 7.0% 7.5% 7.0%

MC / LP DCF 14.3x 13.3x 14.3x

If containerboard producers 

monetize their virgin mills into an 

MLP at a 10 – 12.5x EV/EBITDA 

multiple, and buy back their stocks 

at 5 – 6x 2015 EV/EBITDA, in our 

view it would be a great way to 

deploy capital and create 

shareholder value.  
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Chart 9: MLP Proceeds Could Translate to Meaningful Buybacks ($ in MM) 

  

Source: FactSet, Company data, Jefferies estimates 

 

Alternatively, we believe the cash proceeds could be used for M&A, with RKT’s recent 

comments suggesting that it would be its primary motivation for creating an MLP 

structure. We have seen a fair amount of consolidation in containerboard with the top 4 

players now controlling 72% of the market (1997: 36%), but we believe there’s more 

runway. Perhaps an overly simplistic view to look at it, but using IP’s market share (33%) 

as the upper band, RKT could arguably acquire any other producer from a DOJ standpoint 

with the exception of IP. Further consolidation could help the industry better align the 

current demand / supply issue in the market and the quickest path for RKT to improve its 

cost structure. 

Chart 10: 1997 US Containerboard 

Market Share 

 

Source: RISI, Jefferies estimates 

Chart 11: 2011 US Containerboard 

Market Share 

 

Source: RISI, Jefferies estimates 

Chart 12: 2014 US Containerboard 

Market Share 

 

Source: RISI, Jefferies estimates 

 

While IP would be precluded by the DOJ to acquire containerboard assets in N.A. due to 

its market share, it could make strategic sense for IP and RKT to further consolidate the 

N.A. boxboard or Brazilian containerboard industry. Based on recent trade publications, 

Evergreen Packaging (#4 largest SBS producer) is currently being shopped and 

MeadWestvaco (2nd largest SBS / 2nd largest Brazilian containerboard producer) has long 

been speculated as a break-up candidate due to its underperformance and pressure from 

activist investors. Additionally, now that Graphic Packaging has shored up its balance 

sheet and the private equity investors have exited their position, it increases its chance as a 

take-out candidate in our view. 

($ in mil except per share data) IP RKT PKG

Cash proceeds from sale of MLP $1,921 $869 $840

Current share price $46.73 $46.30 $62.30

Potential share repurchase 41 19 13

% shares outstanding 9.5% 12.9% 13.7%

Parent EV / EBITDA 5.9x 5.6x 6.3x

LP EV / EBITDA 12.2x 12.1x 12.0x

Temple Inland, 

7% International 

Paper, 6%

Stone Container, 

13%

Georgia Pacific, 

9%

Weyerhaeuser, 

7%

Other, 58%

International 

Paper, 34%

Rock-Tenn, 19%
Georgia Pacific, 

11%
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6%

Norampac, 3%
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Other, 24% International 
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RockTenn

20%
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10%
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Using IP’s market share (33%) as the 

upper band, RKT could arguably 

acquire any other producer from a 

DOJ standpoint with the exception of 

IP. 

We also see consolidation 

opportunities in boxboard and 

Brazilian containerboard. 
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Chart 13: Brazilian Containerboard 

 

Source: RISI, Jefferies estimates 

Chart 14: NA Boxboard Share 

 

Source: RISI, Jefferies estimates 

Chart 15: NA SBS Share 

 

Source: RISI, Jefferies estimates 

 

While valuation or the size of the transaction may have prevented certain deals from 

moving forward in the past, that dynamic could change materially if the companies 

decided to MLP their virgin containerboard mills. If the value of their stocks appreciated 

from the event, it would give the companies more dry powder (not to mention cash 

proceeds from MLP sales) for M&A and would also lower their cost of capital.  While 

previous valuation on certain deals may have seemed rich, it becomes more palatable if 

the companies are able to monetize their containerboard assets at 10 – 12.5x EV/EBITDA 

and use it as capital to buy assets even in the 9 – 10x range (before synergies). If the 

containerboard producers move forward on MLPs, we believe M&A activity would 

accelerate in the space and has historically been viewed favorably by the market, since 

there are significant synergies that can be realized. 

 

Buy Ahead of MLP Event 

Interest level in the group this year has tapered and the containerboard stocks have been 

largely range bound due to the soft demand backdrop and new supply coming online.  

That said, given the high likelihood that the containerboard producers move forward with 

an MLP and potentially jump start another round of consolidation and stock buybacks, 

we would capitalize on the limited move in the stocks since the MLP news broke.  

 

Chart 16: Containerboard Forward EV / EBITDA Multiples 

  

Source: Factset 

Chart 17: Containerboard Stock Prices 

  

Source: Factset 

 

 

We understand certain investors are worried about the current demand / supply dynamic 

and risk of containerboard prices falling. We are monitoring the situation closely, but we 

believe the industry has shown enough discipline that it will manage production to keep 
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the market in balance, and will shutter capacity if demand remains soft. As long as 

demand grows at a ~1% rate, based on our demand / supply model, capacity utilization 

should remain in the mid 90s for the next few years, which would keep the market 

balanced.   

 

Chart 18: Jefferies Containerboard Supply / Demand Model 

  

Source: AF&PA, FBA, RISI, Jefferies estimates 

 

We are trimming our estimates for IP, RKT, and PKG as we are now baking in flat 

containerboard prices for 2015 as a base case, where we previously assumed a $25 / ton 

increase in the spring of next year.  Our estimates now also account for the recent moves 

in FX, most notably the ruble ($0.18 hit for 3Q for IP), lower OCC prices, and the change 

in the highway bill for pension deferment for IP and RKT.   

 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E 2016E

Supply

Capacity 37,416 37,197 36,822 36,111 36,070 36,368 36,112 36,288 37,007 36,997 35,370 36,003 36,114 36,417 37,014 37,826 38,096

YOY change 2.7% (0.6%) (1.0%) (1.9%) (0.1%) 0.8% (0.7%) 0.5% 2.0% (0.0%) (4.4%) 1.8% 0.3% 0.8% 1.6% 2.2% 0.7%

Production 33,647 32,104 33,476 33,210 34,818 34,450 35,383 35,402 34,009 31,482 33,906 34,178 34,380 34,736 35,014 35,574 36,108

YOY change (4.6%) (4.6%) 4.3% (0.8%) 4.8% (1.1%) 2.7% 0.1% (3.9%) (7.4%) 7.7% 0.8% 0.6% 1.0% 0.8% 1.6% 1.5%

Operating Rate 89.9% 86.3% 90.9% 92.0% 96.5% 94.7% 98.0% 97.6% 91.9% 85.1% 95.9% 94.9% 95.2% 95.4% 94.6% 94.0% 94.8%

Demand

Box cutup 30,539 28,786 29,044 29,202 30,271 30,662 31,267 31,222 30,121 28,110 29,012 29,159 28,861 28,955 29,100 29,391 29,685

YOY change (5.7%) 0.9% 0.5% 3.7% 1.3% 2.0% (0.1%) (3.5%) (6.7%) 3.2% 0.5% (1.0%) 0.3% 0.5% 1.0% 1.0%

Other Demand 673 1,348 2,213 2,156 2,078 1,360 1,706 1,756 864 977 1,392 1,567 2,054 2,161 2,172 2,256 2,342

Apparent consumption 31,212 30,134 31,257 31,358 32,349 32,022 32,973 32,978 30,985 29,087 30,404 30,727 30,915 31,116 31,272 31,647 32,027

YOY change (3.5%) 3.7% 0.3% 3.2% (1.0%) 3.0% 0.0% (6.0%) (6.1%) 4.5% 1.1% 0.6% 0.7% 0.5% 1.2% 1.2%

Exports 3,605 3,195 3,334 3,342 3,357 3,803 3,241 3,563 3,714 3,501 4,111 4,172 4,324 4,327 4,695 4,980 5,163

% of Production 10.7% 10.0% 10.0% 10.1% 9.6% 11.0% 9.2% 10.1% 10.9% 11.1% 12.1% 12.2% 12.6% 12.5% 13.4% 14.0% 14.3%

YOY Change (11.4%) 4.4% 0.2% 0.4% 13.3% (14.8%) 9.9% 4.3% (5.7%) 17.4% 1.5% 3.6% 0.1% 8.5% 6.1% 3.7%

Imports 1,170 1,165 1,230 1,040 1,160 950 1,000 960 920 762 769 775 688 843 999 999 999

% of Supply 3.5% 3.6% 3.7% 3.1% 3.3% 2.8% 2.8% 2.7% 2.7% 2.4% 2.3% 2.3% 2.0% 2.4% 2.9% 2.8% 2.8%

YOY Change (0.4%) 5.6% (15.4%) 11.5% (18.1%) 5.3% (4.0%) (4.2%) (17.2%) 0.9% 0.8% (11.3%) 22.7% 18.4% 0.0% 0.0%

Inventories 2,812 2,752 2,867 2,417 2,689 2,264 2,432 2,254 2,484 2,140 2,299 2,353 2,182 2,318 2,365 2,311 2,227

Inventory Change (60) 115 (450) 272 (425) 168 (178) 230 (344) 159 54 (172) 137 47 (54) (83)

Inventories (w eeks) 4.8 4.8 5.0 4.2 4.6 3.5 3.6 3.6 4.7 3.7 3.8 3.9 3.7 4.0 4.1 3.9 3.8
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Chart 19: International Paper: Annual Earnings Model 

 
  

Source: Company filings and Jefferies 
 

International Paper

Annual Earnings Model

Philip Ng, CFA 212-336-7369

($ in millions, except per share data) 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Industrial Packaging $4,170.0 $4,830.0 $4,830.0 $4,925.0 $5,245.0 Industrial Packaging $7,690.0 $8,890.0 $9,840.0 $10,430.0 $13,280.0 $14,810.0 $14,991.6 $15,255.3

EBIT $264.0 $380.0 $238.0 $386.0 $501.0 EBIT $482.0 $741.0 $845.0 $1,160.0 $1,355.0 $1,849.0 $2,070.5 $2,125.9

% margin 6.3% 7.9% 4.9% 7.8% 9.6% % margin 6.3% 8.6% 8.6% 11.1% 10.2% 12.5% 13.8% 13.9%

Printing Papers $7,280.0 $7,670.0 $7,860.0 $6,700.0 $6,530.0 Printing Papers $6,810.0 $5,680.0 $5,940.0 $6,215.0 $6,230.0 $6,205.0 $5,811.6 $5,981.7

EBIT $464.0 $581.0 $578.0 $764.0 $1,101.0 EBIT $734.0 $464.0 $798.0 $859.0 $599.0 $512.0 $506.9 $650.7

% margin 6.4% 7.6% 7.4% 11.4% 16.9% % margin 10.8% 8.2% 13.4% 13.8% 9.6% 8.3% 8.7% 10.9%

Consumer Packaging $2,465.0 $2,605.0 $2,695.0 $2,685.0 $3,015.0 Consumer Packaging $3,195.0 $3,060.0 $3,400.0 $3,710.0 $3,170.0 $3,435.0 $3,472.0 $3,634.5

EBIT $183.0 $161.0 $123.0 $172.0 $198.0 EBIT $47.0 $177.0 $215.0 $364.0 $265.0 $208.0 $212.4 $314.5

% margin 7.4% 6.2% 4.6% 6.4% 6.6% % margin 1.5% 5.8% 6.3% 9.8% 8.4% 6.1% 6.1% 8.7%

Distribution $5,860.0 $6,065.0 $6,380.0 $6,785.0 $7,320.0 Distribution $7,970.0 $6,525.0 $6,735.0 $6,630.0 $6,040.0 $5,650.0 $2,628.0 -              

EBIT $80.0 $87.0 $84.0 $128.0 $146.0 EBIT $103.0 $55.0 $78.0 $86.0 $71.0 $43.0 $18.0 -              

% margin 1.4% 1.4% 1.3% 1.9% 2.0% % margin 1.3% 0.8% 1.2% 1.3% 1.2% 0.8% 0.7% -              

Forest Products $2,390.0 $2,395.0 $2,575.0 $765.0 $485.0 Forest Product $200.0 $45.0 $220.0 -              -              -              -              -              

EBIT $720.0 $793.0 $943.0 $678.0 $471.0 EBIT $409.0 $25.0 $94.0 -              -              -              -              -              

% margin 30.1% 33.1% 36.6% 88.6% 97.1% % margin 204.5% 55.6% 42.7% -              -              -              -              -              

Other Businesses $1,235.0 $1,120.0 $915.0 $935.0 $135.0

EBIT $23.0 $38.0 $17.0 $61.0 $6.0

% margin 1.9% 3.4% 1.9% 6.5% 4.4%

Corp & Intersegment $1,262.0 $1,326.0 $1,158.0 $800.0 $840.0 Corp & Intersegment $1,036.0 $834.0 $956.0 $951.0 $887.0 $1,020.0 $837.7 $845.6

EBIT $463.0 $460.0 $597.0 $738.0 $713.0 EBIT $105.0 $158.0 $211.0 $118.0 $170.0 $24.0 $46.0 $35.0

.

Total Sales $22,138.0 $23,359.0 $24,097.0 $21,995.0 $21,890.0 Total Sales $24,829.0 $23,366.0 $25,179.0 $26,034.0 $27,833.0 $29,080.0 $26,065.6 $24,025.8

EBIT $1,271.0 $1,580.0 $1,386.0 $1,451.0 $1,710.0 EBIT $1,670.0 $1,304.0 $1,819.0 $2,351.0 $2,120.0 $2,588.0 $2,761.8 $3,056.2

% margin 5.7% 6.8% 5.8% 6.6% 7.8% % margin 6.7% 5.6% 7.2% 9.0% 7.6% 8.9% 10.6% 12.7%

Interest Expense $705.0 $710.0 $593.0 $521.0 $297.0 Interest Expense $492.0 $669.0 $608.0 $547.0 $672.0 $612.0 $614.0 $611.0

Pretax Income $566.0 $870.0 $793.0 $930.0 $1,413.0 Pretax Income $1,178.0 $635.0 $1,211.0 $1,804.0 $1,448.0 $1,976.0 $2,147.8 $2,445.2

  % Margin 2.6% 3.7% 3.3% 4.2% 6.5%   % Margin 4.7% 2.7% 4.8% 6.9% 5.2% 6.8% 8.2% 10.2%

Income taxes $150.0 $226.0 $257.0 $278.0 $426.0 Income taxes $372.0 $208.0 $395.1 $590.0 $425.0 $510.0 $685.7 $806.9

   Tax Rate (%) 26.5% 26.0% 32.4% 29.9% 30.1%    Tax Rate (%) 31.6% 32.8% 32.6% 32.7% 29.4% 25.8% 31.9% 33.0%

($83.0) ($26.0) ($12.0) ($17.0) ($24.0) Equity earnings / (min interest) ($2.0) ($49.0) $64.0 $147.0 $63.0 ($47.0) ($21.0) $108.0

Net Income $333.0 $618.0 $524.0 $635.0 $963.0 Net Income $804.0 $378.0 $879.9 $1,361.0 $1,086.0 $1,419.0 $1,441.0 $1,746.2

Diluted EPS $0.69 $1.27 $1.03 $1.30 $2.22 Diluted EPS $1.90 $0.89 $2.03 $3.14 $2.47 $3.17 $3.34 $4.16

% growth (38.1%) 82.2% (18.8%) 26.4% 71.2% % growth (14.5%) (53.4%) 129.2% 54.2% (21.2%) 28.3% 5.4% 24.4%

Diluted Shares 479.6 488.4 509.7 488.7 433.0 Diluted Shares 422.6 426.0 432.7 434.0 439.2 447.4 431.2 420.0

EBITDA $2,618.0 $2,937.0 $2,762.0 $2,609.0 $2,796.0 EBITDA $3,017.0 $2,776.0 $3,275.0 $3,683.0 $3,606.0 $4,135.0 $4,271.8 $4,566.2

% margin 11.8% 12.6% 11.5% 11.9% 12.8% % margin 12.2% 11.9% 13.0% 14.1% 13.0% 14.2% 16.4% 19.0%
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Chart 20: International Paper: Balance Sheet 

 
  

Source: Company filings and Jefferies 

 

International Paper
Balance Sheet

Philip Ng, CFA 212-336-7369

($ in millions) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Assets

Cash $1,198.0 $1,224.0 $1,074.0 $2,363.0 $2,596.0 $1,641.0 $1,624.0 $905.0 $1,144.0 $1,892.0 $2,073.0 $3,994.0 $1,302.0 $1,802.0 $2,075.1 $2,494.0

Accounts receivable $3,433.0 $2,778.0 $2,780.0 $2,765.0 $2,994.0 $2,416.0 $2,704.0 $3,152.0 $3,288.0 $2,695.0 $3,039.0 $3,486.0 $3,562.0 $3,756.0 $3,511.6 $3,470.4

Inventories $3,182.0 $2,877.0 $2,879.0 $2,767.0 $2,718.0 $1,932.0 $1,909.0 $2,071.0 $2,495.0 $2,179.0 $2,347.0 $2,320.0 $2,730.0 $2,825.0 $2,573.3 $2,384.2

Deferred income tax assets $0.0 $0.0 $0.0 $581.0 $470.0 $278.0 $490.0 $213.0 $261.0 $368.0 $339.0 $296.0 $323.0 $302.0 $300.0 $300.0

Other $2,642.0 $1,276.0 $1,005.0 $2,620.0 $541.0 $5,492.0 $1,910.0 $394.0 $172.0 $417.0 $230.0 $360.0 $988.0 $340.0 $380.0 $380.0

Total Current Assets $10,455.0 $8,155.0 $7,738.0 $11,096.0 $9,319.0 $11,759.0 $8,637.0 $6,735.0 $7,360.0 $7,551.0 $8,028.0 $10,456.0 $8,905.0 $9,025.0 $8,840.1 $9,028.6

Property & equipment, net $16,011.0 $14,616.0 $14,167.0 $13,260.0 $13,432.0 $9,073.0 $8,993.0 $10,141.0 $14,202.0 $12,688.0 $12,002.0 $11,817.0 $13,949.0 $13,672.0 $13,562.0 $13,477.0

Forestlands $5,966.0 $4,197.0 $3,846.0 $3,979.0 $3,936.0 $2,127.0 $259.0 $770.0 $594.0 $757.0 $747.0 $660.0 $622.0 $557.0 $598.0 $598.0

Investments $269.0 $239.0 $227.0 $678.0 $679.0 $616.0 $641.0 $1,276.0 $1,274.0 $1,077.0 $1,092.0 $657.0 $887.0 $733.0 $727.0 $727.0

Goodwill $6,310.0 $6,543.0 $5,307.0 $4,793.0 $4,994.0 $3,621.0 $2,929.0 $3,650.0 $2,027.0 $2,290.0 $2,308.0 $2,346.0 $4,315.0 $3,987.0 $4,007.0 $4,007.0

Deferred charges & other $3,098.0 $3,427.0 $2,507.0 $1,719.0 $1,857.0 $1,575.0 $2,575.0 $1,587.0 $1,456.0 $1,185.0 $1,191.0 $1,082.0 $3,475.0 $3,554.0 $2,695.9 $2,557.5

Total Assets $42,109.0 $37,177.0 $33,792.0 $35,525.0 $34,217.0 $28,771.0 $24,034.0 $24,159.0 $26,913.0 $25,548.0 $25,368.0 $27,018.0 $32,153.0 $31,528.0 $30,430.0 $30,395.1

Liabilities & Shareholder's Equity

ST debt $2,115.0 $957.0 $0.0 $2,087.0 $506.0 $1,178.0 $692.0 $267.0 $828.0 $304.0 $313.0 $719.0 $444.0 $661.0 $661.0 $661.0

Accounts payable & accrued liab $4,757.0 $4,307.0 $4,535.0 $4,538.0 $4,284.0 $3,156.0 $3,616.0 $3,575.0 $3,927.0 $3,708.0 $4,190.0 $3,976.0 $4,510.0 $4,466.0 $3,946.0 $3,670.6

Other current liabilities $541.0 $77.0 $44.0 $645.0 $82.0 $621.0 $333.0 $0.0 $0.0 $0.0 $0.0 $43.0 $44.0 $0.0 $0.0 $0.0

Total Current Liabilities $7,413.0 $5,341.0 $4,579.0 $7,270.0 $4,872.0 $4,955.0 $4,641.0 $3,842.0 $4,755.0 $4,012.0 $4,503.0 $4,738.0 $4,998.0 $5,127.0 $4,607.0 $4,331.6

Long term debt $12,648.0 $12,457.0 $13,042.0 $13,450.0 $14,132.0 $11,019.0 $6,531.0 $6,353.0 $11,246.0 $8,729.0 $8,358.0 $9,189.0 $9,696.0 $8,827.0 $8,827.0 $8,827.0

Deferred taxes $4,699.0 $3,339.0 $1,765.0 $1,387.0 $1,697.0 $684.0 $2,233.0 $2,919.0 $1,957.0 $2,425.0 $2,793.0 $2,497.0 $3,026.0 $3,765.0 $3,587.0 $3,587.0

Pension Benefit Obligation $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $317.0 $3,260.0 $2,765.0 $1,482.0 $2,375.0 $4,115.0 $2,205.0 $1,950.0 $1,950.0

Postretirement $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $709.0 $663.0 $538.0 $499.0 $476.0 $466.0 $412.0 $400.0 $400.0

Other LT liabilities $5,315.0 $5,749.0 $7,032.0 $5,181.0 $5,262.0 $3,762.0 $2,666.0 $1,347.0 $631.0 $824.0 $649.0 $758.0 $3,216.0 $2,745.0 $2,646.0 $2,646.0

Total Liabilities $30,075.0 $26,886.0 $26,418.0 $27,288.0 $25,963.0 $20,420.0 $16,071.0 $15,487.0 $22,512.0 $19,293.0 $18,284.0 $20,033.0 $25,517.0 $23,081.0 $22,017.0 $21,741.6

Shareholders' Equity $12,034.0 $10,291.0 $7,374.0 $8,237.0 $8,254.0 $8,351.0 $7,963.0 $8,672.0 $4,401.0 $6,255.0 $7,084.0 $6,985.0 $6,636.0 $8,447.0 $8,413.0 $8,653.5

Total Liabilities & Equity $42,109.0 $37,177.0 $33,792.0 $35,525.0 $34,217.0 $28,771.0 $24,034.0 $24,159.0 $26,913.0 $25,548.0 $25,368.0 $27,018.0 $32,153.0 $31,528.0 $30,430.0 $30,395.1

Balance Sheet Analysis 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Total Debt $14,763.0 $13,414.0 $13,042.0 $15,537.0 $14,638.0 $12,197.0 $7,223.0 $6,620.0 $12,074.0 $9,033.0 $8,671.0 $9,908.0 $10,140.0 $9,488.0 $9,488.0 $9,488.0

Net Debt $13,565.0 $12,190.0 $11,968.0 $13,174.0 $12,042.0 $10,556.0 $5,599.0 $5,715.0 $10,930.0 $7,141.0 $6,598.0 $5,914.0 $8,838.0 $7,686.0 $7,412.9 $6,994.0

Debt to Cap 55.1% 56.6% 63.9% 65.4% 63.9% 59.4% 47.6% 43.3% 73.3% 59.1% 55.0% 58.7% 60.4% 52.9% 53.0% 52.3%

Net Debt to Cap 53.0% 54.2% 61.9% 61.5% 59.3% 55.8% 41.3% 39.7% 71.3% 53.3% 48.2% 45.8% 57.1% 47.6% 46.8% 44.7%

Interest Coverage 3.1x 1.5x 2.2x 1.8x 2.2x 2.3x 2.8x 5.8x 3.4x 1.9x 3.0x 4.3x 3.2x 4.1x 4.5x 5.0x

Debt / EBITDA LTM 3.3x 4.1x 3.9x 5.9x 5.0x 4.4x 2.8x 2.4x 4.0x 3.3x 2.6x 2.7x 2.8x 2.3x 2.2x 2.1x

Net Debt / EBITDA 3.1x 3.7x 3.6x 5.0x 4.1x 3.8x 2.1x 2.0x 3.6x 2.6x 2.0x 1.6x 2.5x 1.9x 1.7x 1.5x

Book Value / Share $26.77 $21.32 $15.32 $17.17 $16.90 $16.38 $16.29 $20.03 $10.41 $14.68 $16.37 $16.10 $15.11 $18.88 $19.51 $20.60

Days outstanding receivables 43.9 37.9 40.1 45.0 46.1 36.1 44.3 51.8 47.7 41.5 43.5 48.2 46.1 46.5 48.5 52.0

Receivables YOY% (19.1%) 0.1% (0.5%) 8.3% (19.3%) 11.9% 16.6% 4.3% (18.0%) 12.8% 14.7% 2.2% 5.4% (6.5%) (1.2%) 

Days outstanding inventory 57.0 53.4 56.8 60.6 56.8 38.3 42.3 46.4 48.0 45.4 45.8 44.1 47.8 47.9 51.4 54.5

Inventory turnover 6.3x 6.7x 6.3x 5.9x 6.3x 9.4x 8.5x 7.8x 7.5x 7.9x 7.9x 8.2x 7.5x 7.5x 7.0x 6.6x

