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Packaging Corp of America (PKG)

Energy Project Risks Receding, Rewards in Plain Sight; Reiterate
Buy

Operational Risks Easing on Strong Execution — PKG posted a strong 2Q based on
higher volume growth (+3.2% Y/Y) and positive price mix, as average containerboard
prices rose $52/ton sequentially. Operational risks associated with the energy projects
at Valdosta and Counce are receding as PKG is hitting its milestones on plan. The
projects could add $0.40 to 2012 EPS and give PKG a powerful lever to offset input
cost inflation, which is the biggest threat to containerboard producer margins in 2H.

2012 Set For Free Cash Flow Step-Up — Following the completion of the $295mm
energy projects in 4Q, FY 2012 capex will likely return to the ~$110mm range, allowing
PKG to generate 12.5% 2012 pre-dividend free cash flow yield. PKG’s balance sheet
flexibility, high ROC specialty sales focus, and history of disciplined capital allocation
make it our favored name in containerboard.

Group Still Needs Cost Relief — 3Q guidance was softer than expected ($0.43 vs.
$0.46 cons.) as cost inflation has accelerated. PKG is controlling the controllable, but
ultimately the group needs a price increase to offset rising costs. We still see a
resolution of the IP-TIN situation as the key to unlocking a price hike; we model a
$60/ton hike implemented in 2Q *12 (see Containerboard Playbook, pub. July 1%).

Box Price Erosion Less of a Concern? — Investors have worried about reports of
sporadic box price discounting and OBM'’s view that corrugated prices slipped 5-9% in
2Q. PKG's own realized price ($1,098/ton) was stronger than expected, while the
company cited data that average industry box prices have risen for three consecutive
months. Export margins for virgin producers remain attractive with OCC up 31% Y/Y.

TP to $33; Reiterate Buy — We are adjusting 2012 EPS estimates to account for the
strong 2Q and softer 3Q guidance, while our above-consensus estimates for 2012-13
increase slightly on the energy project potential. TP moves to $33; reiterate Buy.

B Company Update
B Target Price Change
W Estimate Change

Buy/Medium Risk ™
Price (19 Jul 11) US$27.46
Target price US$33.00
from US$32.00
Expected share price return 20.2%
Expected dividend yield 2.9%
Expected total return 231%
Market Cap US$2,799M

Price Performance
(RIC: PKG.N, BB: PKG US)

usb

30

28

26

24

22 . 1 . . 1 . . . .
30 31 31 30
Sep Dec Mar Jun

EPS Q1 Q2 Q3 Q4 FY FC Cons
2010A 0.12A 0.38A 0.60A 0.52A 1.62A 1.62A
2011E 0.39A 0.39A 0.43E 0.49E 1.70E 1.73E
Previous 0.39A 0.35E 0.47E 0.51E 1.72E na
2012E 0.47E 0.68E 0.68E 0.75E 2.58E 2.40E
Previous 0.47E 0.59E 0.72E 0.77E 2.55E na
2013E na na na na 2.78E 2.62E
Previous na na na na 2.74E na

Source: Company Reports and dataCentral, CIR. FC Cons: First Call Consensus.

Anthony Pettinari
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anthony.pettinari@citi.com

See Appendix A-1 for Analyst Certification, Important Disclosures and non-US research analyst disclosures.
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Fiscal year end 31-Dec 2009 2010 2011E 2012E 2013E
Valuation Ratios
P/E adjusted (x) 295 16.9 16.1 10.6 9.9
EV/EBITDA adjusted (x) 9.6 7.3 74 5.5 5.1
P/BV (x) 3.1 2.8 2.7 23 20
Dividend yield (%) 2.2 2.2 27 29 29
Per Share Data (US$)
EPS adjusted 0.93 1.62 1.70 2.58 2.78
EPS reported 2.60 2.00 1.68 258 2.78
BVPS 8.73 9.92 10.25 11.70 13.46
DPS 0.60 0.60 0.75 0.80 0.80
Profit & Loss (US$M)
Net sales 2,148 2,436 2,603 2,826 2,946
Operating expenses -1,795 -2,250 -2,308 -2,391 -2,509
EBIT 352 185 294 435 438
Net interest expense -35 -32 27 -25 10
Non-operating/exceptionals 0 0 0 0 0
Pre-tax profit 317 153 267 410 447
Tax -51 52 -96 -146 -161
Extraord./Min.Int./Pref.div. 0 0 0 0 0
Reported net income 266 205 17 265 286
Adjusted earnings 95 166 174 265 286
Adjusted EBITDA 350 457 463 603 602
Growth Rates (%)
Sales 9.0 134 6.8 8.6 43
EBIT adjusted 45.8 -47.4 58.7 47.8 0.7
EBITDA adjusted -13.6 30.7 1.2 30.4 0.3
EPS adjusted -30.7 74.0 52 514 7.7
Cash Flow (US$M)
Operating cash flow 306 350 329 470 485
Depreciation/amortization 151 156 156 159 152
Net working capital 18 -34 -8 0 0
Investing cash flow -119 -321 -246 -120 -170
Capital expenditure -114 -320 -245 -120 -120
Acquisitions/disposals -5 -1 -2 0 -50
Financing cash flow -75 93 -106 -350 -315
Borrowings -1 -1 30 -242 -222
Dividends paid -17 62 -77 -82 -82
Change in cash 111 -64 24 0 0
Balance Sheet (US$M)
Total assets 2,153 2,224 2,345 2,339 2,390
Cash & cash equivalent 261 197 173 173 173
Accounts receivable 243 293 339 379 419
Net fixed assets 1,183 1,338 1,423 1,384 1,352
Total liabilities 1,254 1,215 1,312 1,158 1,024
For further data queries on Citi's full coverage universe Accounts payable 127 154 198 238 278
please contact_CIRA DaFa Servipgs Americas at Total Debt 681 681 M1 469 247
S aDataServicesAmericas@ci com or +1:212:816- Shareholders' funds 899 1,009 1,033 1,181 1,366
Profitability/Solvency Ratios (%)
EBITDA margin adjusted 16.3 18.8 17.8 21.3 204
ROE adjusted 12.0 174 17.0 23.9 225
\ Powered by: ROIC adjusted 19.0 14.1 11.2 16.3 16.1
@dataCentra| Net debt to equity 46.7 48.0 52.0 25.1 54
Total debt to capital 431 40.3 40.8 284 15.3
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Energy Project Risks Receding, Rewards in
Plain Sight; Reiterate Buy

2Q Recap — PKG reported adjusted 2Q EPS of $0.39, above consensus estimates
of $0.34 and previous company guidance of $0.35. PKG saw better-than-expected
volume growth (shipments up 3.2% Y/Y, or $0.06) and improved price and mix
($0.09), despite planned downtime at all four of the company’s mills. PKG further
announced 3Q guidance of $0.43, below consensus estimates of $0.46. We expect
rising costs and limited price relief to challenge producer margins in 2H, but remain
positive on containerboard given the compelling US virgin fiber cost advantage and
favorable industry consolidation.

2Q corrugated shipments and containerboard production exceeded our estimates
despite the planned outages. Corrugated shipments rose 3.2% Y/Y, while
containerboard production was up 2.9%. Inventories fell 18k tons sequentially over
1Q. 2Q topline beat our estimate, rising 8.1% to $665mm, while higher COGS
crimped gross margins to 20.6%, down ~60bp sequentially. The effective tax rate of
35.9% was in-line.
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Packaging Corp of America

Company description

PKG is a vertically integrated pure-play containerboard producer. The company has
2.45mm of capacity, giving it a 7% market share in the US. PKG’s linerboard and
corrugated production comes from four mills. The company has 68 box plants in 26
states, with the majority of those sites in the Midwest, Northeast, and Southwest.
PKG is headquartered in Deerfield, IL, and has roughly 8,000 employees.

Investment strategy

We are buyers of PKG (1M) with a target price of $33. The company’s industry-
leading integration rate to virgin fiber and sales emphasis on higher-value local
accounts should allow it to generate superior ROC over the cycle. PKG further

benefits from a lean operational model and highly focused management. In an

industry plagued by value-destroying acquisitions, PKG management has been
extremely judicious in capital deployment.

Valuation

We use EV/EBITDA as our primary valuation methodology, assigning a 7.5x target
multiple to $528mm estimated NTM EBITDA to derive a target price of $33. Our
target multiple of 7.5x reflects the paper sector is in a mid-cycle earnings phase,
with PKG deserving a premium to other containerboard producers because of its
specialty business model and excellent history of capital allocation.

