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Valuation and key data:

ASX code CKL
Share price (cps) 72
Valuation (cps) 82
Prem/(Disc) to price 14%
Shares on issue (m) 81.5
Market Cap. ($m) 58.7
12mth price range (cps) 60 - 76
Summary Financials:
June Y/E 1lla 12e 13e
Rev. ($m) 127.4 195.3 196.6
change 58% 53% 1%
NPAT ($m) 1 75 8.5
change 10% % 13%
EPS (cps) 8.7 9.2 10.4
change 10% 6%  12%
DPS (cps) 33 33 38
Tangible ROE 48%  29%  34%
Valuation multiples:
PER(x) 83 78 6.9
Div. Yield 45%  45%  52%
EV($m) 95.8 104.0 102.3
EV/EBIT (x) 6.3 6.3 58
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The Colorpak share pric

e has

outperformed the All Ordinaries Index by

€.20% over the previous 12 months.

Investment overview

Colorpak Limited (CKL) provides investors with defensive
revenues and profits as well as the potential for growth. Since
2003, revenues from the folding carton industry have remained largely
unchanged (local production) despite the GFC (¢.$612m-c.$623m). The
steady nature of industry revenue is a result of the non cyclical nature of
the packaged products which CKL’s customers offer (eg,
pharmaceutical, food, fast food, beverages).

Despite steady ‘top line’ industry conditions, an impressive feature of
CKL is that it has achieved increases in market share (prior to the
Carter Holt Harvey (CHH) acquisition) yet maintained its profit
margins.

The main growth option for the company is achieving economic returns
from the recently acquired CHH business. The achievement of a
conservative FY14e EBITDA margin of ¢.5.3% for the acquired CHH
business produces incremental EBITDA of ¢.$6m, which represents
40% growth from the $15.0m achieved by the traditional CKL
business in FY1la.

We value CKL at 82 cps, up 14% from the current share price of 72
cps. The 83 cps valuation implies a 12 mth forward PER of 8.4x and
EV/EBIT of 6.6x. Both these valuation multiples are c.70% of the
respective Small Industrial’'s averages.

Key points

= CKL announced its 1H12 result and the headline results are:

- Underlying NPAT of $4.8m, up 26% pcp. Reported NPAT was
-$2.2m vs +$2.8m pcp. As previously flagged by the company
the reported result was impacted by the restructuring associated
with the acquired CHH business. The reported result was also
impacted by higher factory costs as a result of the Reservior site
closure and transfer of business to two other CKL Victorian sites.

- Underlying EPS of 5.8 cps, up 25% pcp.
- Interim dividend of 1.75 cps, ff, unchanged from 1H11.

= The integration of CHH is progressing to plan. The business is
now managed as a single entity and rebranded as Colorpak. The IT
program is progressing well and rationalisation of premises is now
complete.

= CKL provided guidance that:

- “The CHH acquisition has increased the company’s
exposure to seasonality with the first half now stronger than
the second.” This is largely due to increased exposure to the
beverage sector which typically has higher sales during the 6
months to December. Expecting ¢.55% / c.45% revenue split

between 1H / 2H12.

- “The underlying results of the business continue to track well.”

Please refer to the disclaimer at the end of this report
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Headline 1H12 Financial Results
Table: Headline 1H12 Financial Results
$m 1H11 1H12 Change
Revenue 43.5 104.1 139%
EBITDA 8.0 10.5 32%
D&A -1.4 -2.0
EBIT 6.6 8.6 30%
Net interest income -1.1 -1.7
Pretax Profit 5.4 6.8 26%
Tax -1.6 -2.1
Adj NPAT 3.8 4.7 26%
Significant items (a/tax) -1.0 -7.0
Rep. NPAT 2.8 -2.2
EPS cps 4.7 5.8 25%
DPS cps 15 15 0%

Source: CKL reports

Income statement

» Revenueis $104.1m vs $43.5m pcp. The large increase follows the
inclusion of a full 6 month contribution from the acquired Carter Holt
Harvey folding carton (CHH) business.

= Underlying EBITDA is $10.5m vs $8.0m pcp. The EBITDA margin is
10.1%, down from 18.4% pcp due to the acquired lower margin CHH
business.

» Underlying EBIT is $8.6m vs $6.6m pcp. The D&A charge is $2.0m vs
$1.4m pcp due to the acquired CHH fixed assets.

= Underlying NPAT is $4.8m, up 26% pcp. Reported NPAT was -$2.2m
vs +$2.8m pcp. As previously flagged by the company the reported
result was impacted by the restructuring associated with the acquired
CHH business. The reported result was also impacted by higher factory
costs as a result of the Reservior site closure and transfer of business to
two other CKL Victorian sites.

A breakdown of the restructuring, integration and business combination
costs is illustrated in the table on the page which follows.

= Underlying EPSis 5.8 cps, up 25% pcp.

= DPSis 1.75 cps, ff, unchanged from the interim dividend paid in FY11.

Please refer to the disclaimer at the end of this report Page 2 of 10
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Table: Restructuring, integration and combination costs (b/tax)

$m
Restructuring and integration costs
Redundancies 6.6
Premises provisions 1.8
Moving costs 0.7
Equipment and inventory provisions 0.2
Integration costs 0.5
Total restructuring and integration costs 9.8
Business combination costs
Computer set-up 0.1
Rebranding 0.1
Other 0.0
Total business combination costs 0.2

Source: CKL reports

Cashflow

» Excluding restructuring costs, operating cashflow is $8.1m vs $5.6m pcp.
Operating cashflow in 1H12 benefitted from a $2.08m receipt which was
received on 1st July 2011 relating to FY11 performance. However, this
was almost entirely offset by $1.9m of customer receipts that were due in
1H12 but not paid until early January.

» Net capex in 1H12 is $1.9m, and CKL has provided guidance that FY12
capex will be c.$5m.

» During 1H12, CKL paid another $4.4m in settlements to the vendors of
the CHH business as a result of higher working capital at the date of
acquisition.

= Operating cash flow in 1H12 included an improvement in working capital
of $3.7m.

» At31/12/11, net debt was $43.6m vs $34.2m at 30/6/11. The debt / (debt
+ equity) ratio has increased to 38.6% which is higher but remains
relatively modest.

CHH integration and restructuring

= CHH integration is well advanced and progressing to plan.
= Rationalisation of premises is now complete.
= Business now managed as single entity and rebranded as Colorpak.

= |T program progressing well.

Please refer to the disclaimer at the end of this report Page 3 of 10
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Table: Net Cashflows, pre tax IRR and acquisition valuation multiples

Outlook Guidance

= “the 2nd six months will continue to be heavily focused on integration

activities across the business and we will be driving for efficiencies .....

= “The CHH acquisition has increased the company’s exposure to
seasonality with the first half now stronger than the second.” This is
largely due to increased exposure to the beverage sector which typically
has higher sales during the 6 months to December. Expecting 55% /
45% revenue split between 1H / 2H.

= “The underlying results of the business continue to track well.”

Financial benefits from the CHH acquisition

We estimate the pre tax IRR on the acquisition will be ¢.20%, and the FY13e
and FY14e proforma EV/EBIT multiples will be < 6.6x and 5.4x respectively.

FY1lla FY12e FY13e FY14e FY15e
CHH EBIT 0.4 2.6 3.8 4.6 5.0
EBITDA margin 3.1% 4.3% 5.3% 5.8%
EBIT margin 2.2% 3.2% 3.9% 4.2%
CHH acquisitions costs:
Cash payment for base bus. -5.0
Transaction costs -1.4
Integration costs -2.2 -10.0
Working capital adj's ® 4.4
Unwind of Provisions @ -1.0 0.9 -1.5 -0.9
Total costs -8.6 -15.4 -0.9 -15 -0.9
Net Cashflows -8.2 -12.8 2.9 3.2 4.1
Pretax IRR W&@&® 19%
NPV of total costs © -25.1
Proforma EV/IEBIT 9.7 6.6 54 5.0