Inventory YOY % (9.6%) 0.1% (3.9%) (1.8%) (28.9%) (1.2%) 20.5% (12.7%) 7.7% (1.2%) 17.7% 3.5% (8.9%) (7.4%) 

Days outstanding payables 60.8 58.8 65.4 73.8 66.0 47.1 59.2 58.8 56.9 57.1 59.9 55.0 58.3 55.3 54.5 55.0

Sales YOY% (6.4%) (5.3%) (11.4%) 5.5% 3.2% (8.7%) 0.0% 5.0% (10.8%) 7.5% 7.6% 6.9% 4.5% (10.4%) (7.8%) 

ROIC 6.7% 4.3% 6.0% 3.9% 5.1% 4.6% 6.7% 7.8% 6.9% 5.7% 7.8% 9.4% 8.9% 10.4% 10.5% 11.3%

ROE 8.1% 2.1% 7.3% 4.0% 7.5% 6.3% 8.0% 11.1% 18.3% 6.0% 12.4% 19.5% 16.4% 16.1% 17.1% 20.2%

ROA 4.2% 2.8% 3.6% 2.6% 3.4% 3.3% 4.2% 4.9% 4.2% 3.4% 4.8% 5.9% 4.7% 5.9% 6.2% 6.7%

Sales $28,180.0 $26,363.0 $24,976.0 $22,138.0 $23,359.0 $24,097.0 $21,995.0 $21,890.0 $24,829.0 $23,366.0 $25,179.0 $26,034.0 $27,833.0 $29,080.0 $26,065.6 $24,025.8

COGS $20,082.0 $19,409.0 $18,256.0 $16,443.0 $17,225.0 $18,139.0 $16,248.0 $16,060.0 $18,703.0 $17,283.0 $18,464.0 $18,930.0 $20,562.0 $21,217.0 $18,013.4 $15,735.6

Interest Exp $816.0 $929.0 $783.0 $705.0 $710.0 $593.0 $521.0 $297.0 $492.0 $669.0 $608.0 $547.0 $672.0 $612.0 $614.0 $611.0

EBIT $2,508.0 $1,435.0 $1,740.0 $1,271.0 $1,580.0 $1,386.0 $1,451.0 $1,710.0 $1,670.0 $1,304.0 $1,819.0 $2,351.0 $2,120.0 $2,531.0 $2,761.8 $3,056.2

Tax Rate 28.7% 28.7% 30.0% 26.5% 26.0% 32.4% 29.9% 30.1% 31.6% 32.8% 32.6% 32.7% 29.4% 26.6% 31.9% 33.0%

Income taxes $485.0 $145.0 $287.0 $150.0 $226.0 $257.0 $278.0 $426.0 $372.0 $208.0 $395.1 $590.0 $425.0 $510.0 $685.7 $806.9

Pre-tax Income $1,692.0 $506.0 $957.0 $566.0 $870.0 $793.0 $930.0 $1,413.0 $1,178.0 $635.0 $1,211.0 $1,804.0 $1,448.0 $1,919.0 $2,147.8 $2,445.2

Net Income $969.0 $214.0 $540.0 $333.0 $618.0 $524.0 $635.0 $963.0 $804.0 $378.0 $879.9 $1,361.0 $1,086.0 $1,362.0 $1,441.0 $1,746.2
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Chart 21: International Paper: Cash Flow Statement 

  

Source: Company filings and Jefferies 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

International Paper

Cash Flow

Philip Ng, CFA 212-336-7369

($ in millions, except per share data) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Net income $969.0 $214.0 $540.0 $333.0 $618.0 $524.0 $635.0 $963.0 $804.0 $378.0 $879.9 $1,361.0 $1,086.0 $1,419.0 $1,441.0 $1,746.2

D&A $1,916.0 $1,870.0 $1,587.0 $1,347.0 $1,357.0 $1,376.0 $1,158.0 $1,086.0 $1,347.0 $1,472.0 $1,456.0 $1,332.0 $1,486.0 $1,547.0 $1,510.0 $1,510.0

Deferred taxes ($323.0) ($584.0) ($399.0) ($336.0) ($78.0) ($665.0) $1,619.0 $232.0 ($81.0) $160.0 $422.0 $317.0 $211.0 $146.0 $127.3 $97.8

Net losses on sales / impairment $0.0 $629.0 ($41.0) $34.0 $139.0 $111.0 $1,496.0 ($327.0) $106.0 $59.0 ($23.0) $218.0 $86.0 ($10.0) $0.0 $0.0

Equity (earnings) loss, net $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $2.0 $49.0 ($64.0) ($147.0) ($61.0) $39.0 $16.8 ($86.4)

Pension expense ($101.0) ($141.0) ($75.0) $60.0 $111.0 $243.0 $377.0 $210.0 $123.0 $213.0 $231.0 $195.0 $302.0 $545.0 $187.0 $187.0

Pension contribution ($52.0) ($76.0) ($92.0) $0.0 $0.0 $0.0 ($1,000.0) $0.0 $0.0 $0.0 ($1,150.0) ($300.0) ($44.0) ($31.0) ($450.0) $0.0

Changes in Working Capital ($146.0) $279.0 $368.0 ($11.0) ($86.0) ($591.0) ($354.0) ($539.0) $317.0 $591.0 ($458.0) ($454.0) $84.0 ($486.0) ($23.9) ($45.1)

Other / restructuring $167.0 ($477.0) $206.0 $395.0 $327.0 $512.0 ($2,708.0) $262.0 $51.0 $1,733.0 $337.1 $153.0 ($183.0) ($141.0) $40.0 $40.0

Cash Flow from Operating Activities $2,430.0 $1,714.0 $2,094.0 $1,822.0 $2,388.0 $1,510.0 $1,223.0 $1,887.0 $2,669.0 $4,655.0 $1,631.0 $2,675.0 $2,967.0 $3,028.0 $2,848.2 $3,449.6

Capex ($1,352.0) ($1,049.0) ($1,009.0) ($1,031.0) ($1,213.0) ($1,172.0) ($1,073.0) ($1,292.0) ($1,002.0) ($534.0) ($775.0) ($1,159.0) ($1,383.0) ($1,198.0) ($1,400.0) ($1,425.0)

Acquisition of business / equity investment ($5,677.0) ($150.0) ($28.0) $0.0 ($186.0) ($116.0) ($103.0) ($817.0) ($6,107.0) ($17.0) ($152.0) ($379.0) ($3,734.0) ($505.0) $0.0 $0.0

Proceeds from divestitures $2,116.0 $1,552.0 $535.0 $71.0 $867.0 $1,440.0 $3,468.0 $1,675.0 $14.0 $0.0 $0.0 $50.0 $474.0 $726.0 $400.0 $0.0

Other ($1.0) $106.0 $22.0 ($307.0) $587.0 ($145.0) ($1,258.0) ($12.0) ($102.0) ($42.0) $93.0 $1.0 ($215.0) $150.0 $0.0 $0.0

Cash Flow from Investing Activities ($4,914.0) $459.0 ($480.0) ($1,267.0) $55.0 $7.0 $1,034.0 ($446.0) ($7,197.0) ($593.0) ($834.0) ($1,487.0) ($4,858.0) ($827.0) ($1,000.0) ($1,425.0)

Debt Issuance ($2,770.0) ($4,268.0) ($3,017.0) ($641.0) ($4,219.0) ($2,670.0) $5,073.0 $78.0 $6,024.0 $3,229.0 $193.0 $1,766.0 $2,232.0 $241.0 $0.0 $0.0

Repayments of debt $6,328.0 $2,889.0 $2,011.0 $2,116.0 $2,536.0 $968.0 ($5,391.0) ($875.0) ($696.0) ($6,318.0) ($576.0) ($517.0) ($2,588.0) ($845.0) $0.0 $0.0

Dividends ($447.0) ($482.0) ($482.0) ($480.0) ($485.0) ($490.0) ($485.0) ($436.0) ($428.0) ($140.0) ($175.0) ($427.0) ($476.0) ($554.0) ($630.1) ($705.7)

Common stock issuance $25.0 $25.0 $53.0 $80.0 $164.0 $23.0 $32.0 $128.0 $1.0 $0.0 $0.0 $0.0 $108.0 $298.0 $40.0 $0.0

Common stock repurchased ($66.0) ($64.0) ($169.0) $0.0 $0.0 $0.0 ($1,433.0) ($1,224.0) ($47.0) ($10.0) ($26.0) ($30.0) ($35.0) ($512.0) ($885.0) ($800.0)

Other $324.0 ($198.0) ($128.0) ($484.0) ($431.0) ($208.0) ($100.0) $77.0 $5.0 ($137.0) ($4.0) ($50.0) ($36.0) ($316.0) ($100.0) ($100.0)

Cash Flow from Financing Activities $3,394.0 ($2,098.0) ($1,732.0) $591.0 ($2,435.0) ($2,377.0) ($2,304.0) ($2,252.0) $4,859.0 ($3,376.0) ($588.0) $742.0 ($795.0) ($1,688.0) ($1,575.1) ($1,605.7)

FX on cash ($165.0) ($49.0) ($32.0) $143.0 $225.0 ($95.0) $30.0 $92.0 ($92.0) $62.0 ($28.0) ($9.0) ($6.0) ($13.0) $0.0 $0.0

Net increase (decrease of cash) $745.0 $26.0 ($150.0) $1,289.0 $233.0 ($955.0) ($17.0) ($719.0) $239.0 $748.0 $181.0 $1,921.0 ($2,692.0) $500.0 $273.1 $418.9

Cash beginning of year $453.0 $1,198.0 $1,224.0 $1,074.0 $2,363.0 $2,596.0 $1,641.0 $1,624.0 $905.0 $1,144.0 $1,892.0 $2,073.0 $3,994.0 $1,302.0 $1,802.0 $2,075.1

Cash end of year $1,198.0 $1,224.0 $1,074.0 $2,363.0 $2,596.0 $1,641.0 $1,624.0 $905.0 $1,144.0 $1,892.0 $2,073.0 $3,994.0 $1,302.0 $1,802.0 $2,075.1 $2,494.0

Free Cash Flow Analysis 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Operating Cash Flow $2,430.0 $1,714.0 $2,094.0 $1,822.0 $2,388.0 $1,510.0 $1,223.0 $1,887.0 $2,669.0 $4,655.0 $1,631.0 $2,675.0 $2,967.0 $3,028.0 $2,848.2 $3,449.6

Capex ($1,352.0) ($1,049.0) ($1,009.0) ($1,031.0) ($1,213.0) ($1,172.0) ($1,073.0) ($1,292.0) ($1,002.0) ($534.0) ($775.0) ($1,159.0) ($1,383.0) ($1,198.0) ($1,400.0) ($1,425.0)

FCF $1,078.0 $665.0 $1,085.0 $791.0 $1,175.0 $338.0 $150.0 $595.0 $1,667.0 $4,121.0 $856.0 $1,516.0 $1,584.0 $1,830.0 $1,448.2 $2,024.6

FCF (after dividends) $631.0 $183.0 $603.0 $311.0 $690.0 ($152.0) ($335.0) $159.0 $1,239.0 $3,981.0 $681.0 $1,089.0 $1,108.0 $1,276.0 $818.1 $1,318.9

FCF / share $2.40 $1.38 $2.25 $1.65 $2.41 $0.66 $0.31 $1.37 $3.94 $9.67 $1.98 $3.49 $3.61 $4.09 $3.36 $4.82

Key Cash Flow Ratios & Assumptions 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

D&A % Sales 6.8% 7.1% 6.4% 6.1% 5.8% 5.7% 5.3% 5.0% 5.4% 6.3% 5.8% 5.1% 5.3% 5.6% 5.2% 5.8%

Capex % Sales 4.8% 4.0% 4.0% 4.7% 5.2% 4.9% 4.9% 5.9% 4.0% 2.3% 3.1% 4.5% 5.0% 4.1% 5.4% 5.9%

Dividend / FCF 41.5% 72.5% 44.4% 60.7% 41.3% 145.0% 323.3% 73.3% 25.7% 3.4% 20.4% 28.2% 30.1% 30.3% 43.5% 34.9%

Dividend / Share $0.99 $1.00 $1.00 $1.00 $0.99 $0.96 $0.99 $1.01 $1.01 $0.33 $0.40 $0.98 $1.08 $1.24 $1.46 $1.68

Dividend % of FCF 41.5% 72.5% 44.4% 60.7% 41.3% 145.0% 323.3% 73.3% 25.7% 3.4% 20.4% 28.2% 30.1% 30.3% 43.5% 34.9%
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Chart 22: Packaging Corp: Sum-of-the-Parts / MLP Model 

 
  

Source: Company filings and Jefferies 

 