Risks

We rate Packaging Corp of America Medium Risk (1M) due to the following factors:

Containerboard Supply/Demand - North American containerboard supply/demand
has been well-balanced in 2010-11, which could attract greenfield and converted
tonnage to the market. If this tonnage is greater than our forecast, it could result in a
weaker pricing environment and lower earnings for PKG and other containerboard
producers.

Raw Material Volatility — PKG's containerboard production requires the purchase of
raw materials including natural gas, OCC, and chemicals. Prices for these raw
materials are volatile, and a rapid escalation of prices may cause PKG to miss its
earnings estimates.

Manufacturing Exposure — Containerboard demand is correlated to manufacturing
activity, which is volatile. Strengthening US industrial demand may cause PKG's
earnings to improve, while declining demand may cause the company to miss
earnings estimates.

Threat of Substitution — Containerboard consumers have attempted to reduce the
weight and usage of containerboard in applications, while substitutes such as
plastic and bleached board have made inroads. If this trend were to accelerate, it
might cause PKG's end market demand to decline.

Operational Risk — In order to supply its box plants and meet merchant demand
PKG runs its containerboard mills at high operating rates. Mills are subject to
outages and disruptions; unplanned downtime at one of PKG’s mills could cause it
to miss earnings estimates.
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Appendix A-1
Analyst Certification

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.
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Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis
product ("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention:
Legal/Compliance. In addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are
contained on the Firm's disclosure website at www.citigroupgeo.com. Valuation and Risk assessments can be found in the text of the most recent research
note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.

Citi Investment Research & Analysis Ratings Distribution

12 Month Rating Relative Rating
Data current as of 30 Jun 2011 Buy Hold Sell Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 54% 36% 1% 10% 81% 10%
% of companies in each rating category that are investment banking clients 45%  41%  42%  50%  42%  44%

Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings:
CIRA's stock recommendations include a risk rating and an investment rating.
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Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S).

Investment ratings are a function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk
rating.

Analysts may place covered stocks “Under Review” in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis)
affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed “Under Review” will be monitored daily by
management. As soon as practically possible, the analyst will publish a note re-establishing a rating and investment thesis.

To satisfy regulatory requirements, we correspond Under Review to Hold in our ratings distribution table for our 12-month fundamental rating system.
However, we reiterate that we do not consider Under Review to be a recommendation.

Relative three-month ratings: CIRA may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the analyst's coverage universe over a 3 month period. The relative call may highlight a specific
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in his coverage universe, explaining the basis for this
short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which reflects a longer-term total
absolute return expectation. For purposes of NASD/NY SE ratings-distribution-disclosure rules, most preferred calls correspond to a buy recommendation
and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is considered non-relative-
rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings distribution table for our 3-month
relative rating system. However, we reiterate that we do not consider NRR to be a recommendation.

For securities in developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are:Buy (1) (expected total return of 10% or
more for Low-Risk stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-
10% for Low-Risk stocks, 0%-15% for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total
return).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Inc Anthony Pettinari

OTHER DISCLOSURES

The subject company's share price set out on the front page of this Product is quoted as at 19 July 2011 04:05 PM on the issuer's primary market.

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Packaging Corp of America. (For an explanation of the
determination of significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citigroupgeo.com.)

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (i) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Investment Research & Analysis
(CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of CIRA to provide research
coverage of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity
constraints. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision
to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
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movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. Incorporated (Morgan Stanley) research reports may
be available about the companies that are the subject of this Citi Investment Research & Analysis (CIRA) research report. Ask your Financial Advisor or use
smithbarney.com to view any available Morgan Stanley research reports in addition to CIRA research reports.

Important disclosure regarding the relationship between the companies that are the subject of this CIRA research report and Morgan Stanley Smith Barney
LLC and its affiliates are available at the Morgan Stanley Smith Barney disclosure website at www.morganstanleysmithbarney.com/researchdisclosures.
The required disclosures provided by Morgan Stanley and Citigroup Global Markets, Inc. on Morgan Stanley and CIRA research relate in part to the
separate businesses of Citigroup Global Markets, Inc. and Morgan Stanley that now form Morgan Stanley Smith Barney LLC, rather than to Morgan Stanley
Smith Barney LLC in its entirety. For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to
www.morganstanley.com/researchdisclosures and https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html.

This CIRA research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was conducted by
the same person who reviewed this research report on behalf of CIRA. This could create a conflict of interest.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant
of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product
is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers. If there is any
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