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Price: $0.565
Valuation: $0.69 Key Points
Recommendation Buy * CKL's 1H 06 result was in line with our forecast with the
) ) ) company remaining on track to at least meet our FY 06
Risk Rating: High earnings projections.
Market Capitalisation: $46m
+* We were pleased with the 26% increase in sales
: revenue to $35.1m which was driven by both the
12-Month Share Price Chart contribution from Castle Graphics (acquired December
2004) as well as from existing organic operations. In
090 particular, organic growth was up 16% on the pcp.
080
07 + Corresponding NPAT was up 10% to $3.0m with the
0o company declaring an interim dividend of $0.01 per
0% share fully franked - in line with our guidance.
s + This interim result places CKL squarely on track to
030 meet our FY 06 normalised NPAT target of $6.0m -
020 $5.7m when accounting for the non-recurring cost
01 associated with the Sydney site relocation. This should
0o enable the payment of a 2H 06 dividend of $0.017
T ST T R R T QR QR QT R, Qs taking the FY 06 forecast total to $0.027 per share.
S8 8888888888
5883888588332 8 + Operating cash flows were ($0.4m). While this was
SRS 8 HH8 858 disappointing, we note it was impacted by an $0.8m
cash tax payment from 2005 (non recurring), increased
working capital in line with increased revenues and
$0.6m in debtors expected to fall in December which
Year 30 June 04A  05A  O6E  O7E did not come through until January.
R $ 496 586 676 713 . . o .
evenue ($m) + While this cash flow position is not ideal, the company
Net Profit ($m) 2.6 31 5.7 6.2 expects $4.5m in operating cash flow in 2H 06 which
. will support the remainder of its capex program -
EPS*(c) 64 69 71 77 designed to increase output capacity. We also note the
EPS growth (%) na 80 22 93 expected reduction in capex from FY 07.
P/E Ratio (x) 88 82 80 73 + Debt levels are in line with our expectations and we
EBIT 6.7 73 107 110 continue to target total debt of $31.3m at FY 06E. On a
positive note, 1H 06 EBITA/net interest cover of 5.3x is
EV/EBITDA 68 64 63 57 slightly ahead of our FY 06 forecast of 5.1x.
EBITDA Margin 215 195 190 19.0
o + CKL has reiterated the outlook statement it gave at the
NPAT Margin 10194 90 87 2005 AGM, forecasting sales growth of 10-15% (TNL
Dividend (c) 0.0 25 27 33 estimates 15%) and EPS growth of at least 5% (TNL
_ estimates 2%). The company’s guidance includes the
Yield (%) na 44 48 58 abnormal cost associated with the site relocation.
Franking (%) n.a 100 100 100
) + In light of this interim result and the company’s outlook
Debt / Equity (%) 736 605 704 611 comments, we have retained our existing FY 06
EBITA/Int. Exp. (x) 48 5.0 5.1 52 earnings and dividend forecasts. Similarly, we have
. continued to value CKL using a DCF valuation, cross
ROE (%) 6.7 68 116 114 referencing this with earnings capitalisation techniques.
 Ex-goodwill amortisation Applying consistent parameters we maintain our per
** Ex-goodwill amortisation & non-recurring items share valuation of $0.69.
# As such we retain our Buy recommendation.
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Sales Growth

Break down of sales growth
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INVESTMENT FEATURES

CKL recorded 1H 06 sales growth of 26% to $35.1m which is in line with our
forecasts and places the company on track to meet our FY 06 estimates of 15%
sales growth to $67.3m.

Excluding Castle Graphic’'s (acquired December 04) circa 10% contribution to
group sales, organic sales growth was an impressive 16% versus pcp. This
reflects the company’s focus on expanding output capacity and was generated
from both new customers and existihg customers in the
Pharmaceutical/Healthcare, Food & Beverage and FMCG sectors.

The sales growth translated to increased earnings with EBITDA of $6.5m up
15%. However, despite the increase, margins fell from 20% to 18.5% due to
the contribution from Castle Graphics lower margin business and the increased
focus on securing new clients.

Margins were also impacted by $0.16m in costs associated with a bad debt and
legal challenge to CKL'’s trading name (from a foreign company). We expect
margins to stabilise when these costs are removed and as the company
accelerates output from its capital expenditure program.

Bottom line NPAT was up 10% to $3.0m and when excluding 1H 05 goodwill

amortisation EPS growth totalled 7%. This growth trajectory continues the
company'’s record of underlying sales and earnings appreciation.

