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Sector: Infrastructure

FLASH NOTE: PT Jasa Marga to Issue Rights Amounting to Rp. 1.8 tn in 2016

In a company announcement on 27 August 2015, PT Jasa Marga (Persero) Tbk (JSMR) announced its plan to raise up to Rp 1.79 tn through arights issue sometime in 2016. Of the total amount, Rp 1.25 tn will be raised through the government via a state-owned companies subsidy,while Rp 540 Bn will be available to the public. This amount is much less than the previously anticipated Rp 7 tn that the company wasplanning to raise. On this we share our thoughts and views.
 The company still plans to spend Rp 5 tn annually as capital expenditures starting FY16, onwards. The capex budget is planned tohelp the company complete construction of ten toll roads throughout the nation currently in their schedule, in particular the Solo-Kertosono toll roads which is planned to stetch a massive 177 km. This implies that JSMR will turn to debt to fund its capex in theforeseeable future.
 Expect a significant impact on earnings in FY16E and FY17E. In our forecasts, JSMR will have to take an additional Rp 3 tn and Rp 2tn in debt in FY16E in FY 17E, respecitvely. This would translate into 23.3% and 9.6% YoY growth in interest expenses in FY16E andFY17E respectively,  a revision from previous forecasts of 4.4% and –0.7% increase in financing costs in the respective years. Net incomeis expected to decrease 9.8% and 10.3%, to Rp 1.08tn and Rp 973.7Bn, in FY16E and FY17E as a result, also a revision from previousforecasts of 8.1% and 2.4% increases in net income in FY16E and FY17E, respectively.
 Higher leverage effectively makes financing charges a major contributor to total costs. With this, we project the company’s gearingratio to increase to 1.26x and 1.41x in FY16E and FY17E. Also, debt/assets is expected to increase from 0.44x in FY15E to 0.49x in FY17E,already taking into consideration new toll roads to be built. This makes the company’s financial statements much more exposed tointerest rate changes, and also effectively makes financing charges a significant portion of total costs. With this, we estimate financingcharges to make up 28.2% and 28.5% of total costs in FY16E and FY17E, respectively.
 Maintain HOLD with 52-week target price to remain at Rp 5,500. Although the company faces medium term headwinds as a result ofincreased leverage, our model is built based on a longer term investment horizon. We are still largely optimistic on the longer runprospects of the company, with total distance of toll operated to increase 65% from current conditions to a total of 973.4 km. Thiscompany’s top line is almost guaranteed to grow at a reasonable stable pace in accordance with the rate of inflation in the longer term.
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DISCLAIMER
This report has been prepared by PT Sinarmas Sekuritas, an affiliate of Sinarmas Group.

This material is: (i) created based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such; (ii) for
your private information, and we are not soliciting any action based upon it; (iii) not to be construed as an offer to sell or a solicitation of an offer to buy any security.

Opinions expressed are current opinions as of original publication date appearing on this material and the information, including the opinions contained herein, is subjected to
change without notice. The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible
for the preparation of this publication may interact with trading desk personnel, sales personnel and other constituencies for the purpose of gathering, integrating and interpreting
market information. Research will initiate, update and cease coverage solely at the discretion of Sinarmas Research department. If and as applicable, Sinarmas Sekuritas’
investment banking relationships, investment banking and non-investment banking compensation and securities ownership, if any, are specified in disclaimers and related
disclosures in this report. In addition, other members of Sinarmas Group may from time to time perform investment banking or other services (including acting as advisor, manager
or lender) for, or solicit investment banking or other business from companies under our research coverage. Further, the Sinarmas Group, and/or its officers, directors and
employees, including persons, without limitation, involved in the preparation or issuance of this material may, to the extent permitted by law and/or regulation, have long or short
positions in, and buy or sell, the securities (including ownership by Sinarmas Group), or derivatives (including options) thereof, of companies under our coverage, or related
securities or derivatives. In addition, the Sinarmas Group, including Sinarmas Sekuritas, may act as market maker and principal, willing to buy and sell certain of the securities of
companies under our coverage. Further, the Sinarmas Group may buy and sell certain of the securities of companies under our coverage, as agent for its clients.

Investors should consider this report as only a single factor in making their investment decision and, as such, the report should not be viewed as identifying or suggesting all risks,
direct or indirect, that may be associated with any investment decision. Recipients should not regard this report as substitute for exercise of their own judgment. Past performance is
not necessarily a guide to future performance. The value of any investments may go down as well as up and you may not get back the full amount invested.

Sinarmas Sekuritas specifically prohibits the redistribution of this material in whole or in part without the written permiss ion of Sinarmas Sekuritas and Sinarmas Sekuritas accepts
no liability whatsoever for the actions of third parties in this respect. If publication has been distributed by electronic transmission, such as e-mail, then such transmission cannot be
guaranteed to be secure or error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. The sender therefore does not
accept liability for any errors or omissions in the contents of this publication, which may arise as a result of electronic transmission. If verification is required, please request a hard-
copy version.
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