Non- MLP

Current PKG Interest LP Interest Packaging UFS Corporate Total

EBITDA $1,263 $238 $79 $795 $212 ($61) $1,263

Interest $76 $13 $4 $40 $14 $5 $76

Capex $285 $49 $16 $185 $23 $3 $276

Taxes $283 $0 $0 $186 $50 ($25) $212

Other ($25) $0 $0 ($16) ($4) $1 ($19)

FCF / DCF $595 $176 $59 $368 $121 ($43) $681

Debt $1,948 $334 $111 $1,022 $352 $129 $1,948

Cash $176 $0 $0 $132 $32 $12 $176

Equity Value $6,180 $2,520 $840 $5,074 $844 ($575) $8,702

EV $7,952 $2,854 $951 $5,963 $1,163 ($458) $10,475

Shares outstanding 99 99 99 99 99 99 99

Equity value / share $62.30 $25.41 $8.47 $51.15 $8.50 ($5.80) $87.73

IDR value / share $0.00

Total value / share $87.73

% upside 40.8%

EV/EBITDA 6.3x 12.0x 12.0x 7.5x 5.5x 7.5x 8.3x

FCF (DCF) Yield 9.6% 7.0% 7.0% 7.3% 14.3% 7.4% 7.8%

FCF (DCF) /Share $6.00 $1.78 $0.59 $3.71 $1.22 ($0.43) $6.87

Market Cap/FCF (DCF) 10.4x 14.3x 14.3x 13.8x 7.0x 13.4x 12.8x

Net Debt / EBITDA 1.4x 1.4x 1.4x 1.1x 1.5x  (1.9x) 1.4x

Parent

MLP Virgin Mills
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Chart 23: Packaging Corp of America: Annual Earnings Model 

 
  

Source: Company filings and Jefferies 

  

Packaging Corp of America
Annual Earnings Model

Philip Ng, CFA 212-336-7369

($ in millions, except per share data) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Packaging $1,921.9 $1,790.0 $1,735.9 $1,735.5 $1,890.1 $1,993.6 $2,187.1 $2,316.1 $2,360.5 $2,147.6 $2,435.7 $2,620.1 $2,843.9 $3,431.6 $4,508.8 $4,710.8

EBIT $344.8 $253.8 $153.4 $124.1 $116.9 $112.8 $234.4 $300.0 $259.4 $200.6 $294.1 $281.9 $359.8 $551.7 $736.8 $802.6

% margin 17.9% 14.2% 8.8% 7.2% 6.2% 5.7% 10.7% 13.0% 11.0% 9.3% 12.1% 10.8% 12.7% 16.1% 16.3% 17.0%

Paper $216.9 $1,189.1 $1,208.4

EBIT $15.1 $136.3 $156.5

% margin 7.0% 11.5% 13.0%

Intersegment Eliminations $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 $16.7 $108.0 $112.2

Corporate expense $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 $16.0 $67.8 $66.0

Total Sales $1,921.9 $1,790.0 $1,735.9 $1,735.5 $1,890.1 $1,993.6 $2,187.1 $2,316.1 $2,360.5 $2,147.6 $2,435.7 $2,620.1 $2,843.9 $3,665.2 $5,805.9 $6,031.3

EBIT $344.8 $253.8 $153.4 $124.1 $116.9 $112.8 $234.4 $300.0 $259.4 $200.6 $294.1 $281.9 $359.8 $550.8 $805.3 $893.1

% margin 17.9% 14.2% 8.8% 7.2% 6.2% 5.7% 10.7% 13.0% 11.0% 9.3% 12.1% 10.8% 12.7% 15.0% 13.9% 14.8%

Other income / (exp) $4.0 ($4.3) ($8.1) ($3.7) ($4.2) ($8.2) ($8.5) ($6.6) ($13.1) ($17.5) ($10.6) ($5.9) ($11.8) ($11.4) ($7.8) ($10.0)

Interest Expense $92.6 $74.0 $67.7 $50.0 $29.6 $28.1 $31.2 $25.4 $31.7 $35.4 $32.3 $29.2 $38.2 $46.6 $86.2 $76.0

Pretax Income $256.2 $175.4 $77.6 $70.4 $83.1 $76.5 $194.7 $268.0 $214.6 $147.7 $251.2 $246.8 $309.8 $492.8 $711.3 $807.1

% margin 13.3% 9.8% 4.5% 4.1% 4.4% 3.8% 8.9% 11.6% 9.1% 6.9% 10.3% 9.4% 10.9% 13.4% 12.3% 13.4%

Income taxes $122.0 $67.4 $29.4 $28.3 $31.3 $29.3 $69.7 $97.9 $75.1 $51.8 $84.6 $85.2 $108.7 $173.1 $254.6 $282.5

   Tax Rate (%) 47.6% 38.4% 37.9% 40.2% 37.7% 38.3% 35.8% 36.5% 35.0% 35.1% 33.7% 34.5% 35.1% 35.1% 35.8% 35.0%

Net Income $134.2 $108.0 $48.2 $42.1 $51.8 $47.2 $125.0 $170.1 $139.5 $95.9 $166.6 $161.6 $201.1 $319.7 $456.7 $524.6

Diluted EPS $1.25 $0.99 $0.45 $0.40 $0.48 $0.44 $1.20 $1.61 $1.35 $0.94 $1.62 $1.61 $2.06 $3.28 $4.64 $5.29

% growth (20.5%) (54.7%) (10.5%) 19.6% (9.4%) 174.2% 34.8% (16.5%) (30.5%) 73.4% (0.8%) 28.1% 58.9% 41.5% 14.0%

Diluted Shares 107.5 108.8 107.2 104.6 107.6 108.1 104.5 105.5 103.6 102.5 102.6 100.4 97.5 97.5 98.5 99.2

EBITDA $485.7 $395.3 $302.8 $280.8 $275.8 $269.5 $389.2 $448.1 $407.2 $351.8 $450.4 $445.8 $531.1 $752.6 $1,175.3 $1,263.1

% margin 25.3% 22.1% 17.4% 16.2% 14.6% 13.5% 17.8% 19.3% 17.3% 16.4% 18.5% 17.0% 18.7% 20.5% 20.2% 20.9%
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Chart 24: Packaging Corp of America: Balance Sheet 

 
  

Source: Company filings and Jefferies 

Packaging Corp of America
Balance Sheet

Philip Ng, CFA 212-336-7369

($ in millions) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Assets

Cash $7.9 $82.5 $131.3 $172.0 $213.3 $112.7 $161.8 $228.1 $149.4 $260.7 $196.6 $156.3 $207.4 $191.0 $135.3 $175.5

Accounts receivable $216.0 $170.2 $175.7 $190.9 $216.6 $213.2 $263.2 $275.9 $254.9 $243.4 $293.2 $320.0 $352.1 $643.1 $661.2 $686.9

Inventories $159.7 $170.2 $160.5 $166.3 $179.3 $191.8 $195.9 $204.4 $207.0 $213.4 $241.1 $254.7 $268.8 $522.5 $571.5 $582.2

Prepaid expenses $5.8 $12.1 $22.6 $7.6 $8.7 $6.8 $6.5 $6.7 $6.7 $13.0 $17.0 $18.3 $20.9 $32.1 $34.8 $36.2

Deferred income taxes $14.4 $13.3 $19.4 $29.7 $59.1 $29.0 $19.3 $17.9 $15.2 $26.8 $50.2 $62.8 $22.3 $23.0 $23.0 $23.0

Alternative fuel credits $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $127.8 $0.0 $0.0 $65.5 $75.6 $0.0 $0.0

Total Current Assets $403.7 $448.2 $509.6 $566.5 $677.1 $553.5 $646.7 $733.0 $633.2 $885.2 $798.0 $812.1 $937.0 $1,487.2 $1,425.8 $1,503.8

Property & equipment, net $1,456.0 $1,451.2 $1,409.0 $1,372.8 $1,345.2 $1,320.5 $1,252.3 $1,215.3 $1,221.0 $1,182.5 $1,338.0 $1,476.7 $1,366.1 $2,805.7 $2,835.7 $2,750.7

Goodwill $0.0 $1.3 $1.8 $2.3 $3.7 $34.2 $37.2 $37.2 $37.2 $38.9 $38.9 $58.2 $67.2 $526.8 $526.8 $526.8

Intangibles $1.8 $2.7 $2.1 $3.2 $22.0 $30.9 $15.8 $14.7 $14.5 $11.8 $11.0 $25.0 $38.3 $310.5 $298.5 $286.5

Other LT assets $80.7 $68.3 $60.2 $40.3 $34.9 $34.2 $35.0 $35.7 $33.9 $34.5 $38.4 $40.5 $45.2 $69.7 $145.1 $153.5

Total Assets $1,942.1 $1,971.8 $1,982.6 $1,985.1 $2,082.8 $1,973.3 $1,987.0 $2,035.9 $1,939.7 $2,152.8 $2,224.3 $2,412.5 $2,453.8 $5,200.0 $5,232.0 $5,221.4

Liabilities & Shareholder's Equity

ST debt $0.2 $0.1 $113.1 $112.8 $109.2 $118.0 $119.1 $278.6 $109.0 $109.0 $109.0 $15.0 $15.0 $39.0 $39.0 $39.0

Accounts payable $113.7 $93.9 $85.8 $126.9 $112.9 $124.9 $119.4 $132.2 $101.1 $126.8 $154.1 $154.9 $117.5 $357.4 $370.9 $385.3

Other current liabilities $104.6 $98.0 $97.9 $103.3 $113.0 $129.2 $149.8 $151.8 $151.9 $135.1 $142.4 $206.6 $127.3 $264.1 $265.0 $265.0

Total Current Liabilities $218.5 $191.9 $296.8 $343.0 $335.1 $372.1 $388.3 $562.6 $362.0 $371.0 $405.6 $376.5 $259.8 $660.5 $674.9 $689.3

Long term debt $869.2 $795.2 $629.1 $585.2 $585.7 $577.2 $567.8 $398.5 $548.4 $548.7 $549.1 $793.4 $778.6 $2,508.8 $2,258.8 $1,908.8

Deferred taxes $151.7 $194.5 $241.4 $230.9 $306.6 $292.7 $261.0 $240.7 $208.9 $205.2 $9.2 $11.9 $125.1 $434.8 $435.0 $435.0

Pension & postretirement $0.0 $0.0 $0.0 $0.0 $0.0 $40.3 $65.9 $48.3 $86.0 $78.9 $97.9 $148.7 $164.5 $193.5 $194.0 $194.0

Other LT liabilities $15.2 $20.4 $19.4 $28.5 $37.8 $9.6 $12.2 $24.9 $50.6 $50.2 $153.5 $153.0 $156.2 $89.2 $90.0 $90.0

Total Liabilities $1,254.7 $1,201.9 $1,186.7 $1,187.6 $1,265.2 $1,291.9 $1,295.2 $1,275.0 $1,255.8 $1,254.0 $1,215.3 $1,483.6 $1,484.3 $3,887.0 $3,652.8 $3,317.2

Shareholders' Equity $687.4 $769.8 $795.9 $797.5 $817.6 $681.4 $691.8 $760.9 $683.9 $898.8 $1,009.0 $928.9 $969.5 $1,313.0 $1,579.2 $1,904.2

Total Liabilities & Equity $1,942.1 $1,971.8 $1,982.6 $1,985.1 $2,082.8 $1,973.3 $1,987.0 $2,035.9 $1,939.7 $2,152.8 $2,224.3 $2,412.5 $2,453.8 $5,200.0 $5,232.0 $5,221.4

Balance Sheet Analysis 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Total Debt $869.4 $795.2 $742.2 $698.0 $694.9 $695.2 $686.9 $677.0 $657.4 $657.7 $658.1 $808.4 $793.6 $2,547.8 $2,297.8 $1,947.8

Net Debt $861.5 $712.8 $610.9 $525.9 $481.6 $582.5 $525.1 $448.9 $508.0 $397.0 $461.5 $652.1 $586.2 $2,356.9 $2,162.5 $1,772.3

Debt to Cap 55.8% 50.8% 48.3% 46.7% 45.9% 50.5% 49.8% 47.1% 49.0% 42.3% 39.5% 46.5% 45.0% 66.0% 59.3% 50.6%

Net Debt to Cap 55.6% 48.1% 43.4% 39.7% 37.1% 46.1% 43.2% 37.1% 42.6% 30.6% 31.4% 41.2% 37.7% 64.2% 57.8% 48.2%

Interest Coverage 3.7x 3.4x 2.3x 2.5x 3.9x 4.0x 7.5x 11.8x 8.2x 5.7x 9.1x 9.7x 9.4x 11.8x 9.3x 11.8x

Debt / EBITDA LTM 1.8x 2.0x 2.5x 2.5x 2.5x 2.6x 1.8x 1.5x 1.6x 1.9x 1.5x 1.8x 1.5x 3.3x 2.0x 1.5x

