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PT Ramayana Lestari Sentosa Tbk operates
department stores in Indonesia which sell items
such as clothes, accessories, bags, shoes,
cosmetics, and daily needs. Its department stores
are known as Ramayana, Robinson, and Cahaya.

We initiate our coverage on PT Ramayana Lestari Sentosa Tbk (RALS) as a
NEUTRAL, with a 52-week target price of IDR 1,450, representing a 5.8%
upside. We used a DCF valuation with WACC: 12.61%, terminal growth: 4%,indicating forward PE2017 at 20.18x, as RALS was able to maintain strongSSSG numbers post their two most critical periods of the year, the Idul Fitriperiod and back to school period. With gross sales past 3Q16 at over IDR6.4bn,we are optimistic that RALS will be able to surpass their projected gross salesof IDR8.3bn for the year while maintain SSSG close to 8% heading into 2017.
Phase I of RALS’ transformation complete. A year into her reign as Head ofMerchandising & Marketing, returns look very promising as Jane Tumewu hasslowly changed the overall perception of the company. Aggressive marketingvia enhanced social media presence and celebrity collaborations resulted insales growth when comparing the past two Lebaran periods (+10% growth vs.2015 , +6% growth vs. 2014). Sales growth has been achieved despite the backto school period coming in at around the same time as the Lebaran Period,(+21% YoY excluding Lebaran) indicating that there are other factors asidefrom seasonality driving sales.
Government Pro-Rakyat Movement A Significant Factor. Continuing fromit’s launch in 2014, the Jakarta Smart Card (Kartu Jakarta Pintar) initiative onceagain provides reason for optimism heading into 2017. Purchases via the KJPdebit card accounted for ~8% of sales this year and with an increased budgetof around RP2.5trn set for KJP in 2017, we  view the continuance of thisprogram as a safety cushion for RALS heading into 2017 as spending bystudents is set to continue regardless of the economic situation.
Demanding Valuation. We view at current market price, RALS has limitedupside potential, as its valuation is quite demanding. RALS is currently tradingat 22.8x 2016E PE, ~+1.5 standard deviations from it’s 5 year mean of 17.97xPE.
FY16E and FY17E performance outlook.Looking ahead to 2017 we are confident that with a sustainable CCI, lowinflation rate and improving SSSG that RALS will be able to sustain theirgrowth. We forecast RALS will book revenues of IDR 8.4trn (+8% YoY)/ IDR

Initiating Coverage

Share Price PerformancePrice (IDR) 1,37052-Week High (10/31/16) 1,38052-Week Low (01/26/16) 55052-Week Beta 0.87YTD Change/% 120.10%
Stock InformationMarket Cap (IDR) 9.721.52 milShares Out/Float (M) 7.096/ 2.871
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NEUTRAL

Highlights (IDR mil) 2014 2015 2016F 2017F 2018FRevenue 7,941,715 7,786,194 8,406,248 9,340,277 10,196,565Gross Profit 2,047,837 1,996,004 2,178,103 2,410,209 2,632,119Net Profit 355,663 336,054 414,348 494,751 574,144
   % growth -5.5% 23.3% 19.4% 16.0%Gross Margin (%) 34.94% 36.07% 35.64% 35.67% 35.73%Net Margin (%) 6.07% 6.07% 6.78% 7.32% 7.79%Return on Equity (%) 12.53% 10.91% 10.09% 12.05% 13.58%Return on Assets (%) 9.23% 7.95% 7.35% 8.91% 10.10%

Please see important disclaimer and disclosure at the end of the document



29.3trn (+11% YoY)  for the years 2016/2017
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Company BackgroundPT Ramayana Lestari Sentosa Tbk (RALS. IJ), established in 1978 represents one of the largest department store operators in Indonesiaand is one of only two nationwide department store retailers. As the market leader in the middle-low and lower retail segment thecompany’s product offering include a full range of clothing, shoes, bags, toys, stationery, housewares and supermarket.PT Ramayana Lestari Sentosa, under the stewardship of Paulus Tumewu (Founder & President Director) went public in July 1996 andhas a current market capitalization of IDR 8,940.96bn of which 55.8% is owned by PT Ramayana Makmur Senotsa, 3.7% by PaulusTumewu and 40.5% free float.RALS currently operates in 54 cities across Indonesia with a total gross space of 966.506 sqm made up of 113 stores. Of the 113operational stores, the most number of stores can be found in the Greater Jakarta Area (41 stores), followed by Sumatera and WestJava with 22 and 13 operational Ramayana stores respectively.
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Historically, the spending power of people in the outer islands especially Sumatera and Kalimantan would be highly sensitive toweather as commodity production and export represent the backbone to the economy in the outer islands. However, with theincreased number of locals working abroad to other parts of Asia and the Middle East, RALS has benefitted from the inflow ofremittance as this has helped the level of purchasing power per household.Despite this, RALS has continued to suffer from the underperforming supermarket business which has resulted in low yield, lowmargin and high costs. Specifically, the supermarket line suffers from the fresh food products which have historically resulted in muchlower margins compared to typical supermarkets. In other words without quality fresh food inventory, RALS’ supermarkets basicallyoperate as a large version of a minimart. To try and correct this RALS obtained the license to operate SPAR in September 2014., with aplan to open and convert existing supermarkets into 30 SPAR supermarkets over the next 3 years.Moving on to the next generation, the daughter of Paulus Tumewu has taken the position of Head of Merchandising & Marketing for thecompany’s direct products. A year into her reign she has been able to alter the public image of RALS. Beginning with a greater socialmedia presence she has been able to attract crowds to several celebrity collaboration events wherein the celebrities would be able topromote their personal fashion lines to be sold in Ramayana stores under direct products. Enhancing these aggresive marketingcampaