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Research Update:

PT Chandra Asri Outlook Revised To Positive On
Prospective Debt Reduction; 'B+' Rating Affirmed

Overview

e Chandra Asri completed the expansion of its naphtha cracker in December
2015.

s We expect the company to use operating cash flows to gradually reduce its
debt through 2017.

e We are revising the rating outlook on Chandra Asri to positive to reflect
the prospect of strengthening cash flows and improved operating
resilience to fluctuations in product spreads.

e We are affirming our 'B+' long-term corporate credit rating and 'axBB'
long-term ASEAN regional scale rating on the Indonesia-based
petrochemical company.

Rating Action

On April 22, 2016, Standard & Poor's Ratings Services revised the rating
outlook on PT Chandra Asri Petrochemical Tbk. (Chandra Asri) to positive from
gtable. At the same time, we affirmed our 'B+' long-term corporate credit
rating and 'axBB' long-term ASEAN regional scale rating on the company.

Rationale

The outlook revision reflects our expectation that Chandra Asri's cash flow
and balance sheet will strengthen over the next 12 months as the company
starts repaying debts following the completion of its cracker expansion.

Chandra Asri completed a multi-year, debt-financed expansion of its naphtha
cracker in December 2015 on time and on budget. The expansion adds about 260
kilotons of ethylene, 150 kilotons of propylene, 120 kilotons of pygas, and
about 100 kilotons of mixed C4 a year, and production is currently ramping up.
The company's additional capacity is coinciding with a cyclical high for
product spreads for a number of olefin and polyolefin products, most notably
ethylene, thanks to low feedstock prices and relatively resilient selling
prices. As a result, we expect the company's EBITDA to exceed US$220 million
in 2016. That is a marked improvement compared with an EBITDA of about US$145
million in 2015 and about US$110 million in 2014.

Stronger operating cash flows, along with a sharp decline in capital spending
and moderate dividend payments in 2016 and 2017, will translate into
substantially positive discretionary cash flows that exceed US$100 million
over the period in our base case. We anticipate the company will use the
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excess cash, along with available cash balance, to repay an aggregate of about
US$150 million of amortizing debt, including short-term working capital loans,
in 2016 and 2017. That corresponds to about 30% of the current reported debt
of about US$550 million.

We project Chandra Asri's cash flow adequacy ratios to strengthen through
2017, following strengthening cash flows and reduced debt levels. In our base
case, Chandra Asri's debt-to-EBITDA ratio improves toward 2.0x in 2016. That
compares with about 4.0x in 2015 and about 4.6x in 2014. EBITDA interest
coverage also exceeds 7.0x over the next two years in our projections.

We recognize that spreads among Chandra Asri's product slate are inherently
volatile and can rapidly change from quarter to quarter. Certain product
spreads, most notably ethylene over naphtha, are at multi-year highs. still,
we believe the additional capacity will moderately improve economies of scale
and enhance the company's vertical integration. As a result, we expect Chandra
Asri's financial performance will be more resilient to periods of weaker
product spreads. We project EBITDA of about US$120 million and a

debt -to-EBITDA ratio of about 3.5x under mid-cycle spread conditions and after
the company has paid down debt. We estimate Chandra Asri's EBITDA would still
exceed US$70 million, assuming stressed spread levels similar to the ones
exhibited in 2012. This would translate into a debt-to-EBITDA ratio of
5.0%x-6.0x (assuming the company deleverages as we anticipate) while EBITDA
interest coverage stays above 3.0x.

Our base case assumes the following:

e Indonesia's GDP growth at 5.0% in 2016 and 5.2% in 2017, and sustained
domestic demand for petrochemical products over the period.

e Still-low naphtha prices under our base-case prices for Brent crude oil
of US$40 and US$45 per barrel in 2016 and 2017.

e Still-solid product spreads for ethylene and polyethylene over naphtha in
2016, reducing in 2017.

e Annual sales volume of about 2 million tons, about 20% higher than
historical levels, following the naphtha cracker expansion project
completion.

e Gross profit (before depreciation and amortization) of US$140-US$150/ton
in 2016-2017, representing cyclical high spreads for major products. We
expect mid-cycle gross profit per ton to be closer to US$100.

e A maximum capital spending of about US$70 million in 2016 and US$80
million in 2017, mostly maintenance spending. No major capital
expenditure outlay or acquisitions during the period.

e A maximum payout of net income in dividends of 30% in 2016 and 2017.

e Chandra Asri will repay more than US$150 million in maturing debts in
2016 and 2017 with positive discretionary cash flows.

