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NO INVESTMENT RECOMMENDATIONS 

This publication is for informational purposes only, you should not construe any such information or other 
material as legal, tax, investment, financial, or other advice. Nothing contained in the publication constitutes a 
solicitation, recommendation, endorsement, or offer by Darshan Gala to buy or sell any securities or other 
financial instruments in this or in any other jurisdiction in which such solicitation or offer would be unlawful 
under the securities laws of such jurisdiction. All content in this publication is information of a general nature 
and does not address the circumstances of any particular individual or entity. 

Nothing in the publication constitutes professional and/or financial advice, nor does any information in the 
publication constitute a comprehensive or complete statement of the matters discussed or the law relating 
thereto. Darshan Gala is not a fiduciary by virtue of any person’s use of or access to the publication. Tony Dong 
may have a current financial investment or nonfinancial interest in the subject matter or materials discussed 
in this document. 

You alone assume the sole responsibility of evaluating the merits and risks associated with the use of any 
information or other content within the publication before making any decisions based on such information or 
other content. In exchange for reading our publication, you agree not to hold Tony Dong liable for any possible 
claim for damages arising from any decision you make based on information or other content made available 
to you through the publication. 

INVESTMENT RISKS 

There are risks associated with investing in securities. Investing in stocks, bonds, exchange traded funds, mutual 
funds, and money market funds involve the risk of loss. Loss of principal is possible. Some high-risk investments 
may use leverage, which will accentuate gains & losses. Foreign investing involves special risks, including 
greater volatility and political, economic, and currency risks and differences in accounting methods. A security’s 
or a firm’s past investment performance is not a guarantee or predictor of future investment performance. 

CURRENCY 

All references to quantifiable money, cash, capital, stock prices, and financial statement sums are represented 
in American dollars (USD) unless otherwise stated. 
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SUMMARY 
 

This report assesses the target stock 
price of Kraton Corporation 
(‘Kraton’ or ‘the Company’) and its 
valuation based on three 
methodologies. 

The first method uses the market 
value and stock price to determine 
the enterprise value. The second 
method uses comparable EBITDA 
trading multiples. The third method 
uses discount cash flow (DCF) 
valuation. 

This report also contains 
commentary on general 
industry/sector trends, an 
assessment of the current 
competitive landscape, and 
technical analysis & comparison 
with competitors and the broader 
US market. 

 

Stock Price - $46.29 (Method 1) 

Trading Multiple- $57.42 (Method 4) 

Discounted Cash Flow – $58.95 
(Method 6)  
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COMPANY PROFILE 
       

 

Polymer Segment Products and Commercial Applications 

SBCs are highly-engineered synthetic elastomers, which the Company invented and commercialized 
over 50 years ago. Kraton developed the first unhydrogenated styrenic block copolymers (“USBC”) in 
1964 and the first hydrogenated styrenic block copolymers (“HSBC”) in the late 1960s. 

Kraton’s SBCs are high performance elastomers that are engineered for a wide range of applications and 
its products possess a combination of high strength and low viscosity, which facilitates ease of 
processing at elevated temperatures and high processing speeds. Kraton’s products can be processed in 
a variety of manufacturing applications, including injection molding, blow molding, compression 
molding, extrusion and hot melt, and solution applied coatings. 

Kraton’s Polymer segment products are manufactured and their commercial activities are organized in 
the following product groups based upon polymer chemistry and process technologies: Performance 
Products, Specialty Polymers, IR sold exclusively to Daelim in accordance with the IRSA, and Cariflex. 

Chemical Segment Products and Commercial Applications 

Kraton manufactures and sells sustainable, high value products primarily derived from pine wood 
pulping co-products. The Company refine and further upgrade two primary feedstocks, crude tall oil 
(“CTO”) and crude sulfate turpentine (“CST”), both of which are co-products of the wood pulping 
process, into value-added biobased specialty chemicals. 

The segment’s products are manufactured and their commercial activities are organized in the following 
product groups based upon end markets and process technologies: Adhesives, Performance Chemicals, 
and Tires. 