Note: (1) this figure does not reflect any benefit from an improvement in working capital over time; (2) Upon acquisition of CHH, CKL took on $16.5m in

liabilities including lease rentals that are not considered to be commercial in the current market as well as make good obligations under those premises

leases and also some contracts with customers that were considered to be uneconomic. These figures do not reflect any benefits from actions such as sub
leasing; (3) 2.5% long term growth; (4) discounted at 9.5%, being CKL’s cost of debt. Source: CKL reports and estimates

Please refer to the disclaimer at the end of this report
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The upside case

Our earnings estimates include the acquired CHH business achieving an
EBITDA margin of ¢.5.3% in FY14e. There is upside potential to this
estimate. Below we illustrate the IRR and acquisition valuation multiples if
CKL achieves a 7.2% EBITDA margin from the acquired CHH revenues.

The pre tax IRR from the CHH acquisition increases to ¢.28% and the
proforma EV/EBIT multiples falls materially to ¢.3.6x in FY14e.

Table: Upside case (Net Cashflows, IRR and acquisition valn multiples)

FYlla FY12e FY13e FYl4e FY15e
CHH EBIT 0.4 2.6 5.7 7.0 7.5
EBITDA margin 3.4% 5.9% 7.2% 7.9%
EBIT margin 2.2% 4.8% 5.9% 6.3%
CHH acquisitions costs:
Cash payment for base bus. -5.0
Transaction costs -1.4
Trans. related integration act’s -2.2 -10.0
Working capital adj's ® 4.4
Unwind of Provisions @ -1.0 -0.9 -15 -0.9
Total costs -8.6 -15.4 -0.9 -1.5 -0.9
Net Cashflows -8.2 -12.8 4.8 5.5 6.6
Pretax IRR W4 ®@&® 28%
NPV of total costs @ -25.1
Proforma EV/EBIT 9.7 4.4 3.6 3.4

Note: (1) this figure does not reflect any benefit from an improvement in working capital over time; (2) Upon acquisition of CHH, CKL took on $16.5m in
liabilities including lease rentals that are not considered to be commercial in the current market as well as make good obligations under those premises
leases and also some contracts with were customers that considered to be uneconomic. These figures do not reflect any benefits from actions such as sub
leasing; (3) 2.5% long term growth; (4) discounted at 9.5%, being CKL’s cost of debt. Source: CKL reports and estimates.

In terms of the sensitivity between the CHH EBITDA margin vs CKL group
valuation, we estimate the following:

- 83 cps valuation for CKL which includes a ¢.5.3% EBITDA margin in
FY14e (assuming our CHH revenue estimates).

- If the contribution from CHH continues to be close to 0, the CKL valuation
declines to ¢.57 cps.

- If the contribution from CHH increases to reflect an EBITDA margin of
€.7%, then the CKL valuation increases to ¢.105 cps (assuming our CHH
revenue estimates).

Please refer to the disclaimer at the end of this report Page 5 of 10
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Other key sensitivities

In addition to future EBITDA margins from the acquired CHH business, the
other key sensitivities are:

Customers

Although the acquisition of CHH’s folding carton business has significantly
diversified CKL’s customer base, CKL has a humber of large customers
which if lost would impact future profits.

Raw materials

The folding carton industry is supplied with paperboard by local producers
and imports through local paper merchants. Whilst supply shortages are
uncommon, raw material prices are subject to fluctuations.

Since FY05, CKL has successfully retained raw material costs as a
proportion of revenue at ¢.39% - 43% as illustrated below left.

Chart: CKL raw material costs/Revenue
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Source: CKL reports
Imported product

The proportion of imported product has increased to ¢.9% of total industry
revenue, which is a threat to local producers. However, this has not
changed materially since 2009. A depreciation of the AUD should act as a
deterrent for customers considering importing product.

