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Research Update:

PT Chandra Asri Outlook Revised To Developing
Pending Clarity On Group Credit Profile; 'B+'
Rating Affirmed; SACP Raised

Overview

e Chandra Asri reduced its debt further, and its operating cash flows for
the quarter ended March 31, 2017, rermain sound anmi d supportive industry
conditions, high utilization rates, and expanded production capacity.

« W are revising upward our stand-alone credit profile on the Indonesian
petrochem cal producer to 'bb-' from'b+ as a result of its sustainably
stronger bal ance sheet.

* Nevertheless, the direction of the credit profile and | everage at Chandra
Asri's majority sharehol der and parent Barito Pacific renmain uncertain at
this stage, pending the conpletion over the next few nonths of a
Wi de-rangi ng corporate reorgani zation initiated at the end of 2016.

» W are revising our outlook on the long-termrating on Chandra Asri to
devel oping frompositive. W are also affirm ng our 'B+ corporate credit
rati ng and ' axBB' ASEAN regional scale rating on Chandra Asri.

» The devel opi ng outl ook on Chandra Asri reflects the uncertain direction
of the credit profile and bal ance sheet strength of Barito Pacific upon
conpl etion of the group's corporate reorganization

Rating Action

On May 24, 2017, S&P d obal Ratings revised its outlook on Indonesia-based
petrochem cal producer PT Chandra Asri Petrochenm cal Tbk. (Chandra Asri) to
devel oping frompositive. At the sane tine, we affirmed our 'B+ long-term
corporate credit rating and our 'axBB |ong-term ASEAN regi onal scale rating
on the conpany. W also revised upward the stand-alone credit profile (SACP)
on Chandra Asri to 'bb-' from'b+

Rationale

W revised the outl ook on Chandra Asri to developing frompositive to reflect
the uncertain direction of the credit profile of and | everage at parent
conpany PT Barito Pacific Tbhk. followi ng a najor corporate reorganization at
Barito Pacific started at the end of 2016; we expect it will be conpl eted
within the next few nonths. The higher SACP on Chandra Asri reflects, on the
ot her hand, further debt reduction, sound operating cash flows, and a
sust ai nably stronger bal ance sheet.
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The 'bb-' SACP on Chandra Asri reflects the conpany's reduced debt follow ng
t he expansion of its expanded cracker capacity and steady narket conditions.
Chandra Asri's reported debt declined to about US$385 million as of March 31
2017, from about US$550 million in 2015, with cash on hand nearly tripling
over the period to about US$278 million. At the same tine, reported EBI TDA
grew to about US$500 million in 2016 (2015: about US$145 mllion) and reached
about US$170 million in the quarter ended March 31, 2017, am d hi gher sales
vol unes and supportive conditions for naphtha-based petrochem cal producers
regionally. Chandra Asri's ratio of debt to EBITDA fell below 1x in 2016.

Product spreads in the chenical sector fluctuate rapidly and the sector has
hi gh operating | everage. Current spreads for ethylene--a nmajor contributor to
Chandra Asri's profits--are also near all-time highs, thanks to subdued oi

and naphtha prices. Wile spreads may not be sustainable at this |evel for an
extended period, we still project Chandra Asri's debt-to-EBITDA ratio to stay
bel ow 1. 5x through 2018 even if product spreads weaken fromcurrent |evels. W
anticipate EBITDA of at |east US$400 million in 2017 and above US$300 nmillion
in 2018. W also believe substantial debt repaynent since 2015 has reduced
somewhat the sensitivity of Chandra Asri's cash fl ow adequacy and | everage
ratios to fluctuating product spreads. Under a nmid-cycle spread environnent,
we believe the conpany coul d generate at |east US$175 million in EBI TDA
(translating into a debt-to-EBITDA ratio of about 2.5x), given its capacity is
about 40% greater than during the |last down cycle in 2012 and it has sonewhat
better product integration. W therefore revised upward our financial risk
profile assessnment on the conpany to significant from aggressive previously.

Qur base case assunes the followi ng for Chandra Asri:

e GDP growth in Indonesia, Chandra Asri's main market, at 5% 6% annual |y
t hrough 2020, with sustained demand for petrochenical products
donestical ly.

* Brent crude oil price assuned at US$50 per barrel for 2017, US$50 for
2018, and US$55 in 2019, with naphtha prices likely to renmmin subdued
over the period.

 Spreads for ethylene and pol yet hyl ene over naphtha to remain fairly solid
in 2017 (based on data for the first five months), with a gradual and
sl ow decline through 2019.

» Broadly stable sales volume of 1.9 nmillion tons-2.1 nillion tons through
2018. Sales volunes in 2019 and 2020 coul d increase as new
debott| enecki ng projects and pol yet hyl ene expansi on are conpl et ed.

« Uilization rates staying above 90% in line with historical |evels.

e Agross profit per ton (before depreciation and anortization) of about
US$375 per ton in 2017, declining to about US$300 in 2018-2019.

 Capital spending of about US$150 million in 2017 and about US$210 mllion
in 2018, nostly on the polyethyl ene expansion and other smaller
debott| enecki ng projects.

A dividend payout of 30%in 2017 and 30% 50% in 2018.

We do not incorporate potential spending associated with a second napht ha
cracker, a project that the conpany highlighted as a potential growth
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opportunity. We understand that this project is under study, but the |arge
size, potential conplexities, and necessary approvals could lead to an

i nvest ment decision in the second half of 2018 only. The precise invol venent
of Chandra Asri and its stake in such a project, as well as the funding
structure, are also uncertain at this stage.

The assunptions lead to the following credit rati os:

* Debt-to-EBITDA ratio below 1.5x through 2018.

e Ratio of funds from operations (FFO to debt exceeding 60% t hrough 2018.

« Positive discretionary cash flows in 2017, turning negative in 2018.

* Reported debt |evels bel ow US$375 nillion through 2018 whil e the conpany
funds the cash deficit with cash on hand.

We have historically considered that Chandra Asri and Barito Pacific, its
majority sharehol der, have simlar credit profiles. This is because Chandra
Asri historically represented nore than 90% of its parent's assets, debt,
revenues, and EBITDA. Wth limted |leverage and inmaterial activities on its
own, Barito Pacific's consolidated cash fl ow adequacy ratios were broadly
consi stent to those of Chandra Asri. W had assessed Barito Pacific's
consol i dated group credit profile as 'b+'

At the end of 2016, Barito Pacific initiated a najor reorganization of its
operations. That reorgani zation entailed the purchase of |ndonesia-based

geot hernal power and oil and gas producer Star Energy, a sister conpany to
Chandra Asri owned by the ultinmate sharehol der of Barito Pacific. The purchase
price that Barito Pacific paid was not disclosed. W understand that the
transaction has not yet closed, with a nunber of considerations related to

corporate structure and funding still pending and not publicly disclosed.
G ven Barito Pacific is listed on the Jakarta Stock Exchange, we believe the
financial statements of Barito Pacific's corporate actions will reflect its

recent corporate reorgani zati on upon the transaction's closure. But this nay
take a few nore nonths.

At this stage, we are uncertain about the inplications of the Star Energy
acquisition for Barito Pacific's asset base, debt, revenues, pro forma
profits, and, ultinately, its |leverage and cash fl ow adequacy ratios. W
bel i eve consolidated | everage is likely to increase as the group will now
consol i date debt from Chandra Asri (about US$385 mllion as of March 31
2017), acquisition-related debt, and, depending on the structure, potentially
the debt at Star Energy (which had, until recently, debt including a US$350
mllion bond). W estimate that reported debt at Barito Pacific already

i ncreased to about US$685 mllion for the quarter ended March 31, 2017, from
about US$537 million as of Dec. 31, 2017. W also note that a consortiumled
by Star Energy signed a sale and purchase agreenent to buy certain assets of
oil and gas mmjor Chevron, with potential further inplications for Star
Energy's own bal ance sheet and that of Barito Pacific indirectly. However, the
acquired assets are generally income producing and will add to Barito

Paci fic's consolidated EBI TDA and cash fl ows.
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We believe the pro forma group credit profile of Barito Pacific could

t herefore remai n unchanged at 'b+', be stronger or weaker upon transaction
conpl etion, depending on the ultinmate corporate structure and funding profile.
A consolidated ratio of debt to EBI TDA below 3.0x could be indicative of a
"bb-' group credit profile, pending further analysis of the stability of Star
Energy's operations and the group's |iquidity managenent. On the other hand, a
consolidated rati o of debt to EBI TDA above 3.5x, or an unfavorabl e debt
maturity schedul e post transaction closure could be indicative of a 'b+ group
credit profile or lower, noting residual volatility in consolidated
performance given sizabl e petrocheni cal operations.

We view Chandra Asri as a core and non-insul ated menber of Barito Pacific
given its major, though sonmewhat diluted, contribution to group earnings post
transaction, main strategic pillar for the group, record of support between
Chandra Asri and Barito Pacific, and group control. As a result, the rating on
Chandra Asri renmmins constrained by our current assessnent of group credit
profile at 'b+'.

Liquidity

In our assessnent, Chandra Asri's liquidity is adequate. G ven the cyclica
nature of the conpany's business, its cash flows are volatile. Neverthel ess,
we expect Chandra Asri's sources of liquidity to exceed its uses by nore than
1.2x in the next 12 nonths.

The conpany's sizabl e cash bal ance and our projection of a sound earnings
profile for 2017 provide sufficient headroom under its bank | oan covenants,
even if forecast EBITDA declines 20%

Principal liquidity sources include:

e About US$278 million in cash and cash equival ents as of March 31, 2017.
e Cash FFO that we forecast at about US$300 million over the next 12 nonths.

Principal liquidity uses include:

e Current debt maturity of about US$70 million

* Capital spending of US$160 million-US$170 mllion over the next 12 nonths.

 Modest working capital outflows of no nore than US$30 million over the
next 12 nont hs.

Outlook

The devel opi ng outl ook on Chandra Asri reflects the uncertain direction of the
credit profile and bal ance sheet strength of Barito Pacific when the group's
cor porate reorganization is conpleted.
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Downside scenario
W may revise the outlook to stable or lower the rating on Chandra Asri if we
assess the consolidated credit profile of Barito Pacific as having
substantially weakened. This could naterialize if one or nore of the follow ng
occurs:
e W assess Barito Pacific's cash flow adequacy and | everage ratios as
havi ng substantially weakened post conpletion of the group corporate
reorgani zation, with a consolidated ratio of debt to EBI TDA exceedi ng
3.5x with no prospect of near-terminprovenent;
* The group fails to naintain anple liquidity or its debt maturity profile
is concentrated, |eading to persistent refinancing risks; or
e Chandra Asri's own operations deteriorate materially fromcurrent |evels
because of a sharp and sudden decline in product spreads or nuch higher
spendi ng than we anticipate, dinmnishing the profit-generation capacity
of the group as a whole.

We nmay | ower Chandra Asri's SACP to 'b+' if the conpany enbarks in near-term
and | arge-scale greenfield projects or its product spreads decline sharply
such that its debt-to-EBITDA rati o exceeds 3.5x with no near-term prospect of
recovery. W viewthis situation as unlikely over the next 12 nonths, given
our forecasts of subdued oil and naphtha prices, steady product spreads and
EBI TDA.

Upside scenario

We may raise the ratings on Chandra Asri if we assess the consolidated credit
profile and bal ance sheet of Barito Pacific to be conmensurate with at |east a
"bb-' level, with a consolidated debt-to-EBITDA ratio sustainably bel ow 3. 0x
after the conpany reorgani zation. A higher credit profile at Barito Pacific
woul d al so be contingent upon the group denonstrating and nai ntai ning anpl e
liquidity and proactively lengthening its debt maturity profile within the

gr oup.

A higher SACP at Chandra Asri is unlikely over the next 12-24 nonths, given

t he conpany's structural exposure to industry risks in the petrochenica
sector, volatile product spreads, high operating |everage, and noderate scale
conpared with higher-rated peers regionally and globally. A 'bb'" SACP woul d
require larger scale, broader product diversity, a permanently reduced
sensitivity to fluctuations in product spreads through enhanced integration
and greater econonies of scale, while naintaining a debt-to-EBITDA ratio bel ow
2.0x through a product spread cycle.

Ratings Score Snapshot

Corporate Credit Rating: B+/Devel oping/--

Busi ness risk: Wak
e Country risk: High
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e Industry risk: Modderately high
 Conpetitive position: Wak

Fi nanci al risk: Significant
e Cash flow Leverage: Modest

Anchor: bb-

Modi fiers

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

 Financial policy: Neutral (no inpact)

e Liquidity: Adequate (no inpact)

 Managenent and governance: Fair (no inpact)
 Conparable rating analysis: Neutral (neutral)

St and-al one credit profile: bb-

e Goup Credit Profile: b+
e Goup Status: Core (-1 notch)

Related Criteria

e CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e General Criteria: S&P d obal Ratings' National And Regional Scal e Mapping
Tabl es, June 1, 2016

e Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers, Dec. 16, 2014

 CGeneral Criteria: National And Regional Scale Credit Ratings, Sept. 22,
2014

e Criteria - Corporates - Industrials: Key Credit Factors For The Comuodity
Chenicals Industry, Dec. 31, 2013

* General Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ust nents, Nov. 19, 2013

e Criteria - Corporates - General: Corporate Methodol ogy, Nov. 19, 2013

e Ceneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

e General Criteria: Stand-Alone Credit Profiles: One Conmponent OF A Rating,
Cct. 1, 2010

e Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Rating Each
| ssue, April 15, 2008
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Related Research

* PT Chandra Asri CQutl ook Revised To Positive On Prospective Debt
Reduction; 'B+' Rating Affirmed, April 22, 2016

Ratings List

Ratings Affirned; CreditWtch/ Qutlook Action

To From
PT Chandra Asri Petrochenical Tbk.
Corporate Credit Rating B+/ Devel opi ng/ - - B+/ Posi tive/ - -
Rati ngs Affirned
PT Chandra Asri Petrochem cal Tbk.
Corporate Credit Rating
ASEAN Regi onal Scal e axBB/--/--

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is avail able to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitaliq.com All
ratings affected by this rating action can be found on the S& d obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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