Kraton is a leading global specialty 
chemicals company that 
manufactures styrenic block 
copolymers (“SBCs”), specialty 
polymers, and high-value 
performance products primarily 
derived from pine wood pulping co-
products. The operations are 
managed through two operating 
segments: (i) Polymer segment and 
(ii) Chemical segment.  

Kraton Corporation is a holding 
company whose only material asset 
is its investment in its wholly owned 
subsidiary, Kraton Polymers LLC. 
Kraton Polymers LLC and its 
subsidiaries own all of their 
consolidated operating assets. 

Kraton was incorporated in 2009. 
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FINANCIAL ANALYSIS 

 
Revenue growth decreased to -
10.3% (2019) and -13.4% (2020) on 
account of Covid-19. The Company 
has showed signs of recovering post 
Covid in its third quarter results with 
a 19.3% revenue growth. 

 

Gross profit continued to be in the 
range of 23-26% in last 5 years. 

  

Operating expenses remained 
consistent throughout the last 5 
years within a range of $340M 

 

The Company suffered a net loss of 
$221M in 2020 on account of Covid-
19 since the revenue declined 
drastically and the economy faced a 
major slowdown.  

 

In its third quarter results of 2021, 
the Company earned a record 
$107M as net income which is 
double its pre-Covid 19 levels. 

 

Total debt has decreased 
consistently in the last 5 years 
showing strong signs of zero debt 
plans of the Company.  

 

The Company managed to keep its 
Cash flow activities consistent 
during the last 5 years. 
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FINANCIAL RATIO ANALYSIS               

  Sep 30 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 

  2021 2020 2019 2018 2017 2016 2015 

EBITDA ($ 000's) 359,474 195,184 223,556 385,413 339,286 261,909 80,324 

  Covid      
TREND ANALYSIS       

 
Revenue Growth 19.3% -13.4% -10.3% 2.6% 12.4% 68.6%  

        
LIQUIDITY RATIOS        
Current Ratio 1.6x 1.4x 1.6x 2.1x 1.9x 2.0x 2.7x 
Quick Ratio 0.7x 0.6x 0.6x 0.8x 0.8x 1.0x 1.1x 
Accounts Receivable Turnover 8.4x 8.9x 9.8x 10.2x 9.9x 11.4x 19.7x 
Accounts Receivable Days 43.41 40.85 37.18 35.81 37.01 32.01 18.54 

        
SOLVENCY RATIOS        
Total Debt / Total Capitalization (Cap 
Ratio) 56.1% 61.2% 64.8% 67.2% 70.8% 78.0% 52.2% 
EBITDA/ Interest (Coverage Ratio) 8.0x 3.4x 2.9x 4.1x 2.6x 1.9x 3.3x 
Total Debt / EBITDA (Leverage Ratio) 0.4x 0.2x 0.2x 0.3x 0.2x 0.2x 0.2x 

        
PROFITABILITY RATIO        
Gross Profit 30.0% 25.5% 23.0% 28.9% 27.6% 27.5% 22.1% 
EBITDA Margin 19.3% 12.5% 12.4% 19.2% 17.3% 15.0% 7.8% 
ROA 4.2% -8.4% 1.9% 2.4% 3.2% 5.2% -2.3% 
ROE 15.0% -30.8% 7.3% 10.0% 16.0% 23.7% -6.4% 

 

SUMMARY CASH FLOW 
ANALYSIS LTM             

  Sep 30 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 

($000's) 2021 2020 2019 2018 2017 2016 2015 

 Depreciation 127,141 126,022 136,171 141,410 137,162 125,658 62,093 
 

       
 Working Capital Activities -99,129 20,112 22,832 -37,049 33,566 -3,697 46,129 

        
Investment Activities        
Capital Expenditure -92,876 -85,968 -112,672 -111,097 -122,591 -125,453 -128,742 

        
Financing Activity        
ST Debt 3,102 16,599 28,726 2,674 822 41,684 141 
LT Debt -30,061 -444,696 -109,188 -87,583 -122,819 1,268,644 429,056 
LT Deferred Revenue -13,890 140,280 11,049 00 00 00 00 
Other Long-Term Liabilities 00 00 00 00 00 00 00 
  Total Financing Activities -40,849 -287,817 -69,413 -84,909 -121,997 1,310,328 429,197 
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BALANACE SHEET STATEMENT               

