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WestRoclkc EXECUTNE&EJMMARY
Paper and packaging are attractive businesses where scale and

differentiation do matter WestRock Comparfyicker: WRKjsthe FY 2017
leading manufacturer and provider of paper and packaging soluti{market Cap $16.56B
for the consumer and corrugated markets. It operates through  |Enterprise Value $22.9B
around 300 locations across North America, South America, EurdEBITDA $2.42B
Australia, and Asia. Markets include food, beverage, tohaud Trailing P/E 9.70
. . . — . |Forward P/E 14.40
merchandise display. WestRock is building a paper and packagir] BEG Ratio (5y) 0.66
partner with the strategy and capabilities to generate attractive  |g\/egiTpa 0.44
returns over the long term. ROA 2.8%
] ROE 6.8%
Valuation Payout Ratio 23.9%

WestRock currently trades in the $66 area, with a historic low P/E

(ttm) ratio 0f9.70, a forward P/E of 14.4 and EV/EBITDA of 9.44 Financial Performance

(Yahoo! Finance); it is clearly undervalued. Why is it not a value Q1 FY2018 Q1 FY 201
trap? It has healthy financial statements, its operational efficiencyNet Sales $3.98 $3.4B
based on vertical and horizontal integration stratediéghlights is  |~d- Ségment Income  $356m $231m
. d heir di . . . Adj. Segment EBITDA  $654m $490m
competitive a vantagg .o.ve.rt eir irect competltqrs, its wise % Margin 16.80% 14.20%
management of acquisitioris allowingthem to achieve $1 billion |agj. Ps $0.87 $0.47

synergy and performance improvements in the last two years, its e
careful capital allocation makes them be able to manage vedit,d . i
generate free cash flow, and on top of that, increase dividends af
continue to repurchase stock.

Maybe the market sees the industry as too mature to offer any
excitement, but WestRock has exciting prospects on their way: S
synergies from the RockTennMWV are in progres$Y2017 - : : $
acquisitions will expand their market the U.S. andbroad, intense
differentiation in the digital packaging solutions arena start to Show

results, angdmost important, the alreadhapproved acquisition of KapStofar FY2018s projected to

increase revenue in about 20% and generate an additional $200 million in synergies.

Margin of Safety

Not only their strong financiaBnd sound business strategy offer a margin of safety for the investor, but
its business proposition is quite sustainable, it provides a broad portfolio of differentiated solutions, its
philosophy is to see the client as a letegm partner with common objectis, its disciplined capital
allocation allows them to manage debt wisely exceeding its free cash flow generation goals, and on top
of that, they offera dividend payout yielding 2.6% and growing 7.5% per year and a share repurchase
program for up to 40 mlibn shares in execution.

Recommendation and price target

The valuation analysi@ojects thatWestRockwill strongly outperform the market over the nekto 3
years Based on a model of Unlevered Free Cash Flow Valuation | arriveyaaa frice targeof $79.63
with an implied EV/EBITDA of 12.2x and a forward P/E of 22.3x.
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WestRoclc INDUSTRANALYSIS

The Packaging & Container Indusgyomprised of companies that manufacture and distribute paper,
plastic, metal, and glass packaging products, aaadih containers, corrugated boxes, cans, bottles,
plastic,and foam food containers.

The industry is capital intensive and mature with global annual growth natids 3.0%- 3.5%. Theshift
from glass and metals to various plastics and the introduatfdnnovative polypropyleneesealable
containers may alter the industry landscape in the coming years. The industry has regargssed
overcapacity, which intensified restructuring and consolidation.

10 Containerboard

2016 - 2021 CAGR* /

Boxboard

‘ Containerboard

Figure 1: Growth in Global Paperboard, sourcsl RI
Key growth drivers for the industry are varigtise most important are

U Anincreasingactual and forecastedemand from emerging marketghich offsets more
mature demand in developed countries.
U Trendsin consumer preference towards characteristicpadability, suitability,
environmentally friendly and safe containers
U Demographidi NSy Ra (2¢FNRA AYONBlIaAy3d aArftSyyartaqQq O
U Market strongforcesrequiring theoffering of valueadded packaging solutions, customization of
products for convemince or upscale appearance, and increase digitedvation for smart
packaging solutions.
U Finally, butmost important, the notable expansion ofammerce will continue to impact the
packaging business.

Industry outlook remains stable. Challenges facethisyindustrycome from various fronts: increases in
environmental regulatiomnd awarenessintense competition from flexible packagiogtegories,

threats from competitors in the Middle East and Asia, etc. From a macroeconomic point of view, the
slowresZNESY 08 2F (KS $§02y2Ye FFGSNI f | &delaEOF RSQa FAY
consumption, even when it can be foreseen a slowdawendmarket segments such as food,
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beverage, healthcare, industrial packaging, attter consumer
markets. Higtand risingenergy and raw material costs, especially
plastic resingnd aluminum, are causes for conceffioreign
exchange rates witlontinue to be a point to be monitored for the
global players.

EYI TAKEAW.

a Xhis sector feature
some names that ar

Despitethesecostrelated pressures, packaging companies benefit attractive for the
from improved pricing, increased productivity, and realized coming six to twelwv:
operational efficiencies. Most companies aepanding their global Y2V {
footprint through deal making and investment in emerging ValueLin

opportunities,and realigning product mix in order to reduce costs,
remain competitive, andtrengthen their financial position.

Operating strategies towards higher sales and earnings:

U Intense Resaah & Development efforts to keep pace with new products

U Improved operational efficiency to lower costs

U Pricing strategies to improve margins

U ¢KS ¢IE /dzia FyR wW26a ! O Aa LINRPGAY3d G2 o6S | L
seen how much athe potential positive impact will end up in shareholders haradthough
some companies, like WestRock, have already announced an increase in their share buyback
programs

ag! OGAGAGEY | LINBFSNNBR &aiNI (S HdundargeNthisddoR ¢ G K Ay

well for continued consolidation and it will allow increased market share in the foreseeable future.

ConclusionThe groupf companies in the Packaging & Container Industry is made up estanding

names; many of their stocks are defensive in nature, offering attractive dividend yieldfeang in the

non-cyclical business argthese companieare less impacted withhe larger economic cycle. ValueLine
concludest ¢ KS t I Ol 3Ay3 9 /2YyilAYSNI LYRdzadNE aArda ySIF N
/| 2yaSldsSyidtes GKAA aSOG2NJ FSI GdzZNBa a2YS ylrySa GKI

Price Change Comparison
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Figure 2: Industrys. S&P. Source: Ford Industry Report
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VL EIEICH Bargaining power of suppliers

o arge degree of differentiation, hence, lots of substitute suppliers.
uSome segments (aseptic packaging) with few concentrated suppliers.
uSome participants have backward vertical integration to produce their inputs

VL EEIERY Bargaining power of buyers

oFinancial strength and size of main buyers gives them power.
uSwitching costs can be high as buyers adapt to industry standards.
wPackaging market is fragmented, this gives power to buyers.

VeI IR Threat of new entrants

oLCapital intensive industrysignificant barriers to exit.
uEconomies of scale are significant. Consolidation makes entry harder.
wQualitative suppliers of raw material are few and form a barrier of entry.

Threat of Substitutes

oL imited but real, especially in the plastics subsegment.
oPaper packaging is replacing plastic packaging.
o¥'rend to favor more recyclable and biodegradable materials.

Intensity of Rivalry

windustry is highly fragmented.
uSegment fragmentation increases price competition.
wQuality of products is a differentiating factor.

oPorter's forces are mild in the Packaging & Container Industry; supplier and buyer powers

the high costs related to it. All this in a very fragmented industry . A company that is well
positioned in the industry can have significant advantages to sustain a moat.
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limited but clearly do exist and affect specially companies that are either small or very new. Threat
of new entrants is low, but, given the level of consolidation, new ventures will shock the existing
armony among participants. Even when the product is widely available, substitution is hard

iven
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WestRoclc COMPANBDESCRIPTION

History

WestRock was formed on 2015 pursuant to @mmbination of RockTenn and MWV (MeWéestvaco
Corporation) from now on, the CombinatiarRockTenn's history began in 1936 as Southern Box
Company, a folding carton manufacturing plant in Baltimore, Maryland. With the MWV acquisition,
WestRoclbecame one of the largest producers of corrugated medium, direarrd, paperboard and
merchandising displays in North Amerittabelongs to the GICS Sector of Materials,-Buloistry of

Paper, Packaging & Container. It has operations located in the United States, Europe, Canada, Mexico,
Chile, ArgentinaAustralia,Puerto Rto and China.

Timeline of Significant Events

U March 2016: formal constitution of WestRock Co.

U July 2016: strategic combination of RockTenn & MWV completed, they become wholly owned
subsidiaries of WestRock.

U May 2016: completed the separation of the Spegi@hemicals segment, product of the spin
off is Ingevity Corp. and its financial position and operations became part of discontinued
operations for WestRock.

U  April 2017: completed the sale of HH&B (Home, Health & Beauty, former division of the
Consumer Pekaging Segment)

U June 2017: completed the acquisition of Multi Packaging Solutions International Ltd. With part
of the proceeds of the HH&B sale.

U January 2018: the definitive agreement to acquire KapStone is signed.

Most of the significant events in thddiof the company areesultof M&A activity;since its formation in
2015,they have already invested $3.4B in eight acquisitions, and have realized twoffspjmgevity
and Health, Home & Beauty segment) with around $2.0B of combined value creation.

WestRock: Focused on Paper and Packaging

Completed Completed
Acquired separation of sale of HHB to us. Acquired
Cenveo Ingevity Silgan Hannapak

2 2016 2016 2017
7

WestRock 2015 2016 2017

Acquired Completed Acquired Acquired Acquired
joint venture Star Pizza MPS Island

with Grupo Container
Gondi
conuoATED .

Figure3: Source WRK Investor's Day 2017

Business Segments
WestRock reports financial results of operations in three reportable segments:
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U Corrugated Packaging, consistent of their containerboard mill and corrugated packaging
operations, as well as theiecycling operations. WestRock is one of the largest integrated
producers of containerboard by tons produced, and one of the largest producers ef high
graphics preprinted linerboard by net sales in North Amefitey are also one of the largest
paper regclers in North America and their recycling operations provide substantially all of the
recycled fiber to their mills, as well as to third parties.

o Integrated Corrugated Packaging System producing
goods ranging from oneolor protective cartons to
graphically brilliant poinbf-purchase packaging.
Additionally, they provide customers with

BEYT TAKEAW.

costsaving vertica

innovative packaging solutions, sttural and integration betweer
graphic design, engineering services and custom their recycling
and proprietary automated packaging machines as operations and thei
part of their line integration and packaging integrated corrugatec
solutions. packaging syster

0 Their recycling operations procure recycled fiber
from their own operations and from thirdagsties; once collected, sorted, graded and
baled, they use it in their own mills for processing, or sell it to other manufacturers of
paperboard or containerboartperating a nationwide fiber marketing and brokerage
system that serves large regional arational accounts
0 Sales of corrugated packaging products accounted for 55.5% of ref@mn2@l7.
U Consumer Packaging, which consists of consumer mills, folding carton, beverage, merchandising
displays, home, health and beauty dispensing (prior to the) Sate partition operations
WestRock is one of the largest manufacturers of folding and beverage cartons in North America.
They are believed to be the largest manufacturer of temporary promotional fudiptirchase
displays in North America measured byt sales and the largest manufacturer of solid fiber
partitions in North America measured by net sales.
o0 Folding and beverage cartoons for tfo®d and
drink industry.
0 Express mail packages for the overnight courier