Net Debt / EBITDA 1.8x 1.8x 2.0x 1.9x 1.7x 2.2x 1.3x 1.0x 1.2x 1.1x 1.0x 1.5x 1.1x 3.1x 1.8x 1.4x

Book Value / Share $6.39 $7.08 $7.42 $7.62 $7.60 $6.30 $6.62 $7.21 $6.60 $8.77 $9.81 $9.53 $9.95 $13.46 $16.04 $19.20

Days outstanding receivables 40.5 34.2 36.4 39.6 41.3 38.5 43.3 42.9 38.9 40.8 43.3 44.0 44.6 63.2 41.0 41.0

Receivables YOY% (21.2%) 3.3% 8.6% 13.5% (1.6%) 23.4% 4.8% (7.6%) (4.5%) 20.4% 9.2% 10.0% 82.6% 2.8% 3.9%

Days outstanding inventory 40.5 44.7 41.0 41.6 40.5 40.9 40.5 41.1 39.9 44.7 45.7 44.1 43.9 67.5 45.0 44.4

Inventory turnover 8.9x 8.1x 8.8x 8.6x 8.9x 8.8x 8.9x 8.8x 9.0x 8.1x 7.9x 8.2x 8.2x 5.3x 8.0x 8.1x

Inventory YOY % 6.5% (5.7%) 3.6% 7.8% 7.0% 2.1% 1.3% 3.1% 13.0% 5.6% 5.5% 94.4% 9.4% 1.9%

Days outstanding payables 21.3 18.9 17.8 26.3 21.5 22.5 19.7 20.5 15.4 21.3 22.8 21.3 14.9 35.1 23.0 23.0

Sales YOY% (6.9%) (3.0%) (0.0%) 8.9% 5.5% 9.7% 0.0% 5.0% (10.8%) 7.5% 7.6% 8.5% 28.9% 58.4% 3.9%

Prepaid exp % sales 0.3% 0.7% 1.3% 0.4% 0.5% 0.3% 0.3% 0.3% 0.3% 0.6% 0.7% 0.7% 0.7% 0.9% 0.6% 0.6%

ROIC 11.6% 10.0% 6.2% 5.0% 4.8% 5.1% 10.9% 13.2% 12.6% 8.4% 11.7% 10.6% 13.2% 9.3% 13.3% 15.1%

ROE 19.5% 14.0% 6.1% 5.3% 6.3% 6.9% 18.1% 22.4% 20.4% 10.7% 16.5% 17.4% 20.7% 24.3% 28.9% 27.6%

ROA 9.3% 7.9% 4.8% 3.7% 3.5% 3.5% 7.6% 9.4% 8.7% 6.1% 8.8% 7.7% 9.5% 6.9% 9.9% 11.1%
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Chart 25: Packaging Corp of America: Cash Flow Statement 

 
 

Source: Company filings and Jefferies 

 

Packaging Corp of America

Cash Flow

Philip Ng, CFA 212-336-7369

($ in millions, except per share data) 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Net income $51.8 $47.2 $125.0 $170.1 $139.5 $95.9 $166.6 $161.6 $201.1 $319.7 $456.7 $524.6

D&A $158.9 $156.7 $154.8 $148.1 $147.8 $151.2 $156.3 $164.0 $171.3 $217.9 $370.0 $370.0

Amoritzation of financing costs & other ($2.4) ($2.4) ($2.4) ($2.4) ($1.7) ($1.1) ($1.2) ($1.1) $4.1 $0.0 $0.0 $0.0

Share-based comp exp $0.7 $1.7 $6.1 $8.4 $8.7 $7.3 $7.1 $9.7 $11.7 $14.8 $16.0 $16.0

Deferred taxes $41.3 $15.8 ($20.1) ($11.0) ($10.8) ($13.8) $7.2 $27.3 $106.9 ($87.3) $38.0 $6.0

Loss on disposals PP&E $2.0 $7.2 $4.1 $4.1 $5.8 $6.6 $8.9 $7.1 $7.3 $9.4 $0.0 $0.0

Changes in Working Capital ($32.1) $18.4 ($21.1) ($17.5) ($16.0) $17.9 ($33.7) ($19.6) ($81.0) ($0.4) ($55.4) ($23.4)

Other $27.3 ($20.3) $21.3 $17.8 $12.1 $24.3 $72.5 $16.0 $63.6 $134.5 $20.0 $10.0

Cash Flow from Operating Activities $215.3 $242.7 $246.6 $300.1 $269.3 $306.1 $349.9 $345.5 $404.2 $608.2 $789.9 $879.9

Capex ($108.6) ($128.1) ($88.2) ($113.4) ($133.0) ($114.2) ($320.2) ($280.2) ($128.5) ($234.4) ($400.0) ($285.0)

Additions LT assets $28.9 $15.0 ($4.3) ($0.9) ($3.3) ($2.1) ($2.6) ($13.1) ($1.1) $0.0 ($5.0) ($5.0)

Acquisition of business ($38.4) ($48.7) ($4.3) $0.0 $0.0 ($3.1) $0.0 ($57.3) ($35.4) ($1,174.5) $0.0 $0.0

Divestitures / Other $1.3 $0.2 $2.8 $1.1 $1.7 $0.1 $1.5 $0.4 $57.5 ($2.5) $0.0 $0.0

Cash Flow from Investing Activities ($116.8) ($161.5) ($94.0) ($113.2) ($134.5) ($119.3) ($321.3) ($350.2) ($107.5) ($1,411.4) ($405.0) ($290.0)

Debt Issuance $0.1 $0.0 $0.0 $0.0 $149.9 $0.0 $0.0 $150.0 $397.0 $1,998.1 $0.0 $0.0

Repayments of debt ($4.0) ($0.2) ($9.1) ($10.1) ($170.3) ($0.6) ($0.6) ($0.7) ($437.2) ($1,074.8) ($250.0) ($350.0)

Dividends ($63.7) ($96.9) ($105.1) ($105.0) ($125.1) ($76.9) ($61.8) ($76.0) ($117.9) ($109.1) ($157.5) ($166.7)

Common stock issuance / stock options $10.4 $8.2 $7.8 $20.3 $2.4 $1.6 $7.5 $7.0 $19.9 $2.8 $7.0 $7.0

Common stock repurchased $0.0 ($93.1) $0.0 ($30.5) ($65.7) $0.0 ($38.9) ($125.0) ($45.2) ($7.8) ($40.0) ($40.0)

Other $0.0 $0.1 $2.9 $4.6 ($4.8) $0.4 $1.1 $9.1 ($62.4) ($22.5) $0.0 $0.0

Cash Flow from Financing Activities ($57.2) ($181.9) ($103.5) ($120.7) ($213.5) ($75.5) ($92.8) ($35.6) ($245.6) $786.8 ($440.5) ($549.7)

Net increase (decrease of cash) $41.3 ($100.7) $49.2 $66.3 ($78.7) $111.3 ($64.2) ($40.2) $51.1 ($16.4) ($55.7) $40.2

Cash beginning of year $172.0 $213.3 $112.6 $161.8 $228.1 $149.4 $260.7 $196.6 $156.3 $207.4 $191.0 $135.3

Cash end of year $213.3 $112.6 $161.8 $228.1 $149.4 $260.7 $196.6 $156.3 $207.4 $191.0 $135.3 $175.5

Free Cash Flow Analysis 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Operating Cash Flow $215.3 $242.7 $246.6 $300.1 $269.3 $306.1 $349.9 $345.5 $404.2 $608.2 $789.9 $879.9

Capex ($108.6) ($128.1) ($88.2) ($113.4) ($133.0) ($114.2) ($320.2) ($280.2) ($128.5) ($234.4) ($400.0) ($285.0)

FCF $106.7 $114.6 $158.4 $186.7 $136.4 $191.9 $29.7 $65.3 $275.7 $373.8 $389.9 $594.9

FCF (post dividends) $43.0 $17.7 $53.3 $81.7 $11.3 $115.0 ($32.1) ($10.7) $157.8 $264.6 $232.3 $428.2

FCF / share $0.99 $1.06 $1.52 $1.77 $1.32 $1.87 $0.29 $0.65 $2.83 $3.83 $3.96 $6.00

Key Cash Flow Ratios & Assumptions 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

D&A % Sales 8.4% 7.9% 7.1% 6.4% 6.3% 7.0% 6.4% 6.3% 6.0% 5.0% 5.0% 5.0%

Capex % Sales (5.7%) (6.4%) (4.0%) (4.9%) (5.6%) (5.3%) (13.1%) (10.7%) (4.5%) (3.0%) (3.0%) (3.0%) 

CapEx / D&A Ratio 68.3% 81.8% 57.0% 76.6% 90.0% 75.5% 204.9% 170.9% 75.0% 107.6% 108.1% 77.0%

Dividend / Share ($0.59) ($0.90) ($1.01) ($1.00) ($1.21) ($0.75) ($0.60) ($0.76) ($1.21) ($1.12) ($1.60) ($1.68)
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Chart 26: Rock-Tenn: Sum-of-the-Parts / MLP Model 

  

Source: Company data, Jefferies estimates 

 

 

 

 

 

 

Non- MLP Consumer

Current RKT Interest LP Interest Corrugated Packaging Packaging Other RKT Corporate Total

EBITDA $1,602 $245 $82 $865 $335 $135 ($60) $1,602

Interest $93 $12 $4 $56 $13 $5 $4 $93

Capex $500 $38 $13 $257 $89 $26 $30 $453

Taxes $322 $0 $0 $169 $80 $37 ($28) $257

Other ($23) $0 $0 ($12) ($5) ($2) $1 ($18)

FCF / DCF $665 $196 $65 $371 $149 $65 ($65) $781

Debt $2,845 $366 $122 $1,709 $388 $151 $108 $2,845

Cash $453 $0 $0 $350 $62 $24 $17 $453

Equity Value $6,575 $2,607 $869 $4,264 $2,188 $884 ($542) $10,270

EV $8,966 $2,973 $991 $5,623 $2,514 $1,011 ($451) $12,661

Shares outstanding 142 142 142 142 142 142 142 142

Equity value / share $46.30 $18.36 $6.12 $30.02 $15.41 $6.23 ($3.81) $72.32

IDR value / share $0.00

Total value / share $72.32

% upside 56.2%

EV/EBITDA 5.6x 12.1x 12.1x 6.5x 7.5x 7.5x 7.5x 7.9x

FCF (DCF) Yield 10.1% 7.5% 7.5% 8.7% 6.8% 7.4% 11.9% 7.6%

FCF (DCF) /Share $4.68 $1.38 $0.46 $2.61 $1.05 $0.46 ($0.45) $5.50

Market Cap/FCF (DCF) 9.9x 13.3x 13.3x 11.5x 14.7x 13.6x 8.4x 13.2x

Net Debt / EBITDA 1.5x 1.5x 1.5x 1.6x 1.0x 0.9x  (1.5x) 1.5x

Parent

MLP Virgin Mills

Industrials
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Chart 27: Rock-Tenn: Annual Earnings Model 

 
  

Source: Company filings and Jefferies 

 

Rock-Tenn Company

Annual Earnings Model Fiscal Year Ends September 30,

Philip Ng, CFA 212-336-7369

($ in millions, except per share data) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Consumer Packaging $797.4 $806.1 $790.2 $801.4 $908.1 $994.0 $1,415.6 $1,459.6 $1,551.4 $1,503.1 $1,578.1 Consumer Packaging $1,910.3 $1,919.3 $1,898.7 $1,969.7 $2,015.1

EBIT $39.7 $48.1 $50.5 $38.6 $38.0 $36.4 $74.7 $51.0 $119.8 $175.5 $185.7 EBIT $222.6 $277.2 $231.3 $236.1 $237.8

% margin 5.0% 6.0% 6.4% 4.8% 4.2% 3.7% 5.3% 3.5% 7.7% 11.7% 11.8% % margin 11.7% 14.4% 12.2% 12.0% 11.8%

Corrugated Packaging -               -               -               -               $89.9 $118.5 $202.8 $236.7 $607.5 $752.9 $800.6 Corrugated Packaging $2,766.3 $6,169.4 $6,661.7 $6,923.8 $7,253.0

EBIT -               -               -               -               $5.1 $3.5 $10.5 $8.4 $88.5 $178.9 $139.7 EBIT $300.5 $370.8 $678.9 $674.1 $726.2

% margin -               -               -               -               5.7% 3.0% 5.2% 3.5% 14.6% 23.8% 17.4% % margin 10.9% 6.0% 10.2% 9.7% 10.0%

 

Merchandising Displays $238.8 $263.4 $290.1 $291.2 $237.8 $226.3 $233.2 $305.8 $350.8 $320.6 $333.2 Merchandising Display $468.0 $656.0 $674.6 $858.8 $946.3

