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1. BASIC INFORMATION 

 

Founded in 1934, Smurfit Kappa Group (SKG) is a paper packaging 

manufacturing company. The European leader in the sector, it operates in 35 countries 

and supplies different families of products: 84,3% of packages (corrugated cartons, 

recycled paper cartons, Kraft paper cartons, etc.) and 15,7% of specialty products (solid 

cartons, graphic cartons, paper bags, flat cartons, etc.). SKG has made paper an 

economic and ecological issue. The company plays a role in collecting used packaging 

and re-uses more than 90% of this material in a circular economy logic. They do not 

develop only paper packaging solutions however, they also try to create sustainable 

renewable packaging solutions for their customers. These solutions are designed to be 

recyclable and if littered, biodegrades naturally without leaving a trace. 

They provide packaging solutions for different sectors: Food & Drink (bakery, 

frozen food, dairy products, etc.), Consumer goods (electronics, fashion, furniture, 

tobacco, pharmaceuticals, etc.) and Industrial goods (Chemicals, Automotive, etc.). By 

developing optimized paper-based packaging solutions, SKG contributes to improving 

the entire value chain, cutting carbon emissions, and the waste of packaging consumer 

products. As paper is naturally better for the planet, they constitute an alternative against 

global warming and the spread of waste across the world. SKG shares are traded on 

several markets (LSE: SKG), (ISEQ: SK3), (FWB: SK3), (BMV: SKG/N). Based in Dublin, 

the company is a part of the FTSE 100 Index. 

2. INVESTMENT SUMMARY  

 

Like most companies all around the world, the company’s financials were hit by 

COVID-19 uncertainty in 2020, the impacts of which may be felt for years to come. Over 

the past 3 years, the company’s share reached its lowest price on March 20, 2020, with 

a price of $26 per share. However, over the same period, SKG's share price growth has 

increased dramatically. It went from $32.40 on October 27, 2018, to $52.59 on the same 

date three years later, an increase of 62.33%.  

Let’s focus on the company's performance. The market capitalization of the 

company was $9,034 billion in 2019 and $12,04 billion in 2020, which represents an 

increase of +33.274%. 
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The company’s revenues are estimated at $11,070,000 in 2021, an increase of 

13.4% compared to 2020 when the revenues were $8,520,000. In the same perspective, 

net income increased from $529 to $546 million (+3.21%) between 2019 and 2020. 

According to the company forecasts, net income should be $681 million in 2021 

(+24.72% growth in net income forecasted). 

From a balance sheet perspective, the company recorded an increase in assets 

from $9,925,000 to $10,290,000, an increase of 3.68% between 2019 and 2020. 

Conversely, the company is experiencing a decrease in liabilities from $6,932,000 to 

$6,507,000, a decrease of 6.13% during the same period. 

Now let’s go deep into details with the key metrics. The company has an 

EV/EBITDA ratio of 7.7. Its P/E is 13.6, its P/S ratio is 32.93 and its P/B is 3.125.  

Moreover, the average beta over the last five years is less than 1 (0.77 exactly). 

Those great statistics are confirmed by the analysis of company ratios: in 2021, SKG has 

a ROE of 14.5% and a ROS of 10.44%, as well as a ROA of 5.3%. The company is 

performing well and has liquidity as evidenced by liquidity ratios: the current ratio is 1.46, 

the quick ratio is 1.11 and the cash ratio is 0.39, an increase of 368% compared to 2019. 

(when cash ratio was 0.08). 

Our recommendation is to buy the company shares. Ecology is a central subject 

in our society, which explains why paper businesses are attractive. Moreover, global 

warming is a good opportunity for accelerating the growth of sustainable companies. 

Finally, there is a high demand from several industries, including Food & Beverage, 

Consumer, and Industrial goods. Therefore, SKG stocks are the choice of safety 

because it is not likely to collapse overnight, especially in the era of environmental 

protection in which the world is turning. 

 

3. BUSINESS DESCRIPTION 

 

Originally, a small factory of boxes and cardboard packaging was created in 1934 

in Rathmines, a suburb of Dublin for the Irish market. It was bought by Jefferson Smurfit 

in 1938. In 1955, Michael Smurfit joined his father Jefferson’s company. Jefferson 

Smurfit joined the Irish Stock Exchange in 1964. 



 

 

      

6 
November 12th, 2021 

Equity Report - SMFKY 

In 1994, the Smurfit group bought the French paper mill La Cellulose du pin de 

Biganos (and the Comptoir du pin, the forestry company in charge of supplying the paper 

mill of Biganos), from which the Saint-Gobain group separated. In 2005, the Irish paper 

mills Jefferson Smurfit merged with the Dutch paper mills Kappa Packaging and took the 

name Smurfit Kappa. In May 2018, Smurfit Kappa announced the acquisition of 

Reparenco, a Dutch company for 460 million euros. 

Nowadays, Smurfit Kappa Group is the European leader in the paper field. It 

manufactures, distributes, and markets corrugated containers, container boards, and 

other paper-based packaging products. As a matter of fact, it has a network of paper, 

recycling, and forestry operations. Its packaging plants are sourcing the raw materials 

required from their paper mills. They also recover fiber facilities and convert plants in 

Europe and the Americas. Through its various divisions, SKG operates a variety of 

forestry and reclamation operations globally. Indeed, it operates in 35 countries and has 

around 45,000 employees split between 22 countries in Europe and 13 countries in the 

Americas. Its global headquarters are in Dublin, with regional headquarters in 

Amsterdam and Miami. 

More precisely, the company offers consumer, retail, industrial, e-commerce, 

heavy-duty corrugated, and hexacomb packaging products, as well as composite 

cardboard tubes, and bags and sacks; and bag-in-box, a single-use packaging system 

that comprises films, accessories, bags, taps, and boxes. It also provides a point of sale: 

automated packing lines; various types of containerboards, such as Kraftliners, 

testliners, and containerboard flutings; and corrugated sheet boards, solid board sheets, 

folding carton sheet boards, sack Kraft papers, MG Kraft papers, preprints, printing and 

writing papers, pine and eucalyptus seedlings, and bleached eucalyptus Kraft pulp, as 

well as agro paper. In addition, the company offers recycling solutions to cardboard and 

paper products, as well as operates as a finance company. It primarily serves food and 

drink, consumer goods, and industrial goods sectors.  

 

 

 

 

 
Figure 1 – Total revenues, in millions of US dollars, between 2010 and 2020. (SOURCE: Smurfit Kappa Group) 
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Figure 2 – Total revenues by segment, in millions of US dollars, in 2020 in America. (SOURCE: Smurfit Kappa Group)  

 
Figure 3 – Total revenues by segment, in millions of US dollars, in 2020 in Europe. (SOURCE: Smurfit Kappa Group) 

 

 
Figure 4 – Total revenues by geographic area, in millions of US dollars, in 2020. (SOURCE: Smurfit Kappa Group) 
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4. MANAGEMENT & GOVERNANCE 

 

4.1. Management & Governance 
Corporate officers 

Name Position 

Anthony Smurfit Group Chief Executive Officer 

Ken Bowles Group Chief Financial Officer 

Gillian Carson-Callan Group Company Secretary 

Sharon Whitehead Group Vice President Human Resources 

Steven Stoffer Group Vice President Development 

Ray Murphy Group Corporate Planner 

Juan Guillermo Castañeda Chief Executive Officer, The Americas 

Saverio Mayer Chief Executive Officer, Europe 

Paul Regan Group Treasurer 

Richard Schouten Group Vice President Information Systems 

Brian Marshall Group General Counsel 

Kenneth Byrne Group Tax Director 

Ruth Cosgrove Group Director of Communications 

Irene Page Group Financial Controller 

Board of Directors 

Name Title 

Irial Finan Non-executive Chair 

Anthony Smurfit Group Chief Executive Officer/Director 

Ken Bowles Group Chief Financial Officer/Director 

Anne Anderson Non-executive Director 

Frits Beurskens Non-executive Director 

Carol Fairweather Non-executive Director 

Kaisa Hietala Non-executive Director 

James Lawrence Non-executive Director 

Lourdes Melgar Non-executive Director 

John Moloney Non-executive Director 

Jørgen Buhl Rasmussen Non-executive Director 

Gonzalo Restrepo Senior Independent Non-executive Director 
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4.2. Institutional Ownership 

 

 

Ownership Profile 

Smurfit Kappa has 606 institutional holders, making up to a total of 175.82M of 

shares owned by them. This translates to institutional ownership of 67.9% of the total 

shares outstanding. As in terms of ownership structure, the company’s top holders are 

BlackRock Inc and Citigroup Inc, each own with percentages of ownership above the 5% 

mark. The different types of ownership in the company are divided in Investment 

Advisors (77.7%); Banks (8.7%); Sovereign Wealth Funds (8.1%); Hedge Fund 

Managers (4%); Individuals (0.93%); Pension Funds (0.2%); Insurance Companies 

(0.17%); Brokerages (0.14%) and Unclassified (0.05%).  