Y TAKEAW

industry. efficient horizonta
o For the healthcare industry, secondary packages to integration betweer
promote adherence, and paperboard packaging for their corrugatec
overthe-counter and prescription drugs. packaging ant
o Offer supportto their customerswvith new package consumer packagin
development, innovation and design services and segment

package testing services
o Design, manufacture and packing of temporary displays for sale to consumer products
companies and retailers. Also, pagsemble permanent displays for the same catezs
of customers.
0 Sales of Consumer Packaging products accounted for 42.8% of revenue for 2017.
U Land and Development, which sells real estate primarily in the Charleston, SC VéggtRock
is in the process of accelerating the monetization of theseihgk. Sales in our Land and
Development segment to external customers accounted for 1.7% of revenue for 2017.
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Geographic Reach

WESTROGCEORRUGATEANDCONSUM EBPERATIONS/
EUROPE

31 facilities
15 Foiang Carion
7 Label

7 Lteratus
1 Rigid Pack
1 Tube ‘

13% of sales
- ,‘ -
5 9% of sales
74% of sales

NORTH

AMERICA =
30 facilities i 4 facilities
12 Foiding Carion 3 Foiding Carton
7 Label 1 Literature
5% of sales

4% of sales
48% of sales

Figure4: Corrugatedand ConsumeOperations. Source WRK Investor Day 2017

Theacquisition of Multi Packaging Solutions International, which is a recognized leading global provider
ofprinto &SR &ALISOALFfde LI Ol 3AAy3I a2t dzii A 2 \specidyitadS SEG Sy
western Europe where they have an important presetigeugh their affiliated AJS Labels (UK).

Of special note is their focus in Latin America; having recognized the attractiveness of the emerging
subcontinent, WestRock has made important investments in Mexico and Brazil in the belief that these
deep relatiomships across broad global customer base will provide strong enterprise growth opportunity.
In Mexico, and through the joint venture with Grupo Gondi, WestRock will access not only a
demographically appealing population of more than 130 million and a Emgegrowing agricultural

market requiring virgin containerboard, but also l@est manufacturing (and a source for low cost raw
material for US operations). Brazil shares some of the opportunity aspects, a very large population of
more than 200 million reresents a 5 million metric ton of corrugated market, they have improving
economic conditions, a robust protein and agriculture markets, and of special interest, a low e
commerce penetration that is showing rapid growtkiestRock Brazil is implementing $825 million
state-of-the-art plant that will increase capacity, reduce costs, and enhance product capabilities that
should be completed in @BY19.

WestRoclprojects a Latin American market that will benefit the company with at least one million
metric tons of lightweight corrugated and consumer mill, will position the company second in market
share in the region and will provide a 22% of adjusted EBITDA margin.

Pipeline of Catalysts
The following is a list of events and consequences that Management asswithbave a direct impact
in WestRock future performance; the analyst considers that the following ones have a high level of

7
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certainty and will be executed or achieved. The financial assumptions that are linked to these events are
offered by Managementrad have not been contrasted with the valuation conclusions of the present
report:

U Synergies from th®ockTenn & MWV combination (resulting in WestRock) should achieve the
goal of $1 billion at theniddle of 2018 as of December 2017, the ruate of synergies and
performance improvements reached the $910 million level.

U Complete the monetization of the Land & Development asset portfolio at the end of 2018,
without further impairmentand with an expected cumulative aftéax free cash flow to
WestRock 6$275 to $300 by the end of 2018

U Thelsland Container Acquisitishouldenable the company to integrate more than 80,000 tons
of containerboard annually into the Corrugated Packaging segment.

U TheHannapak Acquisitioshouldexpand the packaging busineéasAustralia.

0 The U.S. Corrugated Acquisitisimouldincrease the vertical integration of the corrugated
packaging segment by 105,000 tons of containerboard annually, and an additional 50,000 tons
under a longterm supply contract with a company owned thye seller

U0 The Milti Packagingolutions Acquisitionshouldincrease annual paperboard consumption by
225,000 tons of which 50% will be provided by WestRock.

U The Star Pizza Acquisitishouldprovide a leadership position in the fast growing srnaiti
pizza box market.

U The Joint Venture with Grupo Gondi in Mexatmuldgrow presence in the attractive local
market

The most important catalyst for the immediate and mediate future is the acquisition of KapStone for
which an agreement has been signed on Jaywé 2018; follows an analysis of the operation and its
consequenceaccording to Zacks InvestmeResearch

OWestRock announced that it will acquire rival KapStone at $35 per gfteefollowthrough,the deal
is anticipated to be accretive immediately to WestRock's adjusted earnings as well as cash flow and lead
to around $200 million of annual cost synergies and performance improveXét@pStone's
corrugated packaging operations
will enhance WestRock's North
American corrugated packaging
business and provide P—
complementary products in f:: WestRock !KKAps-roms \”; WestRock
geographical locations that will
enable WestRock to better serve
customers across the system. The 13 ASROSS 27 MILS | JoRoSE 4 MLLS
deal will help the company PERATHG ANG T
strengthen presence in western o SEmS AGLmEs
United StateX WestRak will
also be able to broaden portfolio
of paper grades, allowing it to
capitalize on the kraft bag market
with the inclusion of KapStone's — — — —— — —
. Figure 5: Source: WRK Q1 FY18 Results
complementary specialty kraft

Enhanced Scale and Expanded Product Offering

SALES 3 2B SALES CONSUMER
PACKAGING
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paper offerings. Further, the deal will augment WestRock's portfolio of virgirlddsed paper from
65% to 67%and]the combined company will be able to bring automated packaging solutions through
BoxOn-Demand to the same expanded markets. This will benefit customers through lower cost,
increased sales and reduced €is