Sales & Earnings Comparative Growth

e —_——————— -

< R —_—_————-

5.0
2 @ Revenue ($m)

$20.0 | W EBITDA ($m)
ONPAT ($m)

$15.0

$10.0

1HO04 1H05 1H06

While earnings growth was pleasing, it did not translate to growth in operating
cash flows which came in at ($0.4m) versus $3.6m in the pcp. This was caused

by:
e A cash tax payment of $0.8m which related to FY 05 tax and hence
will not recur in 2H 06.

e Increased working capital requirements in line with increased sales -
working capital increased by $3.2m versus 2H 05.

e $0.7m in customer receipts due to be paid in December 05 which fell
into January 06.
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Forecast cash flows

Debt levels

NTA Positive

Earnings targets
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Despite this 1H 06 disappointment, CKL has noted it expects 2H 06 operating
cash flows of $4.5m which supports the further $3.5m in capital expenditure we
expect this half. Despite the large FY 06 capex program, we reiterate our view
that FY 07 will see a significant capex reduction as the company consolidates
its FY 06 spend.

Debt as at 31% December 05 of $33.9m was in line with our expectations.
While we are not forecasting a sizeable increase in this debt level, we estimate
the company to have access to a further $2.5m in un-drawn bill facilities while
circa $2.3m from its bank overdraft remains unused.

As forecast, the company’s financial position places it in a NTA per share
positive position to the tune of $0.012.

While we did not expect the ramp up in working capital for the half, the overall
result falls in line with our expectations. As such we have not altered our sales,
earnings or dividend forecasts for FY 06 and have also left our FY 07 targets
unchanged.

]
VALUATION & RECOMMENDATION

With our estimates remaining unchanged, we continue to value CKL applying
our existing DCF assumptions while using earnings capitalisation techniques to
cross reference this valuation.

In particular, our DCF approach assumes:

e WACC of 12.3%

e Revenue growth of 3% post FY 07

e Consistent EBITDA margins of 19% post FY 07
e Terminal growth rate of 3%

This generates a per share valuation of $0.69. At this level the company would
trade on a FY 06E P/E of 9.8x, EV/IEBITDA of 7.0x and carry a fully franked
yield of 3.9%. We believe this represents fair value.

As such we retain our Buy recommendation.
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NUMBERS

EPS*(c) 64 69 11 7 Revenue 496 586 67.6 713
EPS Growth (%) na  80% 2%  93% EBITDA 106 113 128 135
PIE Ratio (x) 88 8.2 8.0 13 Depn/Amort, (39 () (20) (2.6)
CFPS (c) 57 98 55 92 Total EBIT 6.7 13 107 110
Price/CFPS (x) 99 58 103 6.2 Net Interest Expense 22 (L9 21 29
DPS (¢) 00 25 27 33 Pre-Tax Prof 45 54 86 89
Dividend Yield (%) na  44%  48%  58% Tax 20 (23 (26) 27
Franking (%) na  100%  100%  100% NPAT (pre-non-recurring items) 26 31 6.0 6.2
Payout Ratio na 5%  38%  42% Non-recurring ltems (post tax) 00 00 (04) 00

NPAT pre-amortisation (incl. non-recurring items) 50 55 5.7 6.2

Revenue Growth (%) na  182% 153%  54%

EBITDA Growth (%) na 2%  127%  6.0% Cash

EBIT Growth (%) na 86%  474%  24% Receivables 95 109 126 136

NPAT (pre-amort, incl. non-reccur, ltems) Growth (%) na  102% 40%  9.3% Inventories 34 52 70 75
PPE 152 196 260 262
Intangibles 456 461 461 461
Other Assets 12 24 31 26

EBITDA Margin (%) 5%  195%  190%  19.0% Total Assets 749 84.1 949 9.0

EBIT Margin (%) 1B7%  125%  160%  154% Creditors 46 59 6.1 6.2

NPAT (pre-nonrecurring items & amortisation) Margin (%)~ 101%  94%  90%  8.7% Borrowings 282 215 345 323

EVIEBITDA (x) 6.8 6.4 6.3 57 Other Liabilities 36 53 53 47

EVIEBIT (x) 107 100 14 11 Total Liabilities 364 386 458 432
Total Shareholders Equity 385 455 090 528

