Kraton Corp. Summary

Date of Report: Nov 11, 2020 P/E ratio for KRA: -2.01
Stock: Kraton Corporation (KRA) Forward P/E ratio for industry: 22.1
Sector: Materials Price target: $37.44
Subsector: Specialty Chemicals Current Price: $ 27.56

Recommendation: BUY

KRATON

Company Summary
Kraton Corporation (NYSE: KRA) is a leading global producer of styrenic block copolymers, specialty
polymers and high-value performance products derived from pine wood pulping co-products.
Kraton’s polymers are used in a wide range of applications, including adhesives, coatings, consumer
and personal care products, sealants and lubricants, and medical, packaging, automotive, paving
and roofing applications. As the largest global provider in the pine chemicals industry, the
company’s pine-based specialty products are sold into adhesive, road and construction and tire
markets, and it produces and sells a broad range of performance chemicals into markets that
include fuel additives, oilfield chemicals, coatings, metalworking fluids and lubricants, inks and
mining. Kraton offers its products to a diverse customer base in numerous countries worldwide.

Industry Outlook
Chemical manufacturing was designated as essential critical infrastructure in all regions that
Kraton operates and has allowed them to provide an uninterrupted supply of products to their
customers. Many of Kraton’s products are critical to the defense of COVID-19, such as
adhesives, bandages, and other medical supplies. In addition, Kraton has begun the patent
process for BIAXAMTM as a Self-Sterilizing Sulfonated Polymer which has been shownin studies
to kill up t0 99.99% of microbes including SARS-CoV-2Virus in as Little as 5 Minutes.

https://kraton.gcs-web.com/news-releases/news-release-details /kraton-corporation-announces-third-
quarter-2020-results

Cash Flow History & Forecasts
Our earnings forecast for Kraton Corp. was completed using the same methodology as our previous
Stock Valuation 2 calculations for forecasting quarterly earnings out to 2021. We compared the
recent Q3 earnings report with our previous calculations to determine any adjustments that needed
to be made to our forecasting assumptions.


https://kraton.gcs-web.com/news-releases/news-release-details/kraton-corporation-announces-third-quarter-2020-results
https://kraton.gcs-web.com/news-releases/news-release-details/kraton-corporation-announces-third-quarter-2020-results

KRATON

Income Statement 2017 2015 2013 2020 2021 2022 2023 2024 2025
Ficwenue 1,960,362 2,011,675 1,504,436 1,545,496 1,602,693 1,655,785 1,716,345 1,776,935 1,539,127
Cark of qoodrrald 1di5,EES | 143,068 1,390,007 1,163,776 1,134,151 1,225,547 1,268,49% 1,31z, 500 1,354,541
Grarr profik 544,703 530,606 414,429 379,025 412,54z LEXRLL] dd%, 352 d&d, 045 430, 2E6
Dparating sxpanrer:
Ficrearch and development d0,283 d1,z98 41,073 dq0,654 41,670 d3 2% dd, 63E dE, 200 a7, #17
Zelling, qeneral, and adminirkrative 164,260 153,597 144,500 159,794 1z, 189 118,115 120,179 12d,335 125,739
Depresiation and amartization 137,162 141,410 136,11 125,155 12,189 118,115 120,179 124,345 128,739
Gainoninrurance procecdr - [&,900) [32,550] - - - - - -
Lorr on dirparal of fixed arrctr 514 R LT E (=43 - - - - -
Impairment on qooduill - - - 400,000 - - - - -
Dperatingincome 205, did 250,734 119,462 (34, 5dd ) 152,495 157,532 163,356 169,074 174,991
Otherinzome [expenre] (3, ZE0] (% d72) 3,339 1,109 Z,526 925 I02% 2,13 I2dz
Dirparition and ¢xit of burinerr activiticer - - - 175,159 TE,000 - - - -
Larr on exkinquirhment of de bt [35,3%9) [T9,566] [x521) (1d,94z] - - - - -
Earningr of unconrolidated joink venkure LELY d7i G0E d15 CLL] de5 CLT] d53 L]
Inkerosrt oxpenre, net (13z,4549) (93, T72) (75, 7#2) (57,9513 (d4d,05]) [33,d495] (25,dE5] [19,360] (14,719)
Inzome beFore income kaxer 34,762 74,095 44,004 (2427251 139,732 277 141,282 153,200 162,979
Income kax benefit (expenre] B7.%8d [3,574d) 1,513 53,547 dE 51 ,xz 3, BED 375 CLRLL]
Conrolidated nekincome 9E,EdE ™51 55,#7 (182,575]) 236, 2dE 159,039 176, 0dZ 190,552 end 17%
Met (incame] larr attributakle tononcantrolling inkere, 4,903 [,508] r4,512]1 [4.':'3':']’ I:li.l:lﬁ-:lr H.l:l23]r [4.':'2':']’ (-1.:121]' 40201
HMekincome atkrib-ukable toKraton $97,549 FE7,015 51,705 (192,90%]) 2IZ,E0 155,018 172,02 156, 560 0, 5T
Ficwenue qrouth (efyi] B =103 =1d. 2 3.5 3.5 3.5 3.5 35
GOGE ar i of Rewenue T T4 T TE.Ex TIaw R 4 TIa TEax TEax
R0 ar % of Reverue ER E z.1: L.EM L.k L.EX L.k L.k L.EX L.EX
ZG%A ar X of Revenue R 774 .3 0.3 T T T T T
Depre<iation and amaortization T T 7.5 kR ke T T T T T
Dther Income ar ¥ of Revenue 0LEx wze nE RLU B [ 0LEx nE [ nEe
Inkerert cxpenre yiyi -EY9LEH =19.2 RER-F -Ed.n -2d.0 -ed. -2d.0 -2d.0
Effective Tax Rate, Bencfit [ of Income before Tax) [ 1665 LR ZE. 2.2 4.5 4.5 4.5 2d.5x 2d.5x
Valuation