As for geographic ownership, the three main countries that have the largest 

ownership are the United States, United Kingdom, and Luxembourg, with 33.23%, 

23.25%, 11.41%, respectively.  

Insider ownership is extremely low, making a total of 0.64% of the shares outstanding. 

There are currently 10 insiders holding shares of the company. This shows a less 

significant impact from insiders when compared to other institutions. 

 

 

 

Institutional Holder Number of Shares Held %S/O 

BlackRock Inc 17,092,698 6.60 

Citigroup Inc 15,036,062 5.80 

Vanguard Group Inc 12,498,660 4.83 

Norges Bank 12,141,164 4.69 

Lansdowne Partners 7,087,809 2.74 

Deutsche Bank AG 6,250,132 2.41 

Pictet Funds SA 4,054,270 1.57 

Bank of Montreal 3,443,016 1.33 

Liontrust Asset Management 3,222,573 1.24 

Natixis SA 3,171,631 1.22 
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5. RISK FACTORS  

 

Dependence on the European Market 

Smurfit Kappa has an extraordinary dependence on the European Market, it is 

the main geographical area in which the company operates and corresponds to the 

majority of its sales. An impact on this market could have disastrous effects on Smurfit 

Kappa, affecting its sources of revenue mainly. The company also has a strong 

reputation in the American Market but it lacks characteristics perceptible in European 

territory. Smurfit Kappa is a leader when it comes to Europe however when talking about 

America, it is not even in the top 10 players of the industry. 

 

Sustainability 

Plastic packaging is not environmentally friendly, cardboard packages have been 

replacing them for a couple of years. However, cardboard packages are not the most 

sustainable option in the market either, despite being the company’s main product. With 

sustainability being a growing hot topic, this might be a drawback in years to come. 

Adaptability is key, taking into account, the uncertainty in the industry with the entrance 

of new innovative products that might replace traditional packaging per se. Smurfit 

Kappa's future might be decided by its capacity to innovate and explore new types of 

packaging. 

 

Stagnation after Extreme Growth 

Smurfit Kappa sales increased tremendously with the Covid-19 pandemic, the 

company registered a growth of 11% in revenues. Ecommerce led to a growth in sales 

in the packaging sector, sustained by the expansion of delivery firms. Now the fear is 

that the packaging industry enters in a stagnation state, having fewer prospects for future 

growth. A deceleration in the growth of the sector is a reality that investors are fearful of. 

 

Failing to keep pace with demand 

Tony Smurfit, chief executive of Smurfit Kappa said “my biggest fear currently is 

failing to keep pace with demand”, this was said a few months ago, but it still applies to 

the company's reality. Covid-19 brought a necessity to increase production at a very fast 



 

 

      

11 
November 12th, 2021 

Equity Report - SMFKY 

pace to accompany the market, its capitalization increased from 7 billion pounds to 9 

billion pounds. This led to a rise in costs and a decrease in the profit margin for the firm. 

The prices of cardboard boxes increased as well, however, the effect has not yet passed 

down to retailers. Adding to this, cardboard packaging supply is starting to be constrained 

in the current market, boxes become sold out in an instant, according to Andrew King 

chief executive of Mondi. 

 

Expansion of USA companies 

American companies have considerably more resources available than Smurfit 

Kappa, they are bigger in size and production capacity. If these companies invest 

strongly in the European market, they will be able to disrupt Smurfit Kappa's leadership. 

It is easily perceptible the impacts of it, losing market share in the packaging industry. 

However, this is not an easy process, requires a strategic and methodical approach to 

penetrate an established market. 

 
 
 

6. INDUSTRY OVERVIEW & COMPETITIVE 

POSITIONING 

 

6.1. Industry Overview 

Smurfit Kappa is one of the largest packaging companies in the world and the 

largest in Europe with 65,000 customers. This market has grown a lot in the last decades 

due to the growth of the online market, including with the covid-19 pandemic that 

substantially increased home deliveries. 

However, with the growth of this market, some competitors emerged on this 

market such as Esko, DS Smith, Mondi, WestRock, and Packaging Corporation of 

America. 

Let's take a deeper look into it using the PESTEL analysis: 
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Political 

 Political factors are extremely important in a company's performance as they can 

affect the company's profitability and because they reflect the stability or instability of a 

country's political environment or the international environment. 

Trade relations between countries in the Eurozone and with the rest of the world 

are a sensitive factor for this company. One of the success factors is to diversify the 

systematic risks of the political environment as much as possible, so as not to be 

completely dependent on one country or economic zone. 

Furthermore, having situations of corruption will also negatively affect a company, 

tarnishing its credibility outside the company and driving away potential investors. 