Please refer to the disclaimer at the end of this report Page 6 of 10
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Financial and Valuation Summary
Valuation & Investment Data
ASX code CKL
Share price (cps) 72
DCF valuation (cps) 82
Premium/(Discount) to price 14%
Shares on issue (m) 81.5
Market Capitalisation ($m) 58.7
12mth share price range (cps) 60 -76
Headline Financials (June Y/E) FY06a FY07a FY08a FY09a FY10a FYlla FY12e FY13e FYl4e
Revenue ($m) 70.7 71.8 78.8 78.8 80.8 127.4 195.3 196.6 198.0
change 2% 10% 0% 3% 58% 53% 1% 1%
EBITDA ($m) 10.9 12.7 14.3 135 14.6 15.8 19.3 21.1 22.6
change 17% 13% -6% 8% 9% 22% 9% 7%
EBIT ($m) 8.5 9.8 115 10.5 11.6 12.7 15.2 16.4 175
change 15% 17% -9% 11% 9% 19% 8% 7%
NPAT ($m) 4.5 51 6.2 5.6 6.4 7.1 7.5 8.5 9.4
change 12% 23% -10% 14% 10% 7% 13% 11%
EPS (cps) 5.6 6.3 7.7 6.9 7.9 8.7 9.2 10.4 11.5
change 12% 23% -10% 14% 10% 6% 12% 10%
DPS (cps) 2.75 2.75 3.00 3.00 3.25 3.3 3.3 3.8 4.00
Franking 100% 100% 100% 100% 100% 100% 100% 100% 100%
Tangible ROE 0% 228% 111% 65% 57% 48% 29% 34% 31%
Valuation multiples
PER (x) 8.3 7.8 6.9 6.3
Div. Yield 4.5% 4.5% 5.2% 5.6%
Enterprise value ($m) 96.1 104.2 102.6 99.7
EV/EBITDA (x) 5.0 4.9 4.5
EV/EBIT (x) 6.3 6.3 5.9

Please refer to the disclaimer at the end of this report
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Financials
INCOME STATEMENT FY10a FYlla FY12e FY13e FY14e CAPITAL FY10a FYlla FY12e FY13e FYl4e
Revenue 80.8 127.4 195.3 196.6 198.0 Equity 39.2 39.5 39.5 39.5 39.5
Expenses -66.3 -111.6 -176.0 -175.5 -175.4 Reserves -0.6 -0.4 -0.6 -0.6 -0.6
EBITDA 14.6 15.8 19.3 21.1 22.6 Retained earnings 21.8 34.2 31.9 37.3 435
D&A -3.0 -3.1 4.1 -4.7 5.1 Minorities 0.0 0.0 0.0 0.0 0.0
EBIT 11.6 12.7 15.2 16.4 17.5 Shareholders equity 60.5 73.3 70.8 76.2 82.3
Net Interest inc./exp. -2.5 -2.5 -4.3 -4.3 -4.1
Pretax Profit 9.1 10.2 10.8 12.1 13.5 Represented by:
Tax 2.7 -3.2 -3.3 -3.6 -4.0 Cash 0.0 0.0 0.0 0.0 0.0
OEI 0.0 0.0 0.0 0.0 0.0 Receivables 12.6 38.2 29.6 29.8 30.0
Adj NPAT 6.4 7.1 75 8.5 9.4 Inventories 10.2 30.5 24.8 25.0 25.2
add/(less): sig. items (a/tax) 0.0 8.8 -7.0 0.0 0.0 Other 0.6 1.8 2.0 2.0 2.0
Rep. NPAT 6.4 15.9 0.6 8.5 9.4 Current assets 235 70.5 56.4 56.8 57.2
PPE 27.9 40.6 41.3 41.6 426
CASHFLOW FY10a FYlla FY12e FY13e FY1l4e Intangibles 46.1 46.1 46.1 46.1 46.1
Rec's less pay's 12.3 11.4 18.9 18.6 19.9 Other 0.0 3.8 3.8 3.8 3.8
Interest inc. 0.0 0.1 0.0 0.0 0.0 Non current assets 74.0 90.6 91.2 91.5 92.5
Interest exp. -2.3 -2.6 -4.0 -4.3 4.1
Tax -1.0 -2.6 -3.4 -4.8 -3.8 Total assets 97.5 161.1 147.6 148.4 149.7
Other 0.0 0.0 -0.4 0.0 0.0
Operating cashflows 9.0 6.2 11.1 9.5 12.0 Payables 8.6 25.4 16.7 16.8 16.9
Capex -1.2 5.7 -4.8 -5.0 -6.0 Debt 0.0 3.2 1.9 2.3 1.4
Acq./sale of bus.'s 0.0 -8.6 4.4 0.0 0.0 Other 2.5 13.6 2.7 2.7 2.4
Other 0.0 0.2 -8.9 0.0 0.0 Current liabilities 11.1 422 21.3 21.8 20.7
Investing cashflows -1.2 -14.2 -18.1 -5.0 -6.0 Debt 22.8 31.0 43.6 41.6 39.6
Equity 0.0 0.0 0.0 0.0 0.0 Other 3.1 14.6 11.9 8.8 7.1
Debt -4.8 8.3 11.4 -2.0 -2.0 Non current liabilities 25.9 45.6 55.5 50.3 46.7
Dividends -2.6 -3.4 -2.9 -2.9 -3.1
Other 0.0 0.0 -0.3 0.0 0.0 Total liabilities 37.0 87.8 76.8 72.1 67.4
Financing cashflows 7.4 4.8 8.2 -4.9 -5.1
Change in cash 0.4 -3.2 1.3 -0.4 0.9 Net assets 60.4 73.3 70.8 76.2 82.3
Cash (EoP) 0.0 -3.2 -1.9 2.3 -1.4 Net Tangible Assets 14.3 27.1 24.7 30.1 36.2