In our Valuation calculations for Kraton, we used a long-term growth rate of 3.50% and referred to

www.yardeni.com for the most current Industry Forward P/E ratio in order to come up with a

discount rate (Cost of Equity) of 8.02% Capital Expenditures, Change to Net Working Capital, and
Change to Debt for 2021 through 2025 were all calculated using rolling averages for the year-over-
year changes from 2016 through 2019.

Yaluation

Yoar 2021 2022 2023 2024 2025

Hetinzame attributable ko Kratan 232,230 155,016 172,023 186,560 200,157

Add: Depreciation and amaortization 112,153 6,115 120,173 124,385 125,733

Losrs GapEs (I5.453] [M3.074) [H3733)  (M408T)  [(N363)

Loes Chanqe in HUG [42,047)  [44.043) [4B,357) (45675 (51,105)

Loers Chanqe in Dbt (96,061 (353151 [9503T) (39408)  [100513)| Terminal value
FCFE 0,556 15,533 34,074 43,050 B3EST 1455605
Zum of Dircount FGFE 203502

Dircounted Terminal Yalue 353,522

Equity Value 1,153,524

Zharer Qutrkanding 31,870

Targst Prics P oST44

Currenk Frice 1 21.56

Analyrt Tarqet Frize (Low, Auq., Highl 15, 25, 45

5z Weck Hiqgh 5144

Ert.Ficturn 6%

Indurkry Foruard FAE 221

Dirzount G025

Long Term Grouth Fats 5.5%)

Recommendation: BUTIHOLD


http://www.yardeni.com/

Sensitivity Analysis
In our sensitivity analysis you can see the effects of altering the discount rate (Cost of Equity) by
(+/-) 1.5% and the residual effects on the Valuation calculations and final price target.

Sum of Discount FCFE 21,756
Dizcounted Terminal Value 1,530,335
Equity value 1.802.034
Shares Outstanding 31870
Target Price ¥ 5B.55
Current Price ¥ 2756
Analyst Target Price [Low, Awg., High) 15, 25,45
52 Week High 3144
Est. Return 1053
Industry Forward F/E 221
I Dizcount B.520
Lang Term Growth Rate 3.0
Recommendation: BUYTHOLD
Sum of Discount FCFE 136,335
Dizcounted Terminal W alue B34, 366
Equity Value 330,764
Shares Outstanding 31,870
Target Price F 2735
Current Price ¥ 27.56
Analyst Target Price [Low, Awg., High) 15, 25,45
B2 Week High 31.dd
Ex=t. Return 1
Industry Forward FIE 221
Dizcount .52
Long Term Growth Rate 3.0
Recommendation: BLUYIHOLD
Conclusion

Our stake in Kraton Corp. was originally purchased on 10/22/2019 and has been held through two
semesters. Itis our recommendation that we continue to hold Kraton as our price target indicates
that this stock remains undervalued by ~36%.