EBIT $27.6 $30.2 $32.8 $28.6 $24.0 $17.6 $16.5 $38.7 $41.9 $31.9 $36.3 EBIT $53.2 $70.3 $64.4 $84.4 $97.8

% margin 11.6% 11.5% 11.3% 9.8% 10.1% 7.8% 7.1% 12.7% 11.9% 10.0% 10.9% % margin 11.4% 10.7% 9.5% 9.8% 10.3%

 

Specialty Paperboard $588.5 $524.5 $516.2 $509.9 $539.9 $615.4 $327.5 $361.7 $392.9 $306.9 $368.7 Recycling $383.3 $650.5 $494.1 $363.7 $400.5

EBIT $51.4 $41.6 $24.1 $21.8 $15.7 $31.6 $26.9 $114.2 $30.3 $26.5 $26.0 EBIT $14.8 $7.1 $14.4 $7.7 $10.5

% margin 8.7% 7.9% 4.7% 4.3% 2.9% 5.1% 8.2% 31.6% 7.7% 8.6% 7.1% % margin 3.9% 1.1% 2.9% 2.1% 2.6%

Intersegment Eliminations $161.4 $152.4 $160.0 $169.2 $194.4 $220.7 $41.0 $48.0 $63.7 $71.2 $79.2 Intersegment Eliminations $128.3 $187.6 $183.7 $200.5 $212.3

Non-allocated exp $8.2 $5.4 $6.4 $9.1 $12.5 $14.3 $21.8 $23.3 $28.1 $33.6 $36.0 Non-allocated exp $79.5 $109.5 $92.2 $72.5 $75.0

Total Sales $1,463.3 $1,441.6 $1,436.5 $1,433.3 $1,581.3 $1,733.5 $2,138.1 $2,315.8 $2,838.9 $2,812.3 $3,001.4 Total Sales $5,399.6 $9,207.6 $9,545.4 $9,915.5 $10,402.6

EBIT $110.5 $114.5 $101.0 $79.8 $70.3 $74.8 $106.8 $189.0 $252.4 $379.2 $351.7 EBIT $511.6 $615.9 $896.8 $929.8 $997.3

% margin 7.6% 7.9% 7.0% 5.6% 4.4% 4.3% 5.0% 8.2% 8.9% 13.5% 11.7% % margin 9.5% 6.7% 9.4% 9.4% 9.6%

Interest Expense $35.5 $35.0 $26.4 $26.9 $23.6 $36.6 $55.6 $49.8 $85.5 $96.7 $75.5 Interest Expense $88.9 $119.7 $106.9 $94.1 $93.0

Interest Income & Other $0.4 $0.5 $0.5 $0.1 ($0.1) $0.5 $1.6 ($1.3) $1.6 $0.0 $0.7 Interest Income & Other $4.8 $1.3 ($0.9) ($0.7) $1.5

Equity earnings / (loss) -               ($2.0) ($0.3) ($0.4) $0.1 ($1.0) $1.9 $1.1 $2.4 $0.1 $0.8 Equity earnings / (loss) $1.5 $2.3 $3.8 $9.0 $6.0

Minoritiy Interest ($5.0) ($2.4) ($3.0) ($3.2) ($3.4) ($4.8) ($6.4) ($1.0) ($5.3) ($3.6) ($5.1) Minoritiy Interest ($4.9) ($3.7) ($5.4) ($3.8) ($6.0)

Pretax Income $70.4 $75.5 $71.8 $49.4 $43.3 $32.8 $48.3 $138.0 $165.6 $279.0 $272.6 Pretax Income $424.1 $496.1 $787.4 $840.2 $905.8

  % Margin 4.8% 5.2% 5.0% 3.4% 2.7% 1.9% 2.3% 6.0% 5.8% 9.9% 9.1%   % Margin 7.9% 5.4% 8.2% 8.5% 8.7%

Income taxes $35.2 $26.4 $21.2 $18.1 $13.5 $6.5 $16.9 $50.9 $59.6 $99.4 $98.2 Income taxes $143.6 $172.9 $253.8 $318.1 $321.5

   Tax Rate (%) 50.0% 35.0% 29.5% 36.7% 31.2% 19.8% 35.0% 36.9% 36.0% 35.6% 36.0%    Tax Rate (%) 33.9% 34.9% 32.2% 37.9% 35.5%

Net Income $35.2 $49.1 $50.6 $31.3 $29.8 $26.3 $31.4 $87.1 $106.0 $179.6 $174.4 Net Income $280.5 $323.2 $533.6 $522.1 $584.2

Dist & undist income -               -               -               -               -               -               -               -               -               -               ($1.5) Dist & undist income ($1.4) ($0.3) ($0.2) ($0.4) ($0.5)

Net Income to Common $35.2 $49.1 $50.6 $31.3 $29.8 $26.3 $31.4 $87.1 $106.0 $179.6 $172.9 Net Income to Common $279.1 $322.9 $533.4 $521.7 $583.7

Diluted EPS $0.51 $0.74 $0.74 $0.45 $0.42 $0.36 $0.42 $1.10 $1.38 $2.32 $2.21 Diluted EPS $2.78 $2.24 $3.65 $3.57 $4.11

% growth 43.9% 0.1% (38.8%) (6.7%) (13.2%) 16.4% 160.2% 25.5% 67.7% (4.8%) % growth 25.7% (19.4%) 63.0% (2.2%) 15.1%

Diluted Shares 69.0 66.8 68.7 69.5 71.0 72.2 74.0 78.9 76.6 77.4 78.2 Diluted Shares 100.5 144.2 146.1 146.1 142.0

EBITDA $187.6 $192.1 $169.1 $152.5 $144.5 $158.8 $211.1 $292.7 $385.8 $529.2 $499.1 EBITDA $789.9 $1,150.2 $1,449.0 $1,517.8 $1,602.3

% margin 12.8% 13.3% 11.8% 10.6% 9.1% 9.2% 9.9% 12.6% 13.6% % margin 14.6% 12.5% 15.2% 15.3% 15.4%
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Chart 28: Rock-Tenn Company Balance Sheet 

 
  

Source: Company filings and Jefferies 

Rock-Tenn Company
Balance Sheet

Philip Ng, CFA 212-336-7369

($ in millions) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Assets

Cash $5.4 $5.2 $6.6 $14.2 $28.7 $26.8 $6.9 $10.9 $52.8 $11.8 $15.9 $82.8 $77.8 $45.7 $102.5 $453.2

Accounts receivable $156.2 $157.8 $151.1 $163.1 $177.4 $199.5 $230.8 $230.6 $321.5 $340.2 $333.5 $1,109.6 $1,075.6 $1,134.9 $1,101.7 $1,155.8

Inventories $99.6 $102.0 $102.6 $118.4 $127.4 $202.0 $218.9 $224.4 $283.0 $275.1 $269.5 $849.8 $861.9 $937.9 $966.0 $1,010.5

Other current assets $8.1 $6.1 $61.9 $70.4 $23.8 $33.9 $29.0 $28.6 $51.9 $31.2 $90.1 $186.7 $174.5 $297.9 $290.0 $300.0

Total Current Assets $269.2 $271.1 $322.1 $366.1 $357.2 $462.2 $485.6 $494.5 $709.2 $658.3 $709.0 $2,228.9 $2,189.8 $2,416.4 $2,460.2 $2,919.6

Property & equipment, net $592.5 $588.7 $538.2 $579.5 $552.8 $885.0 $850.6 $837.5 $1,333.1 $1,276.1 $1,250.0 $5,527.2 $5,611.4 $5,554.7 $5,531.7 $5,426.7

Goodwill $268.5 $259.7 $260.4 $291.8 $297.1 $350.9 $356.6 $364.5 $727.0 $736.4 $748.8 $1,839.4 $1,865.3 $1,862.1 $1,914.1 $1,914.1

Intangibles $0.0 $0.0 $0.0 $21.8 $19.0 $61.9 $55.1 $67.6 $176.9 $151.3 $151.5 $799.4 $795.1 $699.4 $665.0 $574.0

Investment in uncosolidated entities $0.0 $0.0 $0.0 $0.0 $0.0 $19.5 $21.6 $28.9 $29.4 $23.8 $23.3 $0.0 $0.0 $0.0 $0.0 $0.0

Other assets $28.7 $45.0 $52.4 $32.1 $57.7 $18.9 $14.5 $7.7 $37.5 $38.5 $32.3 $171.1 $225.5 $200.8 $404.7 $460.6

Total Assets $1,159.0 $1,164.4 $1,173.1 $1,291.4 $1,283.8 $1,798.4 $1,784.0 $1,800.7 $3,013.1 $2,884.4 $2,914.9 $10,566.0 $10,687.1 $10,733.4 $10,975.7 $11,295.0

Liabilities & Shareholder's Equity

Current portion of LT debt $20.3 $97.2 $62.9 $12.9 $83.9 $7.1 $40.8 $46.0 $245.1 $69.0 $231.6 $143.3 $261.3 $2.9 $2.9 $2.9

Accounts payable $77.9 $79.6 $71.7 $84.2 $94.5 $116.4 $141.8 $161.6 $241.5 $233.9 $252.3 $780.7 $708.9 $802.1 $812.5 $852.4

Accrued comp & benefits $35.4 $35.9 $38.0 $46.9 $48.8 $50.9 $65.7 $73.8 $95.3 $88.1 $90.7 $220.0 $211.4 $249.0 $250.0 $250.0

Other current liabilities $26.8 $46.6 $49.2 $43.5 $42.4 $49.8 $57.7 $63.5 $65.8 $58.3 $56.6 $174.3 $226.7 $189.4 $200.0 $200.0

Total Current Liabilities $160.4 $259.2 $221.8 $187.5 $269.5 $224.2 $306.0 $344.9 $647.7 $449.3 $631.2 $1,318.3 $1,408.3 $1,243.4 $1,265.4 $1,305.3

Long term debt $514.5 $388.5 $390.3 $489.0 $381.7 $895.7 $754.9 $676.3 $1,459.0 $1,298.7 $897.3 $3,302.5 $3,151.2 $2,841.9 $2,841.9 $2,841.9

Pension & Postretirement Liab $0.0 $0.0 $0.0 $0.0 $79.3 $106.8 $75.9 $47.3 $70.8 $161.5 $165.3 $1,586.2 $1,647.3 $1,093.5 $887.2 $887.2

Deferred taxes $81.4 $88.0 $84.3 $93.8 $84.9 $83.0 $99.8 $125.7 $153.3 $149.2 $166.4 $827.1 $888.8 $1,063.1 $1,191.8 $1,191.8

Other LT liabilities $16.4 $25.9 $71.4 $99.0 $23.3 $15.9 $20.0 $7.6 $24.2 $31.1 $37.3 $159.6 $184.8 $178.7 $180.0 $180.0

Total Liabilities $772.7 $761.7 $767.9 $869.4 $838.8 $1,325.6 $1,256.6 $1,201.8 $2,355.0 $2,089.8 $1,897.5 $7,193.7 $7,280.4 $6,420.6 $6,366.3 $6,406.2

Minority interest $0.0 $0.0 $0.0 $0.0 $7.5 $16.6 $18.8 $9.9 $17.6 $17.8 $6.1 $0.7 $0.5 $0.5 $0.5 $0.5

Shareholders' Equity $386.3 $402.8 $405.1 $422.0 $437.6 $456.2 $508.6 $589.0 $640.5 $776.8 $1,011.3 $3,371.6 $3,406.2 $4,312.3 $4,608.9 $4,888.2

Total Liabilities & Equity $1,159.0 $1,164.4 $1,173.1 $1,291.4 $1,283.8 $1,798.4 $1,784.0 $1,800.7 $3,013.1 $2,884.4 $2,914.9 $10,566.0 $10,687.1 $10,733.4 $10,975.7 $11,295.0

Balance Sheet Analysis 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Total Debt $534.8 $485.6 $453.2 $502.0 $465.6 $902.8 $795.7 $722.3 $1,704.1 $1,367.7 $1,128.9 $3,445.8 $3,412.5 $2,844.8 $2,844.8 $2,844.8

Net Debt $529.4 $480.4 $446.7 $487.8 $436.9 $876.0 $788.8 $711.4 $1,651.3 $1,355.9 $1,113.0 $3,363.0 $3,334.7 $2,799.1 $2,742.3 $2,391.6

Debt to Cap 58.1% 54.7% 52.8% 54.3% 51.5% 66.4% 61.0% 55.1% 72.7% 63.8% 52.7% 50.5% 50.0% 39.7% 38.2% 36.8%

Net Debt to Cap 57.8% 54.4% 52.4% 53.6% 50.0% 65.8% 60.8% 54.7% 72.1% 63.6% 52.4% 49.9% 49.5% 39.4% 37.3% 32.9%