Please refer to the disclaimer at the end of this report Page 8 of 10
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Valuation Observations

Chart: 12 month forward PER

Chart: Free Cash Flow Yield vs 3 mth BB Swap

: EV/EBIT
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Chart: Small Ind. PER vs ASX 100 PER

Chart: EV/EBIT relative to the Small Industrials
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Disclaimer and Disclosure of Interest

This document has been prepared by Pegasus Securities Pty Ltd. Whilst information contained in this publication has been prepared with all reasonable care from sources that Pegasus Securities believes are reliable, Pegasus
Securities accepts no responsibility or liability for any errors, omissions or misstatements however caused. Any opinions, forecasts or recommendations reflects the judgment and assumptions of Pegasus Securities as at the date
of publication and may change without notice.

This note is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific investment objectives, financial situation or particular needs of any specific recipient. No
representation or warranty, expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to information concerning Pegasus Securities, its
subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the note. Recipients should not regard the note as a substitute for the exercise of
their own judgment. Any opinions expressed in this note are subject to change without notice and may differ or be contrary to opinions expressed by other business areas within the Pegasus group as a result of using different
assumptions and criteria. The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially different results. The analysts responsible for the preparation of this report may
interact with other constituencies of the Pegasus group for the purpose of gathering, synthesizing and interpreting market information. Pegasus Securities is under no obligation to update or keep current the information
contained herein. Pegasus Securities relies on information barriers to control the flow of information contained in one or more areas within the Pegasus group, in to other areas, units, groups or affiliates of Pegasus.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may
adversely affect the value, price or income of any security or related instrument mentioned in this report. Pegasus Securities nor any of its affiliates, directors, employees or agents accepts any liability for any loss or damage
arising out of the use of all or any part of this report.

Distributed by Pegasus Securities Pty Ltd, Authorised Representative of Pegasus Corporate Advisory Pty Ltd (AFS Licence No 299 752) only to “Wholesale” clients as defined by s761G of the Corporations Act 2001.

All rights reserved. This report may not be reproduced or redistributed, in whole or in part, without the written permission of Pegasus Securities and Pegasus Securities accepts no liability whatsoever for the actions of third
parties in this respect.

Pegasus Securities has been commissioned by Colorpak Limited for the completion of this research report. Pegasus Securities currently holds no shares or options in any of the companies referred to in this report. This position
is subject to change without notice.
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