Economical 

Recent European policies to reduce the use of plastic and other policies to help 

some companies may interfere with the company's market economy and thus impact its 

profit, implying more investments as we will see in environmental factors. 

In this reasoning, the economic stability of the countries in which Smurfit Kappa 

operates may impact the growth trajectory not only of the sector but also of the group. 

Thus, when it operates in growing economies, that is, in economies where there is a high 

dynamic of purchases and sales, the company will be strengthened. 

Demographic trends should also be considered. People living in more 

technological and industrialized places are more inclined to do online shopping 

compared, for example, to people who live in the countryside. 

Social 

People's culture and life habits affect an organization's culture. The shared CP 

beliefs and attitudes of the population influence how the organization should deal with 

competition and the strategies to be followed. 

Given the growing awareness of the environmental effects of the use of 

packaging, it will make society impact the company, imposing the need for adaptation. 

However, those like paper packaging and paper packaging be an alternative to traditional 

plastic packaging. 
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In short, a more proactive and entrepreneurial society, with a high level of 

education, will stimulate trade which will make the company's sales increase because of 

the increase in the flow of goods. 

Technological 

Technology has changed the world. Increasingly at a faster pace and almost 

frenetic. Thus, while technology is a beneficial factor for this company, allowing, on the 

one hand, more sales, the too-fast speed of technological interruption can, on the other 

hand, give a company little time to deal with the environment and be profitable, as well 

as facing the possible growth of the competition. 

Therefore, with technological development comes the need for the company to 

adapt to factors and changes in the market - supply and demand - and the opportunities 

that may come associated with technology, such as the increase in online purchases. 

Environmental 

Currently, as we know, the world has developed a set of agreements that aim to 

reduce CO2 emissions into the atmosphere, which directly impacts the industry. 

Especially in the European Union and in the countries belonging to the Paris Treaty, 

strong environmental protectionism has grown in recent times. 

If on the one hand Smurfit Kappa uses electricity, which causes CO2 emissions, 

on the other hand, it needs to obtain wood to carry out its activity. Thus, the growing 

concern with deforestation and the correct use of natural resources implies a high cost 

for the company, in addition to being the target of high government control. 

As mentioned in the social, political, and economic spheres, the growing concern 

with global warming is enormous pressure for the company, making it improve its 

production process through the “Better Planet 2050” project. This project sets the goal 

of achieving zero emissions by 2050, which represents a burden of €1,350 million. 

Legal 

Legally speaking, Smurfit Kappa is under some pressure from all environmental 

protection regulations to be adhered to stay out of government lawsuits. The company 

has 68,000 hectares which have an inspection focus to ensure that all standards are 

met. 

Since Smurfit Kappa is an international company, there are also several antitrust, 

copyright and patent, consumer protection, and right to work and data protection rules 
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that the company will have to follow. As an international company, it will have to adapt 

to more factors to comply with all regulations, which takes time and money. 

 

PESTEL Conclusion 

Analyzing Smurfit Kappa, we can see that some environmental, political, social, 

and legal pressures have forced this company to adapt in matters of CO2 emissions and 

sustainability. So far, the company has already taken several measures to address these 

factors. 

  Everything is in the “hands” of Smurfit Kappa, everything depends on its ability to 

adapt and innovate, allowing it to face the environmental and competitive challenges that 

may arise. 

Using Porter's “Five Forces” Model we can have a better insight into how lots 

of companies are getting lured to this industry: 

Power of Buyers: Buyers naturally want to buy the best deals at the best price, which 

puts pressure on the group's long-term profitability. Thus, the fewer there are and the 

greater the purchasing power of buyers, the greater will be their bargaining power. In this 

sector, buyers have a lot of power due to the large number of companies operating in it. 

If a company wants to raise its prices to increase its revenues, their customers can simply 

choose one of many other companies to provide them with packaging. 

Power of Suppliers: In the specific case of Smurfit Kapa, there are not many suppliers 

as this company produces most of its raw material, however, there are some goods that 

are purchased from several suppliers, such as plastic. 

The Threat of New Entrants: Despite this sector being increasingly relevant given the 

size of the trade, it is unlikely that there will be new players with significant power given 

the difficulty of obtaining economies of scale that can face the low prices already 

practiced in the market. However, if there are new participants with innovation, they may 

pressure the company to lower its prices, causing it to reduce its profit margin. 

Threats of Substitute Products: Due to the environmental factors already mentioned, 

there is pressure for greener alternatives, thus more sustainable products may pose a 

threat. However, the low prices of the most polluting packaging that already exist make 

the transition to new products difficult 
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Rivalry among Existing Companies: Given the number of existing companies and the 

existing rivalry and intense price competition, the many companies operating in this 

sector may be compromised with regard to long-term profitability 

In conclusion, there are numerous packaging companies in the world and each 

one offers relatively identical products, so sellers cannot influence the market. On the 

other hand, with the recent green policy and the rise in oil prices, suppliers may reduce 

the profit margins, passing on the increased costs to the company. In addition, existing 

players have already consolidated positions, which makes entry difficult, given the 

difficulty in competing with prices and qualities already present in the market, however, 

if the company bets on technological innovation, it will be able to develop new products 

and methods of making the things that could be an advantage to you. 

Consumers-Market 

In recent years, demand in this sector has had a growth trajectory, especially 

during pandemic. 

Technological development drives online purchases, which need to be packaged. 

At the same time, people continue to consume more and more, needing packaging for 

food and other products. Demand for this type of product is booming and it is expected 

that in the coming years it will continue to grow, benefiting also from population growth 

in countries in Asia, Africa, and the Middle East. 

However, with the success of the technology, new manufacturing methods also 

arise, which represent, as mentioned above, pressure for the company to invest in R&D 

and stay ahead of the market so as not to be left to you. 

Recently, according to the new trends of greater environmental concern, 

consumers are giving more and more importance to more sustainable products, which 

will make the company adapt to these new factors and deliver to consumers what they 

need. 

Goods and Services - Substitutes 

In this sector, the various market players provide undifferentiated goods, so to 

find substitute goods with the capacity to threaten the company's sales, it is enough to 

invest in technology and R&D, to achieve differentiated goods that consumers will prefer. 

Therefore, the threat of a substitute good is high if a value proposition that is a 

deal-breaker from current industry offerings is offered. 
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6.2 Competitive Positioning  

Competitors 

One of Smurfit Kappa's biggest competitors is WestRock with annual revenue of 

$17.6b. This company is a provider of paper and packaging solutions for the consumer 

and corrugated packaging markets. 

As mentioned before, this is a market with many players. Although Smurfit Kappa 

is the largest packaging company in Europe, the remaining companies may represent a 

pressure factor for the company to lower its prices in a global context. 

Suppliers 

In terms of suppliers, Smurfit Kappa has a supplier diversity program to allow different 

companies to compete with the business for the company, thereby giving the company 

a business advantage. In addition to this, it is always looking for new suppliers that are 

innovative and comply with its sustainability principles. The diversification of suppliers is 

also a way to diversify the competitive offer and minimize costs. 

 

7. FINANCIAL ANALYSIS 

 

7.1. Revenues 

 

 

 

 

 

 

 

 

 

 

 
 

 
 
 

 
Figure 5: Total revenues, in millions of USD, between 2015 and 2023 (Source: Finbox) 
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Revenues have been growing steadily over the years, having suffered in 2020 

from the pandemic effects, however, the revenues have bounced back and are expected 

to rise 19.2%, when compared to 2021, reaching $9,663B. 

This year was, however, atypical as revenues have seen a boom due to the 

growing interest for sustainable packaging solutions and e-commerce, from which this 

company benefited heavily. For the next year, growth is expected but not as high as this 

year.  

7.2. Net Income 

 

 

 

 

 

 

 

 

 

 

 

 
 Figure 6: Total net income, in millions of USD, between 2015 and 2023 (Source: Market Screener & Smurfit Kappa) 

Net income is the profit made by the company excluding all the manufacturing 

costs, administrative costs, amortization and depreciation, financial and tax costs. It is a 

powerful profitability indicator that allows shareholders to measure the improvement in 

the performance of a company. 

By analyzing our graph, we can see that net income has been growing steadily 

except for 2018. The reason why in 2018 the company had a loss was due to the 

deconsolidation of its Venezuelan operations in the third quarter of 2018, which resulted 

in a write-down of around 60 million in net assets for the group. From 2019 to 2020 there 

was only a small decrease of 5%, much better than many other companies. The 

company is expected to keep growing its net income steadily according to estimates from 

Market Screener. 
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7.3. Net Profit Margin 

  
 

 
 

 
 
 

Figure 7: Profitability, between 2015 and 2023, in percentage (Source Finbox & Smurfit Kappa) 

A company’s net profit margin is a simple way to measure the profitability of a 

company. It shows the percentage of revenues that are part of net income, the higher 

the profitability the better. 

The company’s profitability has been increasing, reaching 6.3% in 2020, meaning 

that for every dollar of revenue made the company profits 6.3 cents. Again, this indicator 

has been growing steadily except for the year 2018, due to the deconsolidation of 

Venezuelan operations.  