For a purchase price of $35 per share, the total investment will be around $4.9b; management declares

a 10x EV/EBITDA multiple based on KagSt@ara | Ol dzZ £ LISNF2NX I yOSs FyR | 1
including synergy and performance improvements. It will require to raise WestRock indebtedness to a

leverage ratio of 3x return, but the strong assumed generation of cash flow will allow rapid debt

repaynent to reach the target leverage ratio to return to the 2.25x to 2.5x at the end o$¢lcendyear
post-acquisition. _

STEVEVORHEESWRKCE(

To note, the

transaction is subject
adatt G2 YI LY
stockholder approval,

and even when
KapStonenmanagement

has expressed
complacencyith the
dealand is promoting

it, thereiss LISYRAY3 Ay@SadaAaldAzy FNRBY | 3ANRBdzZI 2F asStftsS

GYFLY d2yS Aa | 3ANBFHG FAG ¢
corrugated packaging and distribution operations will enhar
WestRock ability to serve customers across our sys
particularly in the western United States, and the addition of th
specialtykraft paper products that we do not make enhances
RATFSNBYUGAFGSR LR2NIF2f A2

To note, a parallel transaction pursued by direct competitor International Paper Co. (IP) to buy Ireland

based Smurfit Kappa Group Plc (SK3.IRyéumal $10.7b 0e36.50 per share, has been rejected in

S| NI & atisNbukl daveibéen an extremely large deal as it would have resulted in the top

producer of containerboard in Europe, North America and South Amefitas is not likely to be the

end of the game, speculation will build fromhére, 8 AR DSNI NR a22NBxX +y Fylfe
O LJAlitHe tledl had happened, or does happen, it would be transformational for the industry.

(Source: J. Bowker, Bloomberg March 6, 2018).

Claarly, thefalli KNP dz3K 2F Lt Q& RS f ledvesthelfiddinione fe@si fof 2 NJ 2 Sa w2
horizontal competition but, as the report states, this is still an ongoing matter that should be
considered in terms of risk.

WestRock Long Equity Repqrapril 2018 | Analyst: Adolfo Neira



PN
< WestRock

Applied Portfolio Management
SWOT analysis

Strengths

oStrong market position provides significant competitive advantage.

w/ertical integration reduces manufacturing costs. Ability to pass through raw material costs.
uHorizontal integration improves operational efficiency.

uDiversified end markets for products and services reduces market risk.

Weaknesses

wModerate to high level of debt could harm financial position.
uRequires higher penetration in the growing Asian markets, more specifically, China.

wConsumers change brands or try something new because of new packaging
wincreasing demand for packaging solutions for ecommerce shopping.
u$Strong presence in Latin America and Europe.

Threats

uMarket fragmentation and availability of alternative packaging solutions.
oEnvironmental regulations could harm via lower margins or litigation.
winterest risk, higher interest rates will increase cost of debt.

Conclusion

WestRock hathe leading position in the sustainable consumer packaging and recycling business and is
second in the corrugated packaging segment; thanks to intense R&D offers advanced strategies to
provide differentiated solutions to customers and is expanding igrioffjs in attractive end markets.
Thanks to its horizontal and vertical integration efforts, is capable of lowering production costs
significantly.

Its strategy of growth through acquisitions has put WestRiotke need of moderate to high levels of

debt; even when it is aligned with the industry averagbss will require a wise management of assets

in order to be able to reduce debt levels, happily it seems management is clear about the issue as one of
their main priorities is to advance in debt repaynhteAnother issue the company should take into

account is the need to grow presence in the Asian market, which represents a $100B market for 2017
and has a CAGR of almost 5%.

The packaging industry in the US is highly competitive. WestRock's competitadeinertically
integrated packaging companies as well as smallintegrated companies. In addition to this, many
new players are entering the packaging industry. WestRock primarily operates in the US and still is
developing the scale to serve large mmmers with operations spread in other countries. The company
also competes with plastic and corrugated packaging and packaging made from other materials.

10
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Therefore, shift of customers demand from paperboard packaging to packaging from other materials
canalso adversely affect the company's revenue.

WestRoclg FINANCIAGTATEMENANALYSIS

We present a summary of financial results fiee years to date

Summary of Financial Resu WestRock Co.
\ 2,013 2,014 2,015 2,016 2,017
Revenue $ 9,545 $ 9,895 $ 11,125 $ 14,172 $ 14,860
growth N/A 3.7% 12.4% 27.4% 4.9%
Operating Profit 814 854 853 430 835
growth N/A 4.9% -0.2% -49.5% 94.1%
Net Income 727 480 507 (396) 708
growth N/A -34.0% 5.6% -178.2% N/A
Total Assets 10733 11040 25,357 23,038 25,089
growth N/A 2.9% 129.7% -9.1% 8.9%
EBITDA 1444 1542 1,702 2,228 2,197
margin 15.6% 15.3% 15.7% 14.8%
growth N/A N/A 30.9% -1.4%
CAPEX 440 534 586 797 779
After Tax Interest Expense 110 60 90 162 226
EPS, adjusted $ 5.05 $ 334 $ 3.76 $ 252 $ 2.62
Net Debt 2,799 2,943 5,397 5,423 6,251
Total Debt 2,845 2,985 5,632 5,789 6,555
Return on Assets 8.3% 8.7% 4.0% 5.1% 4.4%
Return on Equity ) 16.9% 11.1% 4.3% -4.0% 6.8%

Revenue has been growing steadely since@benbination(RockTenn & MWYV) in 2015; even though

growth on revenue for the last year has been less than optimal, the growth in operating profit and net
income reveals thatVestRock management has been applying solutions to optimize operational

efficiency. Total assge have grown significantly, especially the second year afteCthrabination

