Taking Stock: Enthusiasm for Packaging Corp. easy to contain
by Malcolm_Berko

Dear Mr. Berko: Please tell me what you know about Packaging Corp., which trades at $26.69 a share. I've
looked at the company and it seems to be a value buy with good earnings and a consistent $1 dividend. I'd like
to buy 400 shares if you give me the go-ahead. My broker says its looks good and a good friend, who is a
CPA, also thinks it looks like a good buy at this price. If you agree, then I'll buy 400 shares, 200 for my
Individual Retirement Account and 200 for my wife's IRA.

C.L.

Boca Raton, Fla.

Dear C.L.: Packaging Corp. of America (PKG-$26.69) was the result of an initial public offering at $12 a
share; at 10:33 a.m., Jan. 28, 2000, PKG debuted on the New York Stock Exchange and officially became a
public corporation. (Coincidentally, on that same day in 1547, King Henry VIII of England died and his
9-year-old son Edward VI assumed the throne.)

But the IPO of the nation's sixth-largest producer of containerboard and corrugated products wasn't received
with the plaudits, panache and excitement common to most new issues. Revenues immediately after its IPO
were just under $2 billion, net profit margins were a healthy 7.2 percent, operating margins were 25.6 percent
and return on shareholder's equity was 20.7 percent. Not shabby and I reckoned that PKG looked like one of
those undiscovered jewels every money manager cherished.

So I bought 300 shares at $12.25, immediately after the luke-cold IPO shares quickly crashed to $9 plus
loose change. So I sold my 300 shares about two weeks later (right at the bottom) and ignominiously took a
$1,000 loss.

During the years that followed, revenues fell, earnings crashed, capital spending declined, book value
remained flat, operating margins and return on shareholders' equity plunged and cash flow tumbled. But much
to my chagrin, PKG rose steadily to $25 a few years later and peaked at $31 last year.

Well all those key numbers (cash flow, net profit margins, etc.) now appear to be turning around. Earnings
for this year are expected to come in at $1.33 and next year the Street's looking at $1.56. Net profit margins,
shareholder's equity, book value all seem to be improving and the $1 dividend, which yields 3.9 percent, may
be increased to $1.10 in the next quarter.

In fact, Value Line believes that PKG is poised to "outperform the broader markets over the next six to
12 months." And the estimable Value Line believes PKG has expenses under tight control, expects revenues to
top $2.3 billion in 2008 and possibly $2.6 billion by 2011 and projects a stock price of $40.

Today PKG looks prim as a prior. PKG has maintained its $1 dividend, suggesting that management has
maintained its confidence in its business and its commitment to shareholder value. Operational flexibility
allows PKG to keep fuel cost low by using bark and coal (two of the lowest-cost fuels) for about 75 percent of
its purchased fuel needs. Wise capital investments seem to have given PKG enormous fiber-source flexibility
reducing its exposure to pricing volatility. Meanwhile, long-term debt has decreased by 20 percent while
working capital has almost doubled in the past six years. And the company seems to have a high level of
vertical integration, which helps support its low-cost mill system. Frankly, the company looks like a fairly
good, conservative, long-term investment for patient investors.

Goldman Sachs gives PKG a converted five-star ranking and Citigroup rates the stock as a "buy."
Morningstar thinks PKG could trade at $30 and change this year, several are bullish reports have been
published and MSN Stock Scouter Rating ranks PKG at an 8 out of 10.

That's cool beans, but I got this "gnaw" in the back of my head that says, "Unh-unh, don't buy the stock, it
just doesn't feel right." I think PKG may be fully priced at $25.20 and the shares just don't butter my toast. I
wouldn't buy the stock but if you must, then please consider purchasing 200 shares instead of 400.

Please address your financial questions to Malcolm Berko, P.O. Box 1416, Boca Raton, FL 33429 or e-mail
him at malber@comcast.net.
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