Interest Coverage 3.1x 3.3x 3.8x 3.0x 3.0x 2.0x 1.9x 3.8x 3.0x 3.9x 4.7x 5.8x 5.1x 8.4x 9.9x 10.7x

Debt / EBITDA LTM 2.9x 2.5x 2.7x 3.3x 3.2x 5.7x 3.8x 2.5x 4.4x 2.6x 2.3x 4.4x 3.0x 2.0x 1.9x 1.8x

Net Debt / EBITDA 2.8x 2.5x 2.6x 3.2x 3.0x 5.5x 3.7x 2.4x 4.3x 2.6x 2.2x 4.3x 2.9x 1.9x 1.8x 1.5x

Book Value / Share $5.60 $6.03 $5.89 $6.07 $6.17 $6.32 $6.87 $7.51 $8.34 $10.06 $13.00 $33.56 $23.63 $29.52 $31.56 $34.42

Days outstanding receivables 38.4 39.4 37.9 41.0 40.4 41.4 38.9 35.8 40.8 43.5 40.0 74.0 42.1 42.8 40.0 40.0

Receivables YOY% 1.0% (4.2%) 7.9% 8.8% 12.5% 15.7% (0.1%) 39.4% 5.8% (2.0%) 232.7% (3.1%) 5.5% (2.9%) 4.9%

Days outstanding inventory 30.3 31.9 32.2 36.5 34.9 49.8 44.0 43.2 47.4 45.5 42.0 70.4 40.4 43.9 43.4 43.1

Inventory turnover 11.9x 11.3x 11.2x 9.9x 10.3x 7.2x 8.2x 8.3x 7.6x 7.9x 8.6x 5.1x 8.9x 8.2x 8.3x 8.4x

Inventory YOY % 2.4% 0.5% 15.5% 7.6% 58.6% 8.4% 26.1% (2.8%) (2.0%) 215.3% 1.4% 8.8% 3.0% 4.6%

Days outstanding payables 19.2 19.9 18.0 21.1 21.5 24.2 23.9 25.1 30.6 29.9 30.3 52.1 27.7 30.3 29.5 29.5

Sales YOY% (1.5%) (0.4%) (0.2%) 10.3% 9.6% 23.3% 0.0% 30.4% (1.4%) (1.7%) 79.9% 70.5% 3.7% 3.9% 4.9%

Other current assets % sales 0.6% 0.4% 4.3% 4.9% 1.5% 2.0% 1.4% 1.2% 1.8% 1.1% 3.0% 3.5% 1.9% 3.1% 2.9% 2.9%

ROIC 6.0% 8.4% 8.3% 5.5% 5.4% 4.4% 5.3% 9.1% 6.9% 11.4% 10.5% 5.0% 5.9% 8.5% 7.8% 8.3%

ROE 9.1% 12.2% 12.5% 7.4% 6.8% 5.8% 6.2% 14.8% 16.6% 23.1% 17.2% 8.3% 9.5% 12.4% 11.3% 11.9%

ROA 4.8% 6.4% 6.1% 3.9% 3.8% 3.3% 3.9% 6.6% 5.4% 8.5% 7.7% 3.2% 3.8% 5.7% 5.3% 5.7%
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Chart 29: Rock-Tenn Company Cash Flow Statement 

 
 

Source: Company filings and Jefferies 

 

 

 

Rock-Tenn Company

Cash Flow

Philip Ng, CFA 212-336-7369

($ in millions, except per share data) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Net income $35.2 $49.1 $50.6 $31.3 $29.8 $26.3 $31.4 $87.1 $106.0 $179.6 $174.4 $279.1 $322.9 $533.4 $521.7 $583.7

D&A $77.1 $77.6 $68.1 $72.7 $74.2 $84.0 $104.3 $103.7 $133.4 $150.0 $147.4 $278.3 $534.3 $552.2 $588.0 $605.0

Deferred taxes $0.3 $6.6 $5.6 $11.7 ($4.7) $4.0 $5.5 $22.2 $22.8 $46.0 ($51.1) $60.0 $123.4 ($44.3) $300.1 $172.1

Share-based comp exp $0.0 $0.2 $0.9 $0.0 $1.5 $1.7 $3.6 $7.3 $9.2 $11.9 $16.0 $21.4 $29.2 $46.5 $39.0 $45.0

Pension expense ($1.0) $2.6 $5.3 $11.1 $17.8 $15.4 $16.4 $13.3 $8.8 $19.4 $33.0 $44.6 $46.0 $30.0 $9.0 $13.0

Pension contribution ($0.6) ($1.3) ($12.5) ($22.7) ($19.6) ($7.4) ($20.7) ($20.9) ($15.9) ($40.9) ($20.7) ($67.1) ($351.4) ($197.1) ($225.0) ($175.0)

Changes in Working Capital ($13.2) $20.7 ($7.1) $1.5 ($9.4) $30.2 ($6.6) $43.0 ($13.3) $24.2 $45.1 ($93.4) ($15.9) ($90.3) $24.4 ($68.8)

Other / Restructuring $4.6 ($9.4) $4.2 $9.3 $1.9 ($0.9) $19.6 ($17.4) ($10.1) $1.1 $35.0 ($61.2) ($31.8) $202.1 ($15.0) ($10.0)

Cash Flow from Operating Activities $102.4 $146.0 $115.1 $114.8 $91.4 $153.3 $153.5 $238.3 $240.9 $391.3 $379.1 $461.7 $656.7 $1,032.5 $1,242.2 $1,165.1

Capex ($94.6) ($72.6) ($72.7) ($57.4) ($60.8) ($54.3) ($64.6) ($78.0) ($84.2) ($84.0) ($106.2) ($199.4) ($452.4) ($440.4) ($565.0) ($500.0)

Business acquisitions $0.0 $0.0 ($25.4) ($81.8) ($15.0) ($552.3) ($7.8) ($32.1) ($817.9) $4.0 ($23.9) ($1,300.1) ($125.6) ($6.3) ($400.7) $0.0

Proceeds from sale of assets $2.2 $1.0 $11.4 $8.3 $6.1 $6.0 $4.7 $2.8 $6.4 $1.4 $3.6 $8.6 $40.5 $42.2 $24.7 $0.0

Divestitures $0.0 $0.0 $0.0 $0.0 $61.9 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Other ($9.0) ($8.4) ($6.5) ($25.8) ($0.2) $28.1 $0.7 ($1.8) $0.5 $3.2 $0.5 ($0.5) ($6.7) $0.9 $0.0 $0.0

Cash Flow from Investing Activities ($101.3) ($79.9) ($93.2) ($156.7) ($8.1) ($572.5) ($67.0) ($109.1) ($895.2) ($75.4) ($126.0) ($1,491.4) ($544.2) ($403.6) ($941.0) ($500.0)

Debt Issuance $37.6 $370.5 $19.0 $158.1 $0.1 $548.2 $139.9 $90.2 $1,169.3 $450.4 $344.0 $3,680.0 $2,516.9 $376.0 $0.0 $0.0

Repayments of debt ($1.6) ($419.7) ($50.8) ($106.2) ($37.7) ($110.5) ($240.4) ($182.4) ($430.9) ($803.7) ($564.0) ($2,530.8) ($2,563.4) ($933.6) $0.0 $0.0

Dividends ($10.4) ($10.0) ($10.2) ($11.1) ($12.0) ($12.9) ($13.2) ($15.4) ($15.2) ($15.3) ($23.4) ($37.6) ($56.5) ($75.3) ($102.2) ($104.4)

Common stock issuance $3.7 $2.4 $7.7 $6.3 $6.7 $5.1 $11.5 $31.5 $5.2 $8.3 ($0.6) $25.2 $5.2 $3.5 ($12.9) $0.0

Common stock repurchased ($22.2) ($2.3) ($0.3) ($1.3) $0.0 $0.0 $0.0 ($58.7) $0.0 $0.0 ($3.6) $0.0 $0.0 $0.0 ($110.0) ($200.0)

Other ($7.3) ($7.5) $13.2 $4.6 $1.7 ($13.4) ($3.6) $9.9 ($31.9) $3.6 $0.3 ($85.2) ($20.8) $0.2 ($10.0) ($10.0)

Cash Flow from Financing Activities ($0.1) ($66.6) ($21.4) $50.4 ($41.1) $416.5 ($105.8) ($124.9) $696.5 ($356.7) ($247.3) $1,051.6 ($118.6) ($629.2) ($235.1) ($314.4)

FX on cash ($0.0) $0.2 $0.9 ($0.8) $0.5 $0.8 ($0.6) ($0.3) ($0.3) $1.4 $0.1 $3.9 $1.6 ($0.5) $0.0 $0.0

Net increase (decrease of cash) $0.9 ($0.3) $1.4 $7.6 $42.7 ($1.9) ($19.9) $4.0 $41.9 ($39.4) $5.9 $25.8 ($4.5) ($0.8) $66.1 $350.7

Cash beginning of year $4.5 $5.4 $5.2 $6.6 $14.2 $56.9 $55.0 $35.1 $39.1 $81.0 $41.6 $15.9 $41.7 $37.2 $36.4 $102.5

Cash end of year $5.4 $5.2 $6.6 $14.2 $56.9 $55.0 $35.1 $39.1 $81.0 $41.6 $47.5 $41.7 $37.2 $36.4 $102.5 $453.2

Free Cash Flow Analysis 2003 2003 2003 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

Operating Cash Flow $102.4 $146.0 $115.1 $114.8 $91.4 $153.3 $153.5 $238.3 $240.9 $391.3 $379.1 $461.7 $656.7 $1,032.5 $1,242.2 $1,165.1

Capex ($94.6) ($72.6) ($72.7) ($57.4) ($60.8) ($54.3) ($64.6) ($78.0) ($84.2) ($84.0) ($106.2) ($199.4) ($452.4) ($440.4) ($565.0) ($500.0)

FCF $7.8 $73.5 $42.4 $57.4 $30.6 $99.0 $88.9 $160.3 $156.7 $307.3 $272.9 $262.3 $204.3 $592.1 $677.2 $665.1

FCF (ex dividends) ($2.6) $63.5 $32.2 $46.3 $18.6 $86.1 $75.7 $144.9 $141.5 $292.0 $249.5 $224.7 $147.8 $516.8 $575.0 $560.7

FCF / share $0.11 $1.10 $0.62 $0.83 $0.43 $1.37 $1.20 $2.03 $2.05 $3.97 $3.49 $2.61 $1.42 $4.05 $4.64 $4.68

Key Cash Flow Ratios & Assumptions 2003 2003 2003 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014E 2015E

D&A % Sales 5.3% 5.4% 4.7% 5.1% 4.7% 4.8% 4.9% 4.5% 4.7% 5.3% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%

Capex % Sales (6.5%) (5.0%) (5.1%) (4.0%) (3.8%) (3.1%) (3.0%) (3.4%) (3.0%) (3.0%) (3.0%) (3.7%) (4.9%) (4.6%) (5.7%) (4.8%) 

CapEx / D&A Ratio 122.8% 93.5% 106.8% 79.0% 81.9% 64.6% 61.9% 75.2% 63.1% 56.0% 72.0% 71.6% 84.7% 79.8% 96.1% 82.6%

Dividend / Share ($0.15) ($0.15) ($0.15) ($0.16) ($0.17) ($0.18) ($0.18) ($0.20) ($0.20) ($0.20) ($0.30) ($0.80) ($0.39) ($0.52) ($0.70) ($0.74)
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Company Description
Packaging Corporation of America is the fifth largest producer of containerboard and corrugated products in the United States. The company
is vertically integrated and consumes roughly 80% of the containerboard it produces internally for its corrugated business, and sells the rest
to domestic customers and into the export markets. PKG has 2.46 mil tons of containerboard capacity, with two kraft linerboard mills in
Counce, Tennessee, and Valdosta, Georgia, and two semi-chemical corrugating mills in Tomahawk, Wisconsin, and Filer City, Michigan.

International Paper is a global paper and packaging company and supplies a wide range of products including containerboard, coated
paperboard, printing and writing papers, and market pulp, complemented by xpedx, the company's North American distribution business.
International Paper has pulp and paper mills and converting and packaging plants in North America, Europe, Latin American, Russia, India,
Asia and North Africa. The company was founded in 1898 and is based in Memphis, Tennessee.

Rock-Tenn Company manufactures packaging products, recycled paperboard, containerboard, bleached paperboard, and merchandising
displays. The company's Consumer Packaging segment offers coated recycled and bleached paperboard for folding carton and other
paperboard product manufacturers and market pulp. Its Corrugated Packaging segment manufactures linerboard and corrugated medium,
corrugated sheets and packaging, and preprinted linerboard for industrial and consumer product. Rock-Tenn''s Merchandising Displays
segment produces temporary and permanent promotional point-of-purchase displays for consumer products companies; offers contract
packing services; and produces lithographic laminated packaging. Its Specialty Paperboard Products segment sells specialty recycled
paperboard to solid fiber interior packaging, tube and core, and other paperboard product manufacturers; produces gypsum paperboard
liner; and converts specialty paperboard.