EBITDA is close to $2.2B and projected (by management) to reach $4B by 2022; EBITDA margin is around
a healthy 15%EBITDA margin for the industry sits around 14% accordingrteBaran data)

Total debt reflects the amount of acquisitions that have been performed in the last years, especially in
2017, which is reflected in the lower ROA for this year; on the other hand, not only because of leverage
but mainly because of operatial efficiency, ROE has increased significantly in the last three years,
getting closer to levelprevious to theCombination

To note is that in 2016, WestRock applied restructuring cost in the amount ofrili&g to its

operating profit and additionally, income from continuing operations was impacted by the HH&B Sale,
restructuring and other costs, net, Land and Development impairment, pension lump sum settlements
and pension risk transfer. Loss from discontinopeérations, net of tax in fiscal 2016 included a $478.3
million pretax goodwill impairment chargand $101.1 million préax customer list impairment charge
associated withtheir former Specialty Chemicals operations.

11
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DuPont decomposition éturn onEquity

ROE Value Drivers 2,014 2,015 2,016
Net Profit Margin 7.6% 4.8% 4.6% -2.8% 4.8%
x Asset Turnover 0.89 0.90 0.44 0.62 0.59
Return on Assets 6.8% 4.3% 2.0% -1.7% 2.8%
x Balance Sheet Leverage 2.49 2.56 2.15 2.34 2.42
Return on Equity 16.9% 11.1% 4.3% -4.0% 6.8%
For 20172 S & (i w &.896 Retérn on Equity results frarsharp recovery in net margin versus 2016, a
slight rise in financial leveragada slight decline in assetturnover £ S Qa Iyl el S (KSas$s
Net Profit Margin:

As we can see in the commaize consolidated statement of income, COGS for 2017 was 110 basis
points higher than in 2016, primarily due to cost inflation of recyclable fiber and also by the negative
impact of various hurricane2017 SG&A maintained itself in almost the same laseh the previous
year, improving slightly but not to the levels in the years previous taCebination In 2016 there was

a significant amount considered in other expenses and related, as we stated before, to restructuring
costs which affectedegatively operating profit, and in 2017 there were $200 million that were
recognized as the final part of such restructuring caused bygltiwing facility (discontinued operations

in 2016); these concepts affected directly operating profit, and are assumeel noterecurrent in

nature, which allows us to assume that operating profit for the following years will reach the previous
average of around 7.5% to 8.0%. With these considerations we arrive to a Net Profit Margin of 4.8%
(Damodaran data establishes an urstky average of 5.25% for Net Profit Margin). In the valuation model
that has been developed we assume that in the future this margin should be at around 78&ihgive
favorable effect of thelax Cuts and Jobs Act

Common Size Statements of Incor 2013 ) 2014 %2 2015 %3 2016 %4 2017
Net sales $ 9545° 100.0% $ 9,895  100.0% $ 11,125 100.0% $ 14,172" 100.0% $ 14,860  100.0%
COGS Total (7,699) -80.7% (7,962) -80.5% (8,987) -80.8% (11,413) -80.5% (12,120) -81.6%
Gross profit $ 1847 193% $ 1934 195% $ 2138 192% $ 2,759 195% $ 2,740 18.4%
SG&A Total (954) -10.0% (976) -9.9% (1,134) -10.2% (1,591) -11.2% (1,629) -11.0%
Other Expenses and non-recurring (78) -0.8% (104) -1.0% (152) -1.4% (737) -5.2% (229) -1.5%
Operating profit $ 814 8.5% $ 854 8.6% $ 853 7.7% $ 430 3.0% $ 835 5.6%
Interest expense (107) -1.1% (95) -1.0% (133) -1.2% (257) -1.8% (278) -1.9%
Other Income / (expense) 7 0.1% 22 0.2% 28 0.3% 142 1.0% 601  4.0%
Income before income taxes $ 711 7.4% $ 770 7.8% $ 734 6.6% $ 245 1.7% $ 858 5.8%
Income tax (expense) benefit 22 0.2% (287) -2.9% (233) -2.1% (90) -0.6% (159) -1.1%
Discontinued operations - 0.0% = 0.0% 11 0.1% (545) -3.8% - 0.0%
Netincome 727 7.6% 480 4.8% 507 4.6% (396) -2.8% 708 4.8% )

* Some items have been hidden, teemmations might not be accurate
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Asset Turnover & Utilization:
To better appreciate Asset Turnover and Utilization, we present a common size consolidated balance
sheets for WestRock for the last five years:

Common Size Balance Sheets 2013 % 2014 %2 2015 %3 2016 %4 2017

Current Assets:

Cash and cash equivalents  $ 46 04% $ 41 04% $ 236 09% $ 366 16% $ 304 1.2%
Accounts receivable 1,135 10.6% 1,119 10.1% 1,690 6.7% 1,592 6.9% 1,887 7.5%
Inventories 938 8.7% 1,029 9.3% 1,963 7.7% 1,638 7.1% 1,797 7.2%
Other current assets 298 2.8% 243 2.2% 271 1.1% 264 1.1% 329 1.3%
Total current assets 2,416 22.5% 2,433 22.0% 4,160 16.4% 3,913 17.0% 4,491 17.9%
PP&E 5,555 51.8% 5,833 52.8% 9,597 37.8% 9,294 40.3% 9,118 36.3%
Goodwill and Intangibles, net 2,562 23.9% 2,618 23.7% 9,247  36.5% 7,377  32.0% 8,858 35.3%
Other assets 201 1.9% 157 1.4% 2,353 9.3% 2,454  10.7% 2,622 10.5%
Total Assets $ 10,733 100.0% $ 11,040 100.0% $ 25357 100.0% $ 23,038 100.0% $ 25,089 100.0%
Current liabilities:

Current portion of debt $ 3 00% $ 133 12% $ 74  03% $ 293 13% $ 609 2.4%
Accounts payable 802 7.5% 813 7.4% 1,304 5.1% 1,054 4.6% 1,492 5.9%
Other current liabilities 438 4.1% 415 3.8% 785 3.1% 836 3.6% 909 3.6%
Total current liabilities 1,243 11.6% 1,361 12.3% 2,163 8.5% 2,183 9.5% 3,010 12.0%
Long-term debt 2,842 26.5% 2,852 25.8% 5558 21.9% 5496 23.9% 5946 23.7%
Deferred income taxes 1,063 9.9% 1,133 10.3% 3,541 14.0% 3,131 13.6% 3,410 13.6%
Other long-term liabilities 1,272 11.9% 1,387 12.6% 2,311 9.1% 2,398 10.4% 2,337 9.3%
Total Liabilities $ 6421 598% $ 6,732 61.0% $ 13573 535% $ 13,208 57.3% $ 14,703 58.6%
Equity:

Total equity 4,313  40.2% 4,307 39.0% 11,784 46.5% 9,830 42.7% 10,386 41.4%

Total Liabilities and Equity $ 10,733 100.0% $ 11,040 100.0% $ 25357 100.0% $ 23,038 100.0% $ 25089 100.0% |

Through an improved working capitaanagement, WestRock has been able to achieve an Asset
Turnover Ratio of 0.53here has been a reduction in the salessed receivables turnover, mainly due
to an increase in receivables, but in neither of the last three years there has been any sighdita

debt expenseDespitethe aforementioned increase in receivables, there has been an improvement in
the costbased turnover ratios, inventory turnoves in 54 days despite the increase in COGS, which
shows good inventory management; and payableadwer has improved significantly extending the
utilization of cash to 45 days from 34 days in 2016.

That way WestRock has been able to achieve a Cash Conversion Cgdeays, Better than thé0
days in 2016 082 days in 2015and closer to the averads) days previous to the Combination.

Asset Turnover & Utilization 2013 2016

Sales based turnover:

Receivables Turnover 8.4 8.8 6.6 8.9 7.9
Days in Receivable 43 days 41 days 55 days 41 days 46 days
Cost Based Turnover:

Inventory Turnover 8.2 7.7 4.6 7.0 6.7
Days in Inventory 44 days 47 days 80 days 52 days 54 days
Payables Turnover 9.6 9.8 6.9 10.8 8.1
Days in Payables 38 days 37 days 53 days 34 days 45 days
Cash Conversion Cycle: 50 days 51 days 82 days 60 days 56 days |
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How do we conciliate a reduction in the Cash Conversion Cycle to 56 days in 2017 from 60 days in 2016,
while at the same time WestRock has seen a slowing in its Asset Turnover Ratio to 0.59 in 2017 from
0.62 in 20167he solution is in the Cash Flow Statement &ppendiy, working capital management
produced an outstanding cash inflow from operating activities7f &illion in 2017, compared withn
outflow of $35 million in 2016 and $43 nillion in 2015¢his lead net cash from operating activities to
improve to $1.9 billion in 2017 versus $1.68 billion in 2@k6increase of 12.6%nd $1.2 billion in
2015. Having cash flow from investing activities relatively in line with year 2016, this generatishof ¢
allowed the firm to devote more than $2.2 billion to debt repayment while reducing its Cash Conversion
Cycle.

Leverage:

Damodaran reports a D/E ratio of 50.22% for the industry; WestRock for 2017 has a D/E ratio of 63.11%.
az2zaild 2F GKS Orthelidrm/otcorimeRidl pajer With varying maturities; it also has a

revolving line of credit per se and an additional one linkedrtcAccounts Receivable Sales Agreement.

A small proportion of the total debt (24.7%) is issued by bank ld&esghted aerage cost of debt for
2Sa0Gw201 Ad odpc:r @PGSNE Of2aS (2 5FY2RFENIyQa | @SN

For 2017ongterm debt has increased in approximately $1.0 billion, most of it in the form of public
bond issuances due in 2023 to 2023]ftof the commitment went to prgay longterm bank loans and
to finance acquisitions.

Interest coverage ratio has decreased from 4.5 to 4.0 times, but cash flow coverage expressed in terms
of CFO/Total Debt has increased to 32% from 30.7% in 2016 dle &ffective generation of cash from
operations.

In conclusion, as we have seen in the analysis, Return on Equity is mainly sustained on improving profit
margins and not in increasing leverage; it is important to note that operational efficiency viaviatpr
asset turnover is expected keep occurrin@s synergies from recent acquisitions will accrue.

Fiscal year 2016 was the first full year following the RKT and MWV Combination. Ending 2017 WRK was
on track to achieve $1 billion synergy and businesfoperance improvement through fiscal year 2018.

An annual rurrate of $10million had been achieved Y1 FY2018, up from $500 million as of fiscal
yearend 2016and $840 million as of fiscal yeand 2017 WestRock reported adjusted free cash flow of
$1.2 billion in fiscal year 2017, up from $892 million in fiscal year 2016.

Updatec WestRockQ)1 FY 18 Consolidated Results
Some highlights of the first quarter of 2018 follow:

U Adjusted EPS of $0.87, up 85% yeasyear

U Adjusted Segment EBITDA margin of 16386,bps higher than in same quarter 2017.

U Benefits mainly accruing from full implementation of domestic corrugated price increases and
increased export pricing (price has increased much more than volume).

0 Adjusted operating cash flow of $374 million

U Net sales increased from $3,447 million in Q1 FY 2017 to $3,894 million in Q1 FY 2018, a 13%
increase in sales yean-year.

U Leverage ratio is maintained at 2.45x.
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Adjusted Segment EBITDA " ($ in millions)
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Figure 6: Source WRKL FY 2018 Results

Zackdnvestment Researc® 2 Y Y S v iVesiRBCX's fiistjuarter fiscal 2018 adjusted

earnings per share surged 85% on a y®aryear basis and also beat the Zacks Consensus
Estimate. Despite commodity cost inflation, the company expects adjusted earnings per share in
the second quarter to bleigher than yeaiago quarter's adjusted EPS of 54 cents. Backed by

overall industry conditions and positive volume and pricing dynamics, the company anticipates
A0NRBY3 ANRBGGK AY FA&AOFIET wHnanmy %$30CKlkoain Ay Of dzRS &
producivity and acquisitiofrelated synergies.

WestRocl¢ ANALYSIS OF COMPETITION

Key players are Crown Holdings (CCK), Owaras (Ol), Sealed Air (SEE), Bemis (BMS), Greif (GEF),
Graphic Packaging Holding (GPK), and Ball (BLLgloskstcompetitors (by means of similar business
strateqy) are International Paper (IPAvery Dennison (AVY) and Graphic Packaging Holding (GPK).

PEER GROUP: Containers & Packaging

Recent Market Price/ Net Sales Net Income
Ticker Company Name Price ($) Cap ($M) Earnings TTM ($M) TTM ($M)
WRK WESTROCK CO 63.16 16,114 9.25 15,306.50 1,762.40
AVY AVERY DENNISON CORP 104.05 9,167 33.24 6,613.80 281.80
SEE SEALED AIR CORP 4222 7,067 120.63 4,461.60 814.90
ATR APTARGROUP INC 88.36 5,509 25.84 2,469.28 220.03
SON SONOCO PRODUCTS CO 47.39 4,718 27.24 5,036.65 175.35
GPK GRAPHIC PACKAGING HOLDING C  15.23 4717 15.70 4,403.70 300.20
BMS BEMIS CO INC 4277 3,891 41.93 4,046.20 94.00
IP INTL PAPER CO 52.38 21,630 10.37 21,743.00 2,144.00
UFPT UFP TECHNOLOGIES INC 29.05 213 23.06 147.84 9.21
BLL BALL CORP 39.19 13,738 37.32 10,983.00 374.00
PKG PACKAGING CORP OF AMERICA  111.18 10,490 15.73 6,444.90 668.60
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International Paper Co (IP) is the biggest player in the field, wittwaiRon Equity close to 30%, which
is sustained in a Net Profit Margin close 94, with the same Asset Turnover & UtilizatRatioof
WestRock (Ratio is 0.6), what is pumping up ROE is its very high Leverage (with a Leverage Ratio
improved to 5.2 in 207 from 7.5 in 2016, which in opinion of the analyst is just unsustainable. Besides,
the attempted acquisition oEmurfit Kappan Ireland has been rejecteahd that will directly affect its
revenue growth hopes.

PEER GROUP ANALYSIS

REVENUE GROWTH AND EBITDA MARGIN* REVENUE GROWTH AND EARNINGS YIELD
e BLL eBlL
; <,
'y 4;1,0 . 4 2,
%%, &,
(@ <&
PKG ® ® PKG
= $AVY © WRK = ® AVY WRK ®
E e SEE ® ATR E oK ATR
S S %
@ @ 2/
2 ® GPK eIP g %o ® GPK g IP
S = > BMS- e UERT. >
= [= =
FRITNA Marain (TTANM) Farninas Yield (TTM)

Figure 7: Source: The Street Ratings

Packaging Corp. of America (PKG) is al8g player in the industry, and as IP, has been growing

through acquisitions, it shows an impressive ROE of 30% with Net Margin Pidf6btit also relying

on high leverage (Leverage Ratio is 2.84), its stock is considered to be overpriced at $hhtepéiss
operational efficiency is affected by a very long Cash Conversion Cycle of 73 days (versus WestRock of 56
days, IP of 52 days, AVY of 40 days).

Finally, Avery Dennison Corp (AVY), similar in size to PKG, achieves ROE at 25%, but with thet lowest N
Margin Profit of the group at 4%; it has high operational efficiency with an Asset Turnover Ratio of 1.29
(the highest in the group) but with unsustainable levels of leverage (Leverage Ratio of 4.9).

WeStROCK MOAT I 1M Uperating EFS 1n US (3)

WestRock is in a healthy growth path based on its
attractive valuation metricsan EBITDA margin
superiorto 15% which, in view of the proposed
timeline of events, especially the KapStone
acquisition, should be maintained in the next two
years and aér, stabilizein the upper single digit
area; unadjusted EPS show strong earnings
momentum. The upward curvature of the plotted :

. ) L . Earnings Momentum VERY POSITIVI
points in the graph shown indicates that while I
WestRock's earnings have increased from $2.55t0  jerv necatve neutral verv positivi
an estimated $3.49 over the p&s quarters, they

Figure 8: Source: Ford Equity Research
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have shown strong acceleration in quarterly growth rates when adjusted for the volatility of earnings.
This indicates an improvement in future earnings growth may occur and theaf&.40 EPS for
FY201%nd adjusted EBITDA to moreath$4 billion in 2022announced by managemergeemvery
plausible to occur.

The Free Cash Flow profile is very robustevered Free Cash Flow by our own calculation exceeds $1.7
billion in years 2016 and 2017, and management reports adjusted Fred~@astotaling $2.2 billion for
the same period.

Another area in which WestRock excels is in delivering returns to investors, in reporting the first quarter
of 2018, management has given a full year guidance of 10% growth in revenue up to $16.3 billion in
sales, growth in operating cash flow to $2.4 billion and an adjusted EBITDA growth of 20% to $2.8
billion; besides, have announced an increase of 7.5% in dividendbeugdal to get to $1 billion in

their approved stock repurchase program, which already treached $756 million as of the end of 2017.

Bottom-ine

My recommendation to Bukelieson attractive valuation metrics, attractive free cash fI(RCF) profile

and the opportunity to drive EPS growth from significant synergies and productivity €foes$700

million savings forecasted by yeand FY2018). The company hasproven history of positivgrowth

through acquisitions and has beeansistently profitableTheannounced acquisition of KapStone Paper

& Packaging for $4.9 billion, expectedciose beforeahe end of fiscal year & great strategidit and

would be immediately accretive to ER&J FCPVly valuation finds an EV/EBITDA of 12.2x, which is a
significant premium over the historical forward EV/EBITDA®S of the last three yearshe free cash

flow profile plenty justifies such premium. The market strong tendency to improve based on supply and
demand fundamentals for the corrugated packaging industry are to be important catalysts for WestRock
growth.

WestRock GRAHAKBUFFETHROIN OF VIEWNALYSIS

We have reviewed in detail the financial situation, business strategy and moat of WestRock, having
arrived at the conclusion that the company is healthy, and the business strategy is sound, and its
prospects of growth are not only plabs but very real. It is the leader in the corrugated packaging
market and second in the consumer packaging market, its operational efficiency based on vertical and
horizontal integration gives them a competitive advantage over its direct competitioR&Es efforts

have allowed them to offer a broad product portfolio with differentiated-site packaging machinery
solutions(they have deployed 2,000 corrugated automated packaging systems and 1,000 beverage
packaging systems with their costumerjerebydeveloping a network of captive and satisfied
institutional customergelivering them solutions with lower cost, improved sustainability and minimal
risk that promote their sales growth.

With such impressive profile, it is clear the market has failed epate the real value of the
company, maybe putting too much emphasis on its leveraged position as a risk factor that would
prevent growth. We think it is undervalued and ready to deliver.

Stock Selection Criteria, comparison with peers and industry:
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s Stock Fwd . Current

price P/E Ratio

Cap (US

Bill)
WestRock Co 16.38 $62.48 1455 140 2.67% 10.0% 15
International Paper Co = 24.27 @ $57.73 11.31 3.8 3.21%  25.4% 1.6
Packaging Corp of A 11.09 $115.00 13.82 5.5 2.15% 33.9% 24
BallCorp 14.09 $38.44 16.84 391 1.02% -9.30% 1.0
Industry - - 14.46  4.06 -- 10.0% 1.53

StockPositioningaccording to Graham principles:

U Price in relation to earnings: right under 15 and a little over industry avethgeis the main
criteria forselection.
U Financial condition:
o CurrentRatia rightat 1.5and also withindustry averaggit is expected to raise close to
2 with the cash generation.
o Debt to Net Current Assets: debt is 2 times NCA, but interest expense is less than a 20%
of its operatng profit.
U Earnings stabilityif we adjust for norrecurring expenses in year 20E3rnings and revenue
have been growing steadily in the last five years
U Dividend record: Dividend growth rate, 3 years: 31.7%, above industry ayéndbe last two
yearsafter the Combination, dividends have grown 7.5% per year.
U Earnings growth: EPS 2016 = $2.87, EPS 2017 = $3.18; growth rate 10.8%
U Price to book: above criteria:40 A slightly overvalued.

We conclude WestRock would be an appealing stock Graham wouw@leoimvesting in. But, does it
have a margin of safety?

WestRoclkc MARGIN OF SAFETY

| believe the margin of safety of WestRock lies not only on its strong financials and sound business
strategy, but mainly in the quality inherent to its busingssposition; WestRock provides a broad
portfolio of differentiated solutions partnering with their clients to be at par with emerging consumer
trends, being eéeommerce, digital advanced packaging or simple convenjdraeexpanded its

presence tacountry-wide and foreign marketshas a proven record of disciplined capital allocation with
sound investments not only on strategic alliances and acquisitions but also on capital investments in
their mill and converting propertiest has exceeded its goals oéé& cash flow generation in the last two
years. From an investor perspective, not only offers a generous and growing dividend peoxading a
yield of 2.58%but also has sharerepurchaseprogramauthorized on 2015 for up to 40 million shares
(15% of ommon shares outstanding) from which around 15 million shares have been repurchased in
the last three years with an aggregate value returned to shareholders of around $670 million
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As the graph shows, there amaultiple levels to success in the goals to be achieved.

Figure 9: Source: WRK Investor Day 2017

More important, its business is clear, its

strategy is straightforward, it has set ground

rules for growth generation through

diverdfication of products, operational

efficiency, and a philosophy of considering

the customer more a partner than a client;

its management is clearly involved in the
generationof valué Yy R & LJdzida G KSANJ
GKSNBE GKSANI Y2dziK Aa¢ | a
graphin the side, insider purchases in the

last twelve months are superior to any sales

by management. This also points to the fact Figure10: Source: Wall Street Journal
that management also thinks the company

is undervalued at th@resentmoment.

WestRock, UFCIVALUATION MODEL

At the time of thisreport writing (4/18/2018), WestRock trades ain historic low P/E ratio (TTM) of 9.70
(forward P/E ratio of 14.4) and EV/EBITDA of 9.44 (Yahoo! Finance); given these valuation metrics, the
company is clearly undervaluedmpared tathe industry and its pers.

gl £ tSi
AlQa akKz2gy Ay (GKS

The Unlevered Free Cash Flow (UFCF) Model results in a target price of $79.36nplieshis trading

at adiscountof 19% with its current market price of $66.61. The implied EV/EBITDA the model reaches
is at 12.2x multiple, suggesting a premium of 29% above the actual EV/EBITDA of 9.44. The model
implies a forward P/E multiple @2.3x taking into consideration the effeof dividends irretained

earnings and hence, in shareholders common equity.
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