Based on these assumptions, we arrive at the following credit metrics for 2016
and 2017:

e A debt-to-EBITDA ratio of 2.0x-2.5%;

e Ratio of funds from operations (FFO) to debt of about 35%;

e EBITDA interest coverage of 7.0x-8.0x; and
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e Positive free operating cash flows.

Chandra Asri and PT Barito Pacific Tbk., its majority shareholder, have
similar credit profiles, in our view. This is because we expect Chandra Asri
to represent more than 90% of its parent's assets, revenues, and EBITDA post
cracker expansion. The parent has moderate leverage, and Chandra Asri's
operations are independent. The 30.5% sizable minority stake by Thai-based
conglomerate Siam Cement Group (SCG) in Chandra Asri is currently credit
neutral, even though we note that SCG provided operational support to Chandra
Asri in the past. This includes extending payables to help manage operating
cash flows and technical assistance during the cracker expansion.

We affirmed the ratings because Chandra Asri's small scale, high operating
leverage, thin and volatile profitability, and single-site risks constrain its
business strength. Such weaknesses are partly offset by the company's market
position as the largest petrochemical producer in Indonesia and its good
project execution record.

Liquidity

We assess Chandra Asri's liquidity as adequate. Given the cyclical nature of
the company's business, its cash flows are volatile. Nevertheless, we expect
Chandra Asri's sources of liquidity to exceed its uses by about 1.2x or more
in the next 12 months.

Principal liquidity sources:
» US$96.8 million in cash and cash equivalents as of Dec. 31, 2015.
e Cash FFO that we forecast at US$160 million-US$180 million in 2016.

Principal liquidity needs:

e Current debt maturity of about US$122 million, including US$51 million of
short-term debt.

e Capital spending of US$70 million that consists of maintenance spending
largely in 2016.

e Working capital inflows of about US$10 million in 2016.

Outlook

The positive outlook on Chandra Asri reflects our view that the company will
use its solid operating cash flows to reduce debt over the next 12 months. The
outloock also factors in our assumption that Chandra Asri will incur no major
capital spending following the completion of the naphtha cracker expansion
project in 2015.

Upside scenario

We may raise the rating on Chandra Asri if the company applies excess cash
flows and cash balance to debt repayment such that its reported debt falls
toward US$400 million within the next 12-18 months and its debt-to-EBITDA
ratio improves toward 2.0x under the current spread assumption. The rating
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upgrade also hinges upon: (1) our assessment of the company's resilience to
fluctuation in product spreads improving markedly; (2) the consolidated
financial profile of parent Barito Pacific remaining similar to that of
Chandra Asri; and (3) Chandra Asri maintaining ample cash balances and
manageable short-term debt maturities.

Downside scenario

We could revise the outlook to stable if the deleveraging trend stalls. This
could materialize if: (1) product spreads weaken much more abruptly than we
currently expect because of weaker demand or higher feedstock costs; (2)
capital spending is higher than we anticipated; or (3) the company's financial
debt fails to decline substantially. A debt-to-EBITDA ratio staying above 3.0x
under our current spread assumptions would be indicative of a stalling trend,
in our view.

We may also revise the outlook to stable if: (1) Chandra Asri's liquidity
weakens because of sharp changes in working capital or much lower cash flows
stemming from lower-than-anticipated product spreads; or (2) we assess the
group credit profile to have weakened because of higher consolidated debt or
increased debt at the parent company.

Ratings Score Snapshot

Corporate Credit Rating: B+/Positive/--
Business Risk: Weak

e Country Risk: High

e Industry Risk: Moderately high

e Competitive Position: Weak

Financial Risk: Aggressive
e Cash flow/Leverage: Aggressive

Anchor: b+

Modifiers:

e Diversification/Portfolio effect: Neutral (no impact)
e Capital structure: Neutral (no impact)

e Liquidity: Adequate (no impact)

e Financial policy: Neutral (no impact)

e Management and governance: Fair (no impact)

e Comparable rating analysis: Neutral (no impact)
Stand-alone Credit Profile: b+

e Group Credit Profile: b+

e Group Status: Core (no impact)
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Ratings List

Ratings Affirmed; Outlook Action

To From
PT Chandra Asri Petrochemical Tbk.
Corporate Credit Rating B+/Positive/-- B+/Stable/--
Ratings Affirmed
PT Chandra Asri Petrochemical Tbk.
Corporate Credit Rating
ASEAN Regional Scale axBB/--/--

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such

criteria. Please see Ratings Criteria at www.standardandpoors.com for further

information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at www.spcapitalig.com. All
ratings affected by this rating action can be found on Standard & Poor's
public Web site at www.standardandpoors.com. Use the Ratings search box
located in the left column.
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