7.4. Liquidity Ratios 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Figure 8: Liquidity between 2016 and 2020 (Source: Gurufocus) 
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Regarding the Liquidity ratios, we can see that the company is doing quite well, 

having a current ratio above 1 in all years, and having also a quick ratio above 1 for 2020, 

which is very good considering the impact that the pandemic had on most companies. 

Although currently, as of June 2021, the cash ratio of the company is at 0, the 

current and quick ratios are still above 1, which is good, the lack of cash can be explained 

due to short-term debts that might have been taken during the pandemic. However, both 

are still lower than the industry average. 

7.5. Interest coverage 

 

Figure 9: Interest coverage ratio between 2016 and 2020 (Source: Gurufocus) 

The interest coverage shows how a company’s ability to pay interest on the 

outstanding debt it has. 

The Interest coverage of this company has always been very good and has been 

growing steadily with minor falls over the years. The current interest coverage, as of June 

2021, is 7.19. However, even if this is a very good number it is still below the industry 

average. 
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 7.6. Debt to Equity 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 
Figure 10: Debt to Equity Ratio between 2016 and 2020 (Source:Gurufocus) 

The debt to equity ratio allows us to evaluate the leverage of a company.  

Smurfit Kappa has been decreasing steadily their debt to equity ratio, this is 

majorly due to the increase of shareholders equity with the decrease of debt, that has 

been happening for the past two years. Currently, the debt to equity ratio stands at 0.8, 

as of June 2021. This value is lower than the industry average. 

7.7. Assets 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Figure 11: Assets between 2016 and 2020 (Source:Gurufocus) 
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An asset is a resource with economic value that a company owns and/or controls 

in hopes of obtaining future benefits. 

The assets, both current and total, at Smurfit Kappa, have been growing steadily, 

however, in 2019 there was a small reduction in current assets, having decreased 11.4% 

in current assets due to a harsh reduction in cash and cash equivalents but from which 

it soon recovered in 2020. 

7.8. P/E ratio 

 

 

 

 

 
 

 

 

 
 

 

 

 

 

 
Figure 12 P/E ratio between 2016 and 2021 (Source: Gurufocus) 

The price to earnings ratio measures the relationship between the share price 

and the earnings per share. 

This company has been increasing its P/E over the years, having only a fall in 

2018 due to the recorded loss in that year, related to the deconsolidation of Venezuelan 

operations. When compared to the industry average Smurfit Kappa exceeds it. This 

means that investors expect higher earnings from this company than the industry and is 

currently overvalued.  
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7.9. P/B ratio 

 

 

 

 
 

 

 

 

 
 

Figure 13:  P/B ratio between 2016 and 2021 (Source: Gurufocus) 

This ratio is used when analysts want to compare a company’s market cap to its 

equity. A higher-than-one P/B ratio hints that the share price is trading at a premium to 

the company’s book value. 

In this case, for example, in 2020, Johnson & Johnson’s stock was trading at 6.43 

times its book value, suggesting that its stock price might have been overvalued relative 

to its assets. 

 

 

8. VALUATION 

 

8.1 Overview 

Smurfit Kappa is a company that, together with its subsidiaries, manufactures, 

distributes, and sells paper-based packaging products. It operates mainly in two market 

segments, Europe and America. The company is listed FTSE in the London Stock 

Exchange and the company’s ticker is (SKG). Smurfit Kappa has a market capitalization 

of 11.69B with 259M of shares outstanding.  
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The company has been on the rise for the last couple of years. Last year Smurfit 

Kappa had a revenue growth of 11%, the price of its shares rose as well at a similar 

pace. 

 8.2 Stock performance and multiples comparison 

Smurfit Kappa is a Covid-19 proof stock, the pandemic did not have a big effect 

on the stock’s price. The company is integrated in a sector that benefited tremendously 

from the virus, the packaging industry registered an exponential growth with the rise of 

e-commerce.  

Smurfit Kappa's stock price went from 24.08 at the beginning of January 2019 to 

52 to its current price. Its evolution compared to FTSE was extraordinary, registering a 

growth rate well above the index where it is placed. 

 

 

Figure 14: Percentage returns of SKG and the benchmark of UK100 (Source: TradingView) 

 

As seen in the valuation multiples table below, Smurfit Kappa is operating below 

the median industry benchmark amongst their peers in their EV/EBITDA and EV/EBIT. 

