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International Paper Co (IP) 
The Best of Both Worlds: Long-Term Strategy and Day-to-Day 
Execution 
  

 Another Quarter, Another Convincing Beat – We are reiterating our Buy rating 
following an impressive 2Q beat ($0.80 vs. $0.67 cons); IP continues to leverage its 
global footprint while aggressively managing costs. SG&A as a percent of sales 
declined 30bp sequentially to 7.3%, while op margin held up better than competitors (-
20bp to 9.1%) despite rising raw materials. Long-term strategic initiatives (TIN bid, Ilim 
expansion, entry into India) don’t appear to be distracting IP from day-to-day execution. 

 Committed to (Potentially Lengthy) Bid for TIN – IP reiterated its commitment to 
acquire TIN, with management commentary suggesting a willingness to endure a 
lengthy process. We think a negotiated transaction is the most likely outcome, with IP 
potentially sweetening its offer when regulatory approval is closer at hand; regulatory 
review may take until December-January. In our view IP could potentially raise its bid to 
$35-36 (9.1-9.3x TIN’s NTM EBITDA) and still realize ~$0.40 of accretion in year one. 

 Reduced Outages Will Help Offset 3Q Cost Inflation – Rising input costs (a $0.05 
sequential headwind in 2Q) represent the key risk for producers in 2H. OCC, chemicals 
and freight continue to trend upward, although cost inflation should partially be offset by 
~$0.10 less maintenance outages in 3Q. Volumes are stable, with packaging improving 
modestly into July but generally moving “sideways” in a low-growth US economy.  

 Emerging Market Growth Engine – 32% of IP’s 1H op income was generated outside 
North America, with the strongest contribution coming from the Ilim JV. Ilim contributed 
$0.13 in 2Q, up 30% sequentially. Because of Ilim’s reporting lag 3Q results will reflect 
2Q peaking pulp prices. In Printing Papers, topline growth came from Europe (+18.8% 
Y/Y) and Brazil (+7.3%), while North American growth remained modest (+3.0%). 

 TP to $38; Reiterate Buy – We are adjusting our 2011-13 estimates and raising our TP 
to $38. Acknowledging uncertainty surrounding the TIN bid, we reiterate our Buy. 
 

Equities  

 

EPS Q1 Q2 Q3 Q4 FY FC Cons 

2010A 0.04A 0.42A 0.91A 0.68A 2.05A 2.05A 

2011E 0.74A 0.80A 0.78E 0.62E 2.94E 2.87E 

Previous 0.74A 0.66E 0.78E 0.62E 2.80E na 

2012E 0.57E 0.83E 1.06E 0.86E 3.32E 3.18E 

Previous 0.64E 0.93E 1.07E 0.91E 3.55E na 

2013E na na na na 2.90E 2.96E 

Previous na na na na 3.00E na 
              

Source: Company Reports and dataCentral, CIR.   FC Cons: First Call Consensus.   

Buy/High Risk 1H
Price (28 Jul 11) US$30.53
Target price US$38.00

from US$36.00   
Expected share price return 24.5%
Expected dividend yield 3.4%
Expected total return 27.9%
Market Cap US$13,348M

 
 

Price Performance 
(RIC: IP.N, BB: IP US) 

 

See Appendix A-1 for Analyst Certification, Important Disclosures and non-US research analyst disclosures. 
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        Fiscal year end 31-Dec 2009 2010 2011E 2012E 2013E 

        Valuation Ratios     

        P/E adjusted (x) 34.4 14.9 10.4 9.2 10.5 
        EV/EBITDA adjusted (x) 9.0 6.7 5.6 4.9 5.0 
        P/BV (x) 2.2 1.9 1.6 1.5 1.4 
        Dividend yield (%) 1.8 1.3 3.2 3.4 3.4 
        Per Share Data (US$)     
        EPS adjusted 0.89 2.05 2.94 3.32 2.90 
        EPS reported 0.89 2.05 2.93 3.30 2.89 
        BVPS 14.16 15.79 18.62 20.67 22.29 
        DPS 0.55 0.40 0.98 1.05 1.05 

        Profit & Loss (US$M)     

        Net sales 23,366 25,179 26,789 28,216 28,963 
        Operating expenses -21,498 -23,749 -24,709 -25,687 -26,804 
        EBIT 1,868 1,430 2,080 2,530 2,158 
        Net interest expense -669 -608 -532 -443 -325 
        Non-operating/exceptionals 0 0 0 0 0 
        Pre-tax profit 1,199 822 1,548 2,087 1,833 
        Tax -469 -221 -532 -668 -587 
        Extraord./Min.Int./Pref.div. -352 289 255 13 5 
        Reported net income 378 890 1,271 1,432 1,252 
        Adjusted earnings 378 890 1,275 1,440 1,256 
        Adjusted EBITDA 2,776 3,275 3,736 4,056 3,656 
        Growth Rates (%)     
        Sales -5.9 7.8 6.4 5.3 2.6 
        EBIT adjusted 382.6 -23.4 45.5 21.6 -14.7 
        EBITDA adjusted -6.9 18.0 14.1 8.6 -9.9 
        EPS adjusted -56.1 131.3 43.3 12.9 -12.8 

        Cash Flow (US$M)     

        Operating cash flow 4,655 1,631 2,625 2,992 2,892 
        Depreciation/amortization 1,472 1,456 1,414 1,480 1,440 
        Net working capital 479 -458 -267 -120 0 
        Investing cash flow -593 -834 -1,252 -1,100 -1,000 
        Capital expenditure -534 -775 -1,110 -1,100 -1,000 
        Acquisitions/disposals -17 -152 0 0 0 
        Financing cash flow -3,376 -588 -1,124 -1,892 -1,892 
        Borrowings -3,089 -383 -569 -1,336 -1,336 
        Dividends paid -140 -175 -425 -456 -456 
        Change in cash 748 181 326 0 0 

        Balance Sheet (US$M)     

        Total assets 25,548 25,368 25,967 25,667 25,187 
        Cash & cash equivalent 1,892 2,073 2,399 2,399 2,399 
        Accounts receivable 2,695 3,039 3,901 3,781 3,581 
        Net fixed assets 12,688 12,002 11,784 11,404 10,964 
        Total liabilities 19,293 18,284 17,670 16,494 15,318 
        Accounts payable 3,708 4,190 4,291 4,451 4,611 
        Total Debt 9,033 8,671 8,000 6,664 5,328 
        Shareholders' funds 6,255 7,084 8,297 9,173 9,868 

        Profitability/Solvency Ratios (%)     

        EBITDA margin adjusted 11.9 13.0 13.9 14.4 12.6 
        ROE adjusted 7.4 13.8 17.2 17.0 13.6 
        ROIC adjusted 7.1 6.6 8.5 10.1 8.8 
        Net debt to equity 114.2 93.1 67.5 46.5 29.7 
        Total debt to capital 59.1 55.0 49.1 42.1 35.1 

        

For further data queries on Citi's full coverage universe 
please contact CIRA Data Services Americas at 
CIRADataServicesAmericas@citi.com or +1-212-816-
5336 
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2Q recap – Buy-rated IP reported a strong 2Q with adjusted EPS of $0.80, well 
above Citi estimates of $0.66 and consensus at $0.67. Adjusted EPS excludes 
$0.28 of net charges, the largest being an asset impairment in Consumer 
Packaging ($0.24). Topline was in-line with consensus expectations at $6.64B, 
while op profit rose 29% Y/Y to $603mm. IP’s Ilim JV (earnings +30% sequentially) 
provided upside, while Containerboard was weaker than expected on the Vicksburg 
mill shutdown. The 2Q effective tax rate of 33% was roughly in-line with our 
estimates. 1H free cash flow (CFO – Capex) of $752mm has exceeded our 
expectations. Year-end net debt declined sequentially to $6.09B from $6.48B in 1Q, 
highlighting IP’s attractive deleveraging potential. 

Stock Action – We are raising FY 2011 EPS estimates to account for IP’s 2Q beat. 
Our FY 2012-13 estimates have been lowered slightly to reflect weaker pulp price 
assumptions. Rolling over to higher NTM EBITDA and adjusting for lower net debt 
(including pension underfunding), our TP goes to $38. Reiterate Buy (1H). 
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International Paper Co 
 
Company description 

International Paper is the largest global producer of paper products, with 2010 sales 
of over $25B. Containerboard (Industrial Packaging) and Printing & Writing Papers 
are the two most important businesses for IP, each contributing approximately 40% 
of earnings. Consumer Packaging (primarily Bleached Board) contributes ~10%, 
with Distribution contributing ~5%. The company is headquartered in Memphis, 
Tennessee, and had approximately 59,500 employees at year-end 2010. 
 
Investment strategy 

We are Buyers of IP with a target price of $38. We are constructive given our view 
that: 1) the company’s portfolio transformation puts it in a position to generate 
improved margin and ROC over the cycle; 2) IP is set to meaningfully improve free 
cash flow generation and cash conversion as a result of its more focused portfolio; 
3) deleveraging and a disciplined attitude towards capital deployment will result in 
shareholder-friendly moves to return cash; and 4) IP’s participation in BRIC markets 
is a way to offset the problems of mature, high cost developed markets. 
 
Valuation 

We use EV/EBITDA as our primary valuation methodology, assigning a 6.0x target 
multiple to $3.6B estimated NTM EBITDA to derive a target price of $38. Our price 
target further incorporates a $2/share value for IP’s 50% equity stake in the Ilim JV. 
Our target multiple reflects our view that 2011 is potentially a mid-cycle earnings 
year for the paper sector and IP. Over the past ten years, IP's trading EV/EBITDA 
multiple has been as low as 3.6x and at a ~60% discount to the S&P 500 and as 
high as 12.0x and at a 13% premium to the S&P 500. 
 
Risks 

We rate IP High Risk. Risks that may impact our target price include:  

Demand decline in uncoated freesheet - North American demand for one of IP's key 
products, uncoated freesheet, has declined at a ~4% CAGR rate over the past 10 
years. While the industry has matched supply to demand, an acceleration of this 
demand decline could cause IP to miss earnings estimates.  

Hostile Takeover Bid for TIN – IP has entered into a $3.4B hostile bid to acquire 
Temple-Inland (TIN). If IP were to overpay for TIN or have difficulty successfully 
realizing synergies from an acquisition it could negatively impact company earnings. 

BRIC operational & political risk - IP generates roughly 27% of income from 
emerging markets, with significant JV investments in Russia, China and Brazil. 
These markets have historically seen unpredictable governmental policies, which 
could potentially impact IP's earnings negatively.  

Containerboard capacity additions - North American containerboard supply/demand 
has been well-balanced in 2010-11, creating pricing power in IP's Industrial 
Packaging business. The addition of capacity in the Containerboard market could 
cause a loosening of this supply/demand balance, potentially impacting IP's 
earnings.  
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Currency risk - A strengthening of the US dollar relative to the other currencies 
would negatively impact IP's earnings, while a depreciation of the US dollar would 
positively impact IP. 
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Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from 
International Paper Co. 

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking 
services from International Paper Co. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from International 
Paper Co in the past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): International Paper Co. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, securities-related: International Paper Co. 
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Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, non-securities-related: International Paper Co. 

Citigroup Global Markets Inc. or an affiliate received compensation in the past 12 months from International Paper Co. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its 
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking 
revenues. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis 
product ("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: 
Legal/Compliance. In addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are 
contained on the Firm's disclosure website at www.citigroupgeo.com.   Valuation and Risk assessments can be found in the text of the most recent research 
note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research & Analysis Ratings Distribution       
 12 Month Rating Relative Rating 
Data current as of 30 Jun 2011 Buy Hold Sell Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 54% 36% 11% 10% 81% 10%

% of companies in each rating category that are investment banking clients 45% 41% 42% 50% 42% 44%
Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings: 
CIRA's stock recommendations include a risk rating and an investment rating. 
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rating. 
Analysts may place covered stocks “Under Review” in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) 
affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed “Under Review” will be monitored daily by 
management. As soon as practically possible, the analyst will publish a note re-establishing a rating and investment thesis. 
To satisfy regulatory requirements, we correspond Under Review to Hold in our ratings distribution table for our 12-month fundamental rating system. 
However, we reiterate that we do not consider Under Review to be a recommendation. 
Relative three-month ratings: CIRA may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most 
preferred) or under-performance (least preferred) versus the analyst's coverage universe over a 3 month period. The relative call may highlight a specific 
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the 
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in his coverage universe, explaining the basis for this 
short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which reflects a longer-term total 
absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to a buy recommendation 
and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is considered non-relative-
rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings distribution table for our 3-month 
relative rating system. However, we reiterate that we do not consider NRR to be a recommendation. 

For securities in developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are:Buy (1) (expected total return of 10% or 
more for Low-Risk stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-
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return). 

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change 
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price 
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to 
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NON-US RESEARCH ANALYST DISCLOSURES 
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Citigroup Global Markets Inc Anthony Pettinari 
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Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to International Paper Co. (For an explanation of the 
determination of significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citigroupgeo.com.) 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and 
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Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other 
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal 
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availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies 
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Investment Research & Analysis 
(CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of CIRA to provide research 
coverage of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity 
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