Analyst Certification:
I, Philip Ng, CFA, certify that all of the views expressed in this research report accurately reflect my personal views about the subject security(ies) and
subject company(ies). I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations
or views expressed in this research report.
I, Christopher Sighinolfi, CFA, certify that all of the views expressed in this research report accurately reflect my personal views about the subject
security(ies) and subject company(ies). I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or views expressed in this research report.
I, Alexander Hutter, certify that all of the views expressed in this research report accurately reflect my personal views about the subject security(ies) and
subject company(ies). I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations
or views expressed in this research report.
I, Corey Goldman, certify that all of the views expressed in this research report accurately reflect my personal views about the subject security(ies) and
subject company(ies). I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations
or views expressed in this research report.
As is the case with all Jefferies employees, the analyst(s) responsible for the coverage of the financial instruments discussed in this report receives
compensation based in part on the overall performance of the firm, including investment banking income. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Aside from certain industry reports published on a periodic basis, the large majority
of reports are published at irregular intervals as appropriate in the analyst's judgement.
Jefferies acted as financial advisor to Kinder Morgan Energy Partners, L.P. (KMP) and Kinder Morgan Management, LLC (KMR) in relation to their
acquisition by Kinder Morgan, Inc..

Company Specific Disclosures
For Important Disclosure information on companies recommended in this report, please visit our website at https://javatar.bluematrix.com/sellside/
Disclosures.action or call 212.284.2300.

Meanings of Jefferies Ratings
Buy - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
Hold - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 10% within a 12-month period.
Underperform - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12-month
period.
The expected total return (price appreciation plus yield) for Buy rated stocks with an average stock price consistently below $10 is 20% or more within
a 12-month period as these companies are typically more volatile than the overall stock market. For Hold rated stocks with an average stock price
consistently below $10, the expected total return (price appreciation plus yield) is plus or minus 20% within a 12-month period. For Underperform
rated stocks with an average stock price consistently below $10, the expected total return (price appreciation plus yield) is minus 20% within a 12-
month period.
NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/
or Jefferies policies.
CS - Coverage Suspended. Jefferies has suspended coverage of this company.
NC - Not covered. Jefferies does not cover this company.

Industrials

 |  Change

October 3, 2014

page 22 of 25 , Equity Analyst, (212) 336-7369, png@jefferies.comPhilip Ng, CFA

Please see important disclosure information on pages 22 - 25 of this report.

https://javatar.bluematrix.com/sellside/Disclosures.action
https://javatar.bluematrix.com/sellside/Disclosures.action


Restricted - Describes issuers where, in conjunction with Jefferies engagement in certain transactions, company policy or applicable securities
regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no financial projections or opinions on
the investment merits of the company are provided.

Valuation Methodology
Jefferies' methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected total
return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF,
P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Jefferies Franchise Picks
Jefferies Franchise Picks include stock selections from among the best stock ideas from our equity analysts over a 12 month period. Stock selection
is based on fundamental analysis and may take into account other factors such as analyst conviction, differentiated analysis, a favorable risk/reward
ratio and investment themes that Jefferies analysts are recommending. Jefferies Franchise Picks will include only Buy rated stocks and the number
can vary depending on analyst recommendations for inclusion. Stocks will be added as new opportunities arise and removed when the reason for
inclusion changes, the stock has met its desired return, if it is no longer rated Buy and/or if it underperforms the S&P by 15% or more since inclusion.
Franchise Picks are not intended to represent a recommended portfolio of stocks and is not sector based, but we may note where we believe a Pick
falls within an investment style such as growth or value.

Risk which may impede the achievement of our Price Target
This report was prepared for general circulation and does not provide investment recommendations specific to individual investors. As such, the
financial instruments discussed in this report may not be suitable for all investors and investors must make their own investment decisions based
upon their specific investment objectives and financial situation utilizing their own financial advisors as they deem necessary. Past performance of
the financial instruments recommended in this report should not be taken as an indication or guarantee of future results. The price, value of, and
income from, any of the financial instruments mentioned in this report can rise as well as fall and may be affected by changes in economic, financial
and political factors. If a financial instrument is denominated in a currency other than the investor's home currency, a change in exchange rates may
adversely affect the price of, value of, or income derived from the financial instrument described in this report. In addition, investors in securities such
as ADRs, whose values are affected by the currency of the underlying security, effectively assume currency risk.

Other Companies Mentioned in This Report
• Access Midstream Partners, L.P. (ACMP: $61.84, BUY)
• AmeriGas Partners, L.P. (APU: $46.22, BUY)
• DCP Midstream Partners, L.P. (DPM: $53.88, BUY)
• El Paso Pipeline Partners, L.P. (EPB: $41.26, HOLD)
• Enterprise Products Partners, L.P. (EPD: $39.34, HOLD)
• Kinder Morgan Energy Partners, L.P. (KMP: $95.57, HOLD)
• MarkWest Energy Partners, L.P. (MWE: $74.97, HOLD)
• ONEOK Partners, L.P. (OKS: $56.11, BUY)
• Plains All American Pipeline, L.P. (PAA: $58.10, HOLD)
• Spectra Energy Partners, L.P. (SEP: $51.11, HOLD)
• Targa Resources Partners, L.P. (NGLS: $69.53, HOLD)
• Williams Partners, L.P. (WPZ: $51.97, HOLD)

Distribution of Ratings
IB Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY 980 51.69% 256 26.12%
HOLD 774 40.82% 136 17.57%
UNDERPERFORM 142 7.49% 6 4.23%

Industrials

 |  Change

October 3, 2014

page 23 of 25 , Equity Analyst, (212) 336-7369, png@jefferies.comPhilip Ng, CFA

Please see important disclosure information on pages 22 - 25 of this report.



Other Important Disclosures

Jefferies Equity Research refers to research reports produced by analysts employed by one of the following Jefferies Group LLC (“Jefferies”) group
companies:

United States: Jefferies LLC which is an SEC registered firm and a member of FINRA.

United Kingdom: Jefferies International Limited, which is authorized and regulated by the Financial Conduct Authority; registered in England and
Wales No. 1978621; registered office: Vintners Place, 68 Upper Thames Street, London EC4V 3BJ; telephone +44 (0)20 7029 8000; facsimile +44 (0)20
7029 8010.

Hong Kong: Jefferies Hong Kong Limited, which is licensed by the Securities and Futures Commission of Hong Kong with CE number ATS546; located
at Suite 2201, 22nd Floor, Cheung Kong Center, 2 Queen’s Road Central, Hong Kong.

Singapore: Jefferies Singapore Limited, which is licensed by the Monetary Authority of Singapore; located at 80 Raffles Place #15-20, UOB Plaza 2,
Singapore 048624, telephone: +65 6551 3950.

Japan: Jefferies (Japan) Limited, Tokyo Branch, which is a securities company registered by the Financial Services Agency of Japan and is a member
of the Japan Securities Dealers Association; located at Hibiya Marine Bldg, 3F, 1-5-1 Yuraku-cho, Chiyoda-ku, Tokyo 100-0006; telephone +813 5251
6100; facsimile +813 5251 6101.

India: Jefferies India Private Limited (CIN - U74140MH2007PTC200509), which is licensed by the Securities and Exchange Board of India as a Merchant
Banker (INM000011443) and a Stock Broker with Bombay Stock Exchange Limited (INB011491033) and National Stock Exchange of India Limited
(INB231491037) in the Capital Market Segment; located at 42/43, 2 North Avenue, Maker Maxity, Bandra-Kurla Complex, Bandra (East) Mumbai 400
051, India; Tel +91 22 4356 6000.

This material has been prepared by Jefferies employing appropriate expertise, and in the belief that it is fair and not misleading. The information set
forth herein was obtained from sources believed to be reliable, but has not been independently verified by Jefferies. Therefore, except for any obligation
under applicable rules we do not guarantee its accuracy. Additional and supporting information is available upon request. Unless prohibited by the
provisions of Regulation S of the U.S. Securities Act of 1933, this material is distributed in the United States ("US"), by Jefferies LLC, a US-registered
broker-dealer, which accepts responsibility for its contents in accordance with the provisions of Rule 15a-6, under the US Securities Exchange Act of
1934. Transactions by or on behalf of any US person may only be effected through Jefferies LLC. In the United Kingdom and European Economic
Area this report is issued and/or approved for distribution by Jefferies International Limited and is intended for use only by persons who have, or have
been assessed as having, suitable professional experience and expertise, or by persons to whom it can be otherwise lawfully distributed. Jefferies
International Limited has adopted a conflicts management policy in connection with the preparation and publication of research, the details of which
are available upon request in writing to the Compliance Officer. Jefferies International Limited may allow its analysts to undertake private consultancy
work. Jefferies International Limited’s conflicts management policy sets out the arrangements Jefferies International Limited employs to manage any
potential conflicts of interest that may arise as a result of such consultancy work. For Canadian investors, this material is intended for use only by
professional or institutional investors. None of the investments or investment services mentioned or described herein is available to other persons
or to anyone in Canada who is not a "Designated Institution" as defined by the Securities Act (Ontario). In Singapore, Jefferies Singapore Limited is
regulated by the Monetary Authority of Singapore. For investors in the Republic of Singapore, this material is provided by Jefferies Singapore Limited
pursuant to Regulation 32C of the Financial Advisers Regulations. The material contained in this document is intended solely for accredited, expert or
institutional investors, as defined under the Securities and Futures Act (Cap. 289 of Singapore). If there are any matters arising from, or in connection
with this material, please contact Jefferies Singapore Limited, located at 80 Raffles Place #15-20, UOB Plaza 2, Singapore 048624, telephone: +65
6551 3950. In Japan this material is issued and distributed by Jefferies (Japan) Limited to institutional investors only. In Hong Kong, this report is
issued and approved by Jefferies Hong Kong Limited and is intended for use only by professional investors as defined in the Hong Kong Securities and
Futures Ordinance and its subsidiary legislation. In the Republic of China (Taiwan), this report should not be distributed. The research in relation to
this report is conducted outside the PRC. This report does not constitute an offer to sell or the solicitation of an offer to buy any securities in the PRC.
PRC investors shall have the relevant qualifications to invest in such securities and shall be responsible for obtaining all relevant approvals, licenses,
verifications and/or registrations from the relevant governmental authorities themselves. In India this report is made available by Jefferies India Private
Limited. In Australia this information is issued solely by Jefferies International Limited and is directed solely at wholesale clients within the meaning of
the Corporations Act 2001 of Australia (the "Act") in connection with their consideration of any investment or investment service that is the subject of
this document. Any offer or issue that is the subject of this document does not require, and this document is not, a disclosure document or product
disclosure statement within the meaning of the Act. Jefferies International Limited is authorised and regulated by the Financial Conduct Authority
under the laws of the United Kingdom, which differ from Australian laws. Jefferies International Limited has obtained relief under Australian Securities
and Investments Commission Class Order 03/1099, which conditionally exempts it from holding an Australian financial services licence under the
Act in respect of the provision of certain financial services to wholesale clients. Recipients of this document in any other jurisdictions should inform
themselves about and observe any applicable legal requirements in relation to the receipt of this document.

This report is not an offer or solicitation of an offer to buy or sell any security or derivative instrument, or to make any investment. Any opinion or
estimate constitutes the preparer's best judgment as of the date of preparation, and is subject to change without notice. Jefferies assumes no obligation
to maintain or update this report based on subsequent information and events. Jefferies, its associates or affiliates, and its respective officers, directors,
and employees may have long or short positions in, or may buy or sell any of the securities, derivative instruments or other investments mentioned or
described herein, either as agent or as principal for their own account. Upon request Jefferies may provide specialized research products or services
to certain customers focusing on the prospects for individual covered stocks as compared to other covered stocks over varying time horizons or
under differing market conditions. While the views expressed in these situations may not always be directionally consistent with the long-term views
expressed in the analyst's published research, the analyst has a reasonable basis and any inconsistencies can be reasonably explained. This material
does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual
clients. Clients should consider whether any advice or recommendation in this report is suitable for their particular circumstances and, if appropriate,
seek professional advice, including tax advice. The price and value of the investments referred to herein and the income from them may fluctuate. Past
performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange

Industrials

 |  Change

October 3, 2014

page 24 of 25 , Equity Analyst, (212) 336-7369, png@jefferies.comPhilip Ng, CFA

Please see important disclosure information on pages 22 - 25 of this report.
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