However, they are performing well above the industry average in their P/E, PEG ratio, 

Price/Book value, and Revenue 1-year growth. Since the company is performing well in 

these ratios, many investors are optimistic about the potential of the stock price. 
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Name 
Market cap 

(Billion of $) 

EV/ 

EBITDA 

EV/ 

EBIT 
P/E PEG ratio 

Price/Book 

Value 

Revenue 1Y 

growth 

Smurfit Kappa 11.69 8.69 12.4 19.66 3.92 2.82 11% 

DS Smith 5.234 9.39 13 27.02 -0.6364 1.49 3.50% 

Mondi 8.866 8.99 12.2 17.95 1.25 2.46 3% 

International 

Paper 
19.0182 7.29 10 10.81 1.38 2.01 -3.70% 

Westrock 13.182 15.1 17.2 - 0.51 1.12 14% 

Minimum 5.234 7.29 10 10.81 -0.6364 1.12 -4% 

Median 11.59804 9.892 12.96 18.86 1.28472 1.98 6% 

Maximum 19.0182 15.1 17.2 27.02 3.92 2.82 14% 

Figure 15: Valuation multiples of Smurfit Kappa and the main peers, computed using historical. Values in 

billions of US dollars, except for percentages. (Source: GuruFocus) 

8.3. DCF Model 

The Discounted Cash Flow model will be used for the valuation. This is a widely 

used and accepted method, where today’s value can be found by discounting the free 

cash flows. The discount rate used will be the WACC (weighted average cost of capital). 

Another important consideration is the fact that perpetuity will be assumed, using a 

perpetual growth rate (g) of Smurfit Kappa’s industry – Packaging solutions – given by 

Mordor Intelligence, which is 3.5%. 

 

The cost of equity (Re) was computed under some assumptions. First, the 10-

Year Treasury U.K. Bills were used as the risk-free rate, with a current yield of 1.65%. 

Secondly, the market return considered was the U.K. Stock Market Return Average, 

which according to Gurufocus, is 4.20%. Finally, the company’s beta (0.77) corresponds 

to an estimation for the next five years. Using these values, the computed cost of equity 

is 5.24%, approximately. The cost of debt (Rd) was simpler to compute, as it was the 

average of the interest rates of the fixed banknotes that correspond to the company debt. 

Thus, the cost of debt will be 4.70%. 
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Next, the tax rate was considered the average of the tax rates that the company 

paid in the last three years. Therefore, the value assumed will be 19%. 

Lastly, the equity value was computed using the total shares outstanding 

multiplied by the current share price (value on 12th November 2021). The value of debt 

was taken directly from its balance sheet, so we are considering the book value of debt. 

The only thing missing is the value of the WACC. This was computed with the 

formula above that returned the value of 5.2%. This metric is influenced by the cost of 

equity since it is a large portion of the company’s value 

Free Cash Flow and Terminal Value 

The next step is the value of the FCFF in the future. The FCFF for the next five 

years was computed, considering they would grow each year at the average historic 

growth rate of the FCFF of Smurfit Kappa over the last years where there is data 

available. Next, the terminal value was computed using the perpetual growth rate 

indicated previously. Finally, the enterprise value ($151,187million) was computed by 

adding the present value of the FCFF and the terminal value. To this value was 

subtracted the debt value in 2020 ($3,265 million), reaching the estimated equity value 

of $147,937.01 million. 

Finally, the last step was to divide this value by the number of outstanding shares. 

This returned the value of $57, which goes hand in hand with the opinion in the market 

– BUY recommendation with a potential upside of 9.84% from the current price. 

  2021 2022 2023 2024 2025 

FCFF 873  1130 1464 1895 2455 

Terminal Value         186397 

PV (FCFF) 830 1021 1257 1547 1904 

PV (Terminal Value)         144627 

Figure 16 - SKG's Discounted Cash Flows computations, in millions of $. (Source: Team Estimates) 

 

8.4. Sensitivity Analysis 

The sensitivity analysis is often used in the financial world to determine how the 

movements in two variables can change the specific variable that was calculated using 

those two as assumptions. In the real world, it is almost certain that the two variables 

can have slight deviations from the values assumed. The use of this tool can aid an 
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investor in making a better decision, as it helps to take into consideration how well the 

final value reacts to possible fluctuations on the assumed variables. 

For the analysis of Smurfit Kappa, the WACC used was 5.2% and the perpetuity 

growth rate assumed was 3.5%, the one used for packaging solutions, which the industry 

the company operates in. Considering these two variables, the sensitivity analysis 

showed how movements can affect the company’s respective Enterprise Value, the 

predicted Fair Value of the stock, and its potential Upside. 