  Sep 30 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 

($000's) 2021 2020 2019 2018 2017 2016 2015 

Assets               
Current Assets        

Cash And Cash Equivalents 90,196 85,901 35,033 85,891 89,052 121,749 70,049 
Other Short Term Investments 00 00 00 00 00 00 00 
Total Cash 90,196 85,901 35,033 85,891 89,052 121,749 70,049 
Net Receivables 263,234 180,258 169,603 198,046 196,683 200,860 105,089 
Inventory 446,505 353,049 364,668 441,483 393,439 350,388 276,245 
Total Current Assets 799,935 619,208 569,304 725,420 679,174 672,997 451,383 

 
       

Non-current assets        
Gross property, plant and equipment 1,803,047 1,759,024 1,650,140 1,539,261 1,485,482 1,318,140 899,830 
Accumulated Depreciation -776,302 -748,081 -708,664 -580,538 -578,760 -800,467 -448,065 
Net property, plant and equipment 1,026,745 1,010,943 941,476 958,723 906,722 517,673 451,765 
Long Term Investments 12,050 12,723 11,971 12,070 12,380 11,195 11,628 
Goodwill 373,303 375,061 772,418 772,886 774,319 770,012 00 
Intangible Assets 269,848 294,734 325,877 362,038 406,863 439,198 41,602 
Other long-term assets 127,428 148,288 211,339 63,567 153,069 495,570 136,322 
Total non-current assets 1,809,374 1,841,749 2,263,081 2,169,284 2,253,353 2,233,648 641,317 
Total Assets 2,609,309 2,460,957 2,832,385 2,894,704 2,932,527 2,906,645 1,092,700 

 
       

Liabilities        
Current Liabilities        
Accounts Payable 315,267 250,608 212,638 255,568 232,796 234,941 98,186 
Accrued liabilities 78,276 67,651 65,110 48,198 75,269 60,207 66,263 
Deferred revenues 26,765 24,182 00 00 00 00 00 
Current Portion of Long Term Debt 93,748 90,646 74,047 45,321 42,647 41,825 141 
Other current liabilities 00 00 14,849 00 00 00 00 
Total Current Liabilities 514,056 433,087 366,644 349,087 350,712 336,973 164,590 

        
Non-Current Liabilities        
Long Term Debt 903,353 933,414 1,378,110 1,487,298 1,574,881 1,697,700 429,056 
Deferred taxes liabilities 123,700 125,559 125,240 127,827 148,148 211,396 9,070 
Deferred revenues 137,439 151,329 11,049 00 00 00 00 
Other non-current liabilities 151,997 168,566 161,914 182,893 192,267 170,339 96,992 
Total non-current liabilities 1,316,489 1,378,868 1,676,313 1,798,018 1,915,296 2,079,435 535,118 
Total Liabilities 1,830,545 1,811,955 2,042,957 2,147,105 2,266,008 2,416,408 699,708 

 
       

Stockholders' Equity        
Common Stock 32,148 31,873 31,751 31,917 31,605 30,960 30,569 
Retained Earnings 746,616 617,129 757,677 715,682 634,914 459,277 362,423 
Total stockholders' equity 778,764 649,002 789,428 747,599 666,519 490,237 392,992 

        
 Liabilities & Stockholders Equity 2,609,309 2,460,957 2,832,385 2,894,704 2,932,527 2,906,645 1,092,700 

Error 00 00 00 00 00 00 00 
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INCOME STATEMENT  LTM             

  Sep 30 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 
($000's) 2021 2020 2019 2018 2017 2016 2015 

Total Revenue 1,864,546 1,563,150 1,804,436 2,011,675 1,960,362 1,744,104 1,034,626 
Cost of Revenue 1,305,424 1,165,279 1,390,007 1,431,069 1,418,459 1,265,079 805,970 
Gross Profit 559,122 397,871 414,429 580,606 541,903 479,025 228,656 

