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CHANDRA ASRI
Constructive story intact

We maintain our Overweight recommendation on the Chandra Asri (BRPTI); B2 Pos, B+
Stb) 2015 bonds. The company reported better-than-expected 2010 results — EBITDA
was USD90mn compared with our forecast of USD67mn — due to strong 4Q10 earnings.
The near-term outlook for the company remains constructive, in our view, given
improving industry fundamentals and its recent merger with sister company TPI. Based
on the credit metrics and liquidity position of the joint company, we think a one-notch
rating upgrade is highly likely in the near term. We see the volatility in petrochemical
prices and Chandra Asri’s expansion plans as the key credit risks.

The BRPTI) ’15s have outperformed the Barclays Capital Asian HY corporate index in the
past six months (see Figure 1), although they remain relatively cheap compared with
Indonesian corporate and global petrochemical peers (see Figure 2 and Figure 3). We
expect the yield on the bonds to tighten further in the near term on an improvement in
credit metrics, a rating upgrade and, potentially, a share issuance by the company. The
Chandra Asri’15s are indicated at 112.5/113.5 (mid-yield 8.4%).

4Q10 results surprise. EBITDA during the quarter rose to USD29mn from USD4mn in
3Q10. The stronger earnings were largely driven by a recovery in the ethylene-naphtha
spread following a severe tightening in 3Q10, when a large amount of new capacity
started operation in Asia. The company’s full-year EBITDA declined to USD90mn from
USD117mn. This was largely expected given weaker petrochemical spreads in 2010.

Positive industry outlook. Despite the rise in oil prices, petrochemical margins have been
relatively resilient in 1Q10 (see Figure 4). We expect this trend to continue for the
remainder of 2011 as we believe the industry is past the worst in 2010, when large
capacity additions took place (see Figure 5). Demand for Chandra Asri’s products should
remain robust as Indonesian is a net-importer of most petrochemical products.

Stronger together. The merger with TPI has created a stronger credit, as TPl is currently
debt free. Debt leverage of the combined entity in 2010 would have been 1.5x compared
with 2.5x for Chandra Asri alone. In addition, the consolidation improves the company’s
vertical integration and enables Chandra Asri to produce higher-value-added products
with lower price volatility. We believe the stronger credit profile arising from the merger is
likely to lead to a positive rating action by Moody’s and S&P in the near term. (We provide
key financial figures for the merged entity in Figure 7)

Robust liquidity. Following the combination with TPI, Chandra Asri had cash of
USD173mn and no short-term debt at end-2010. We see potential for further
strengthening of the company’s liquidity position, as it intends to float up to an additional
20% of shares (current free float is 5%) in the near term. Assuming half of this will
through the issuance of primary shares, we estimate the company could raise up to
USD150mn based on its current stock price. The objective of the float is to improve
liquidity in the shares, according to management.

PLEASE SEE ANALYST CERTIFICATIONS AND IMPORTANT DISCLOSURES STARTING AFTER PAGE 4

Erly Witoyo
+65 6308 3011
erly.witoyo@barcap.com

www.barcap.com



Barclays Capital | Chandra Asri

We expect Chandra Asri’s free cash flow to be positive in 2011. The company has budgeted
capex of USD70-75mn for the year, to be used for the debottlenecking of existing facilities
and the construction of a butadiene plant. Combined with TPI, annual operating cash flow
has averaged USD130mn for the past two years.

Expansion risk. Chandra Asri is contemplating various expansion projects, which could cost
over USD400mn between 2011 and 2014. This could include a 200kt increase in the
capacity of its polyethylene plant through debottlenecking and the construction of a new
400kt naphtha cracker. Management is undertaking a feasibility study of these expansions
and expects the project phasing to be back-ended (2012-14). Given the company’s current
liquidity position, expected cash flow generation, and plans for a rights issue, the need for
the company to take on additional debt to fund this expansion is low, in our view.

Figure 1: The BRPTIJ ’15s have outperformed...
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Figure 2: ... but are still cheap to Indonesian corporate peers...
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Figure 3: ... and global HY petrochemical peers
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Figure 4: Petrochemical prices — ethylene-naphtha spread remains resilient (USD/tonne)
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Figure 5: Global ethylene capacity additions to normalise in 2011 (mt)
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Figure 6: Chandra Asri — financial summary

USD mn 2008 2009 2010 y/y 4Q09 3Q10 4Q10
Profit & loss
Operating revenue 1,625 1,119 1,624 45% 355 332 462
Gross profit -112 83 65 -22% -4 25
EBITDA -89 117 90 -24% 17 4 29
EBIT -140 63 35 -45% -9 15
Gross interest expense 18 14 44 211% 13 13
Net income -152 46 -94 -304% 0 -10 -89
Cash flow
Operating cash flow -46 94 47 -50% 17 25 -27
Capex -8 -12 -6 -47% -2 -1 -4
Dividends paid -1 0 -13 NM 0 -1 0
Free cash flow -55 82 28 -66% 15 23 -31
Balance sheet
Cash 77 112 112 1% 112 120 112
Restricted cash 0 0 15 NM 0 0 15
Total assets 1,132 1,225 1,214 -1% 1,225 1,219 1,214
Short-term debt 48 43 0 NM 43 0 0
Long-term debt 252 209 220 5% 209 221 220
Total debt 300 253 220 -13% 253 221 220
Net debt 223 141 108 -23% 141 102 108
Total shareholders' equity 642 689 581 -16% 689 670 581
Credit ratios
Gross margin -6.9% 7.4% 4.0% 2.0% -1.3% 5.4%
EBITDA margin -5.5% 10.5% 5.5% 4.7% 1.3% 6.3%
EBITDA/Gross interest -5.0x 8.3x 2.0x 6.1x 0.4x 2.2x
EBIT/Gross interest -7.8x 4.5x 0.8x 1.2x -0.7x 1.1x
Total Debt/EBITDA (annualised) -3.4x 2.2x 2.5x 3.8x 12.4x 1.9x
Net debt/EBITDA (annualised) -2.5x 1.2x 1.2x 2.1x 6.4x 0.9x
Total debt/Total capital 32% 27% 28% 27% 25% 28%
Net debt/Net capital 26% 17% 16% 17% 13% 16%
Source: Company data, Barclays Capital
Figure 7: Key financial figures on merged entity (FY10; USD mn)

Chandra Asri (CA) TPI CA+TPI
EBITDA 90 59 149
Interest 44 3 47
Cash and equivalents 112 61 173
Total debt 220 0 220
Equity 581 228 809
EBITDA/interest 2.0x 18.9x 3.2x
Debt/EBITDA 2.5x 0.0x 1.5x
Debt/total capital 28% 0% 21%

Source: Company data, Barclays Capital
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