As for the inherent logic, the more the WACC increases, the more expensive it is 

for a company to acquire capital, decreasing its value and making the stock’s fair value 

lower, and vice-versa. On the other hand, the higher the perpetuity growth rate assumed 

(g) is, the more the company is expected to grow in the future, making the Enterprise 

Value, stock fair value, and potential upside higher, and vice-versa.  

Therefore, In the best-case-scenario, the price target of the company will rise to 

$57, which results in an upside potential of 9.84% from the current market price. 

 

 

 

 

 

       
Target Price 

(USD)     

       WACC     

   4.50% 5.00% 5.22% 5.50% 6.00% 

    3.00% 66.99 49.37 44.14 38.81 31.78 

    3.25% 80.12 56.24 49.58 42.99 34.56 

Growth Rate (g) 3.50% 99.82 65.40 56.60 48.20 37.90 

    3.75% 132.64 78.22 66.01 54.91 41.97 

    4.00% 198.30 97.45 79.27 63.85 47.07 

       
Upside 

Potential      

       WACC     

   4.50% 5.00% 5.22% 5.50% 6.00% 

    3.00% 28.83% -5.05% -15.12% -25.36% -38.88% 

    3.25% 54.08% 8.16% -4.66% -17.33% -33.54% 

Growth Rate (g) 3.50% 91.95% 25.77% 8.85% -7.30% -27.12% 

    3.75% 155.08% 50.42% 26.94% 5.60% -19.28% 

    4.00% 281.34% 87.41% 52.45% 22.80% -9.49% 
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Enterprise 

Value     

        WACC     

     4.50% 5.00% 5.22% 5.50% 6.00% 

    3.00% 67808.2 45220.6 39442.3 33926.5 27149.9 

   3.25% 68777.8 45859.5 39996.6 34400.2 27524.5 

Growth Rate (g) 3.50% 69759.0 46506.0 40557.6 34879.5 27903.6 

    3.75% 70752.0 47160.3 41125.2 35364.5 28287.1 

    4.00% 71757.0 47822.3 41699.6 35855.2 28675.2 

Figure 17, 18 and 19 - Sensitivity Analysis on Target Price, Upside/Downside Potential and Enterprise Value 
caused by the variation of two independent variables which are the WACC and g, as of November 12th of 2021. 

(Source: Team Estimates) 

 

8.5 Mean Analyst Recommendation 

According to other analysts and the market, the recommendation is BUY, with a 

price target of $54. Our recommendation is also a buy, aligning itself with the market 

sentiment. The price target calculated was $57, which is higher than the current stock 

price. With the growth expected to continue in the future, the share price over time will 

reflect that.  

The following table indicates the other analysts’ recommendations for this stock. 

Recommendation October 2021 November 2021 

Buy 9 8 

Hold 1 2 

Sell 0 0 

Figure 20: Investment decision recommendations from the most relevant Investment Bank's analysts on 

buying, selling or holding (Source: MarketWatch) 
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9. DICLAIMER 

 

This report was elaborated by Equity Research Analysts from the Research 

Division of ITIC – ISCTE Trading & Investment Club. ISCTE Business School does not 

take responsibility for the information expressed in this document. All data was collected 

by our analysts from Bloomberg L.P. and Thomson Reuters databases and used to 

generate statistics and graphs in excel software. These graphs are property of ITIC and 

should not be copied.  

Disclaimer: ITIC – ISCTE Trading & Investment Club is a Training & Research 

Association of Finance & Investment, headquartered in ISCTE Business School, Lisbon. 

DISCLAIMER Copyright 2017 ITIC – ISCTE Trading & Investment Club. All rights 

reserved. This report has been prepared and issued by ITIC – ISCTE Trading & 

Investment Club for publication globally.  

All information used in the publication of this report has been compiled from 

publicly available sources that are believed to be reliable, however we do not guarantee 

the accuracy or completeness of this report. Opinions contained in this report represent 

those of the equity research division of ITIC – ISCTE Trading & Investment Club at the 

time of publication. The securities described in Equity Research may not be eligible for 

sale in all jurisdictions or to certain categories of investors.  

 

No part of this material may be (i) copied, photocopied or duplicated in any 

form by any means or (ii) redistributed without the prior written consent of ITIC – 

ISCTE Trading & Investment Club. 
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Our Team 

ISCTE Trading & Investment Club (ITIC) is a non-profit student organization of ISCTE 

Business School, who promotes training and research in Finance and Investment. The 

club intends to train the best professionals in the industry and promote its analysts by 

their commitment to producing useful and truthful information and analysis based on 

excellence. 

 

#FinancialKnowledge 
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