Total Operating Expenses 326,789 328,709 327,044 336,603 339,779 342,774 210,425 
EBIT (Operating Income or Loss) 232,333 69,162 87,385 244,003 202,124 136,251 18,231 
Interest Expense 44,829 57,930 75,782 93,772 132,459 138,952 24,223 
EBT & other Income/Expenses 187,504 11,232 11,603 150,231 69,665 -2,701 -5,992 
Other Income/Expenses Net 27,438 264,952 -32,401 76,136 34,903 -15,387 -406 
EBT 160,066 -253,720 44,004 74,095 34,762 12,686 -5,586 
Income Tax Expense 52,924 -32,034 -11,813 3,574 -57,884 -91,954 6,943 
Net Income 107,142 -221,686 55,817 70,521 92,646 104,640 -12,529 
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PROJECTION ANALYSIS 
 

With the economy showing strong 
signs of recovering from Covid-19, 
Kraton has posted strong results for 
its third quarter results of 2021 
showing an increase in revenue 
growth rate by 19.3% YTD. 

We have assumed that the revenue 
growth rate for 2021 will be 25% 
considering the third quarter results 
and bouncing back from the 
negative growth rate in 2019 and 
2020. Further, we assume that the 
growth will continue to increase by 
10% in 2022 to come back to the 
pre-Covid 19 levels. Post 2022, we 
have assumed that the revenue 
growth rate will be 5% based on the 
industry CAGR of 5% till 2026. 

Based on the above recovery of 
revenue growth rates, we have 
assumed that the EBITDA levels will 
come back to 2018 levels by 2022. 

All other operating expenses, 
depreciation, working capital and 
capital expenditure are based on 
historical analysis i.e. average of 
past 5 years. 

Based on the historical analysis of 
debt repayment, we have assumed 
the debt repayment to be 5.25% of 
outstanding debt of previous year. 
The Company has been consistently 
trying to reduce its debt levels from 
2017 and has been continuously 
leveraging the debt by providing a 
strong 10-15% return on equity 
during normal times. 
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VALUATION ANALYSIS 
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TECHNICAL ANALYSIS 
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TECHNICAL ANALYSIS 
 

The Adjacent chart is the 5-year 
stock price of Kraton on NYSE from 
2016-2021. As we can see, there is 
an upward trend from 2020 showing 
signs of recovery from Covid-19. 

 

 

 

 

 

 

The Adjacent chart shows a 
comparison of Beta of Kraton vs. 
S&P500 which shows that the stock 
price of Kraton is quite riskier as 
compared to the market risk. The 
Beta of Kraton is 2.01 which signifies 
that it is a risky return on 
investment. 

The Standard deviation (‘SD’) of 
Kraton stock price is 21.17% as 
compared to the S&P500 index 
price SD of 4.46%. This also means 
that the stock price of Kraton is 
quite volatile. 
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DISCUSSION AND RECOMMENDATIONS 
 

Using the stock price and market value gives us an enterprise value for Kraton of $2.395B. Kraton exhibits higher 
volatility than market, with a beta of 2.01 compared to the industry average of 1.74x. 

 

The comparable EBITDA trading multiples methodology puts the enterprise value of Kraton at $2.851B and the 
theoretical value of the stock at $60.48, a +30.6% upside from its current market price of $46.29. When 
compared to its competitors, Kraton’s EBITDA multiple (10.71x) is slightly lower than the industry average 
EBITDA multiple of 12.75x. This shows strong room for expansion for Kraton which will help Kraton achieve more 
market share. This also signifies that the growth rate of Kraton can be expected to grow more than the industry 
CAGR of 5%. 

 

The DCF methodology puts the enterprise value of Kraton at $2.752B and the theoretical value of the stock at 
$57.42, an upside of 24% from its current market price of $46.29. We can achieve this upside even after DCF 
methodology being a conservative approach and the growth rates considered are industry average. This signifies 
that the current stock price of Kraton is highly undervalued. The strong appreciation in its enterprise value is also 
because Kraton is consistently reducing its debt levels and has a high debt repayment rate of 5.25%. 

 

Averaging the results of EBITDA trading multiple and DCF method, the theoretical stock price is $58.95, a strong 
upside of 27.3% from its current market price. Accordingly, the stock is highly undervalued and the investors 
should buy stocks of Kraton on a long term investment basis. Therefore, Kraton is recommended for BUY. 

 


