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3 Packages Limited (PKGS) in its 2Q2010 results investments (Nestle already announced an interim dividend of the international market remain key risks to our investment

(14 reported a loss of Rs41.7mn (loss per share Rs0.49) Rs20/ share) will be accounted for in 2H2010 by PKGS. thesis.
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. . . . Investment Income 48 742 -93%
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of 36%YoY to arrive at Rs5.5bn in 2Q2010, taking 1H2010
sales to RS11.4bn (up 45%Y0oY). Encouragingly, the exports’
share too rose to 6.5% in 1H2010 compared to 2.9% in
1H2009. The paper & board production and conversion
utilization stands at 62% and 79% in 1H2010, respectively.

Rising material costs kept margins under pressure
Although gross profit improved by 225%YoY to Rs 295mn in
the 2Q2010, it shrunk by 14%QoQ on rising material costs.
Resultantly gross margins came down to 6.2% in 2Q2010
compared to 6.8% in 1Q2010. Going forward, we expect
these to improve again as the company continues to focus on
price pass through’s & better inventory management.

Investment income subdued in 2Q2010

As expected the investment income remained subdued at
Rs48mn in the 2Q2010 in comparison to Rs742mn in the 1Q -
which was higher because of ~Rs520mn dividend income
received from Tetra Pak. However, in 2H2010, we may see
an upswing in the trend, as dividend income from its strategic

Source: Company Accounts

Interestingly, the company recorded a reversal of Rs15mn as
Other Operating expenses (mainly owing to adjustments in
the provident fund) as against an expense of Rs 1.8bn in
2Q2009 on account of an impairment charge booked on its
Nestle holding,

Outlook: ‘Buy’ recommended

We have a ‘Buy’ recommendation on the scrip as the
company’s EPS is expected to improve to Rs9.3 in 2011 from
the estimated Rs5.8 in 2010. We anticipate the company’s
topline to grow at a 3 year CAGR (2009-2012) of 17.6%.
Furthermore, we expect the company to continue to receive
higher dividend income from its key strategic investments
(Nestle, Tri Pak and IGI Insurance amongst others). Our
SoTP valuation breaks up into Rs58 contributed by core
operations, Rs62 streaming from the company’s investment
portfolio and Rs34 from the 10yr Tetra Pak dividend flows.
However, rising material & power costs and competition from

IMF to provide US$450mn as emergency financing
In a major development yesterday, IMF announced the
allotment of US$450mn in immediate emergency funding to
Pakistan to help the country manage the aftermath of the
devastating floods. The funding is likely to be provided later
this month, subject to the board’s approval, and is expected to
be released under the Emergency Natural Disaster
Assistance (ENDA) programme. Discussions are ongoing as
far as the 5th IMF review is concerned; with the fund
expected to likely release a tranche of US$1.7bn once this
round of meetings end, within the current month.
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