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Summary 
A good company with conservative management that will probably deliver a 10% return over 

the long term. However, it is also cyclical so I am happy to put it on the watch list and wait 

for returns of 15% or even 20%.  

I still have to look at some businesses in the sector and then I’ll probably add two or three to 

the watch list. I feel that over the next 20 years, this could be a good sector to find bargains as 

the cycles evolve. 

 

Investing in the paper industry 
I have spent the last few days looking into the global paper industry. I gave a quick look to 

approximately 30 stocks and of those I have picked a few that I will research in depth. Those 

are Klabin, Nine Dragons Paper, Finnish and Portuguese paper stocks plus probably two 

North American stocks.  

Part of my stocks list: 
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From the paper sector analysis, I can conclude that there are some positive trends as the 

global middle class is growing but that there aren’t really moats as anybody can buy or build 

a paper mill and make paper. Therefore, the only safety one can find is with integrated 

producers that can access their own pulp cheaply, thus Latin America, Finland and Portugal. 

In the US the timber land is owned by REITs, that are great businesses but also valued like 

great businesses while in Canada it is mostly the government that owns the land.  

What am I looking for? I am looking for businesses that give me a margin of safety through 

value, be it business value, growth, sector tailwinds and when I find that, I put them on my 

watch list and buy only when the probable long-term return is 15%. Given the cycles in some 

industries like paper, mining or countries, it is not that rare that a stock price hits my buying 

range. Let’s see at what price would UPM give us a 15% business return.  

UPM Company Overview 
The first two things that strike me positively with UPM is that they have zero net debt and 

that they are planning on transformative prospects. Usually the market doesn’t value at all 

something that might happen in 5 years but with such boring companies as paper businesses, 

it often happens and you see good things later when the market recognizes them.  
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Source: UPM Investor Relations 

The second important thing is that 2018 was a year of record earnings. In a cyclical industry 

it makes me very cautious and I prefer using 5 or 10 year averages when it comes to valuing 

the past. 

UPM is mostly focused on Europe which means I have to look at the European market for 

paper and pulp.  

 

Their products are diversified which is good but the majority of EBIT comes from 

biorefining. 

https://www.upm.com/siteassets/asset/investors/2019/upm_agm_ceo_presentation_final.pdf
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A company’s guidance usually gives you a good indication of what you have to look for.  

 

In this case, UPM’s performance will always be linked to global economic growth as it sets 

the prices for their products. Secondly, input costs, as we will see later in the financial 

overview are also meaningful and thirdly, we have to see about those fair values of forest 

assets as that is a tricky thing and can skew EBIT significantly depending on how the 

management is approaching it.  

For those interested in investing into sustainable businesses, UPM is trying its best to lower 

CO2 emissions and their message is that forestry can provide the same products as fossil 

fuels but with lower emissions.  
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Talking about forests, they own 512k hectares in Finland and plant 100 trees per minute.  
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Business strategy 
Their main future development plan is to build a pulp mill in Uruguay. The mill would 

produce 2 million tons of eucalyptus pulp and cost about 2 billion EUR.  

 

However, it will take a few years before that happens but if they can get a 10% return on 

capital and be highly competitive globally, it could be a really good plan. Klabin, a Brazilian 

competitor just decided to go on with its Puma mills so I wonder if that might change UPM’s 

plans in Uruguay.  
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I have found a nice article on ResearchGate on eucalyptus production in Uruguay. I have 

requested the full text to see what is going on there and will update when I get it. The abstract 

says how it all boils down to the demand of two integrated paper producers. One will 

probably be UPM. 

The fact that UPM owns 230k hectares of land there already makes things easier to grasp and 

lowers the risk. They already own a mill there (Fray Bentos) and the mill covers 9% of 

Uruguay’s energy demand apart from making 1.3 million tons of pulp.  

Sustainability aside, there are also negative consequences of producing eucalyptus 

monocultures.  

Further on the strategy, they are also investing in R&D and significantly when compared to 

profits.  

https://www.researchgate.net/publication/325681595_Business_Overview_of_the_Uruguayan_Forestry_Sector_Producer_of_Eucalyptus_globulus
https://www.upm.com/news-and-stories/articles/2016/06/long-term-commitment-to-eucalyptus-in-uruguay/
https://bluechannel24web.wordpress.com/2011/10/14/negative-consequences-of-eucalyptus-monocultures-in-uruguay/
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Remember, even Nokia was a paper business at first.  