Price/Book (x) 147 124 115 107

Dt (3m) @2 @5 @5 @3 | [ear 15 3l 51 62
Debt / Equity (%) 736%  605%  704%  611% Depreciation + Amortisation 19 40 20 26
Debt/(Debt + Equity) (%) 24  31% 4% 31.9% (Increase)/Decrease in Working Capital (08  (06) (33) (14)
EBITANet Interest (x) 48 50 51 52 Increase/(decrease) in other 18 14 0.0 0.0
ROE (%) 6.7%  68%  116%  114% Net Operating Cash Flow 44 79 44 74
ROA (%) 90% 8%  113%  114% Capital Expenditure 03 (39 (85) @1
Equity (Acquisitions)/disposals @26 (29 0.0 0.0
Other 0.9 0.0 0.0 0.0
Net Investing Cash Flows (3.6) (6.3) (8.5) 27
0% Cash Dividends 00 (08 @) (4
so0 Equity Issues/(buybacks) 13 0.0 0.0 0.0
SO0 Net Debt 29 07 70 (23
$0%0 Other 00 00 00 00
o Net Financing Cashflow L6 (15 49 (@)
L L n n . . o o - Net Cash Flow 08 00 08 (00
S £ £ £ £ £ 5§ § € § g § ¢t Cash at Beginning of Period 00 (08 (08 00
§ £ £ & £ ¢ = 2 & =z Z F g Cash at End of Period 08 (08 00 00

” cor s s " Source: Tolhurst Noall Ltd

*EPS calculated ex-goodwil amortisation
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DISCLAIMER

Disclosure of Interest

Tolhurst Noall Ltd (‘Tolhurst Noall’) and/or entities and persons connected with it may have an interest in the securities the subject of the
recommendations set out in this report. In addition, Tolhurst Noall and/or its agents will receive brokerage on any transaction involving the relevant
securities. Colorpak listed on the ASX in April 2004 via an initial public offer of shares in the company that raised $25m. The IPO was fully
underwritten by Tolhurst Noall, for which Tolhurst Noall received an underwriting fee and a management fee equal to a set % of total funds raised
in the IPO.
Disclaimer

The information and opinions contained in this report have been obtained from sources Tolhurst Noall believed to be reliable, but no representation
or warranty, express or implied, is made that such information is accurate or complete and it should not be relied upon as such. Information and
opinions contained in the report are published for the assistance of recipients, but are not relied upon as authoritative and may be subject to
change without notice. Except to the extent that liability cannot be excluded, no Tolhurst Noall Group company accepts any liability for any direct or
consequential loss arising from any use of material contained in this report.

General Advice Warning

This report is intended to provide general advice only. In preparing this advice, Tolhurst Noall did not take into account the investment objective,
the financial situation and particular needs of any particular person. Before making an investment decision on the basis of this advice, you need to
consider, with or without the assistance of a financial adviser, whether the advice is appropriate in light of your particular investment needs,
objectives and financial circumstances.

Explanation of Tolhurst Noall's Recommendation and Risk Rating system:

Recommendations are assessments of each Tolhurst Noall Analyst's view of potential total returns over a 1l-year period relative to the
performance of the All Ordinaries Accumulation Index.

Expected total Return is measured as (capital gain (or loss) + dividend)/purchase price

We have divided our recommendations into five main categories:

Strong Buy: Expected Total Return in excess of 25% over a 1 year period relative to All Ordinaries Accumulation Index

Buy: Expected Total Return between 15% and 25% over a 1 year period relative to All Ordinaries Accumulation Index

Accumulate: Expected Total Return between 5% - 15% over a 1-year period relative to All Ordinaries Accumulation Index

Hold: Expected Total Return between -5% and 5% over a 1 year period relative to All Ordinaries Accumulation Index

Sell: Expected Total Return less than -5% over a 1 year period relative to All Ordinaries Accumulation Index

Risk Ratings:

Risk is a subjective assessment of overall risk within a company including price volatility and earnings variability, external liquidity, and size.
We divide our risk into three categories:

High: Company typically has high price volatility and earnings variability, low external liquidity and has a small market capitalisation.
Medium: Company typically has moderate price volatility and earnings variability, external liquidity and a medium size market capitalisation.
Low: Company typically has low price volatility and earnings variability, high external liquidity and is a large size market capitalisation.

| verify that I, Nick Maclean, have prepared this research report accurately and that any financial forecasts and recommendations that are
expressed are solely my own personal opinions. In addition, | certify that no part of my compensation is or will be directly or indirectly tied to the
specific recommendation or financial forecasts expressed in this report.
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