The key is that they maintain their cost competitiveness.  

 

If they can do that, all will be well. Now that we know the story, let’s look at the financial 

aspects of the same story.  

UPM – Financial Overview 
The 2018 financials look really good but given it is a cyclical industry we have to be careful 

when looking at numbers. We also have to keep in mind the currency as UPM reports in 

Euros.  
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Over the last 5 years the company has created EUR 7 billion in operating cash flows, of 

which 3 billion went for deleveraging, 2.2 for the dividend and 1.9 billion for investments. 

Now they are debt free and ready perhaps to develop the new mill in Uruguay.  

 

Operating cash flows of 7 billion lead to 1.4 billion per year.  

As the deleveraging is done, they will have more money for dividends and they will take a bit 

of debt to build the mill in Uruguay.  



Stock Market Research Platform  25 April 2019 

10 

 

 

In any case, the dividend over the next 5 years should be 50% to 100% higher than in the past 

5 years, depending on market forces of course. I must say that I am impressed to see how the 

company lowered its debt by 4 billion over the last 10 years.  

 

Consequently the market capitalisation expanded significantly too.  

The increase in prices created a nice increase in EBIT, and I must say that it is nice they are 

not using EBITDA like all others are.  
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The largest contributors to EBIT is biorefining. What is important to see is how all these 

sectors balance out over time.  

 

The business returns look excellent and a high ROCE is what you want when looking at good 

businesses.  
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Given that in 2018 the ROCE was above expected we could say we are in a positive cycle 

part for the industry.  

 

The policy 2x net debt to EBITDA means these guys can take about 3 to 4 billion in debt 

easily in Europe, probably at very low interest rates. We should take them over, pay huge 

dividends and leverage them to the hilt. We can’t lose but we could make huge returns if we 

win.  
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They have a good dividend policy. 

 

And it will probably stay high if things continue to be good on their market.  

A look at the 10year financials shows something happened in 2012 but also that the company 

has been constantly profitable no matter the cycles.  
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Source: Morningstar – UPM stock 

I would say that the business, as it is now can deliver 700 million in profits per year no matter 

the cycles in the industry. Plus, there is the growth and there is the margin of safety in the 

land, who doesn’t like to own forests. If you can’t get a good price for the wood, you simply 

let it grow and get a return later.  

From the balance sheet I can see that the cost of building what they have is 20 billion, but it is 

on the book for just 4 billion. They don’t have much goodwill and it looks like the 2012 

impairment is related to some past acquisition.  

 

https://financials.morningstar.com/income-statement/is.html?t=0P00000662&culture=en&platform=sal
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The cash flows have been used in investments, about 400 million per year and debt 

repayment. You cannot not like these guys. 
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On a 700 million value added per year, from the financial and current business perspective, 

requiring a 15% I come go a 4.6 billion EUR valuation for this part.  

Further, given the potential to borrow more, the available investment capital from cash flows 

and the target return on equity of 10%, one could assume that the 3 billion they might assume 

in debt, in combination with 3 billion added by themselves, could lead to another 300 million 

to 600 million in yearly returns in the future. Also, those trees keep growing whatever 

happens. This would add another 4 billion to the valuation.  

Over the next 10 years, the average return to shareholders could be 1.4 billion per year, in 

line with current EBIT. That would justify a valuation of between 10 and 14 billion.  

A look at the stock price suggests we are at the high end of the valuation.  
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However, we must keep in mind that this is a cyclical industry and that you might get much 

better entry opportunities. 



Stock Market Research Platform  25 April 2019 

18 

 

 

All in all, for now, investors can expect a 10% return from UPM over the long term. 

Something actually very, very good. As for me personally, I still have to look at the other 

Finnish paper stocks, the Brazilian Klabin, two Portugese, two North Americans and the 

Chinese Nine Dragons.  

This will give me a good overview of what is going on in the sector and I might pick one or 

two to cover. By covering a stock over a few years, you really learn about the sector, the 

business, the management and about how the market breathes in relation to the stock. 

Consequently, you can buy when the risk is the lowest and the returns the highest like it was 

the case between 2009 and 2015 with the best time to buy being 2014.  

I like the tailwinds of the sector in the form of demand for tissue that gives a long-term 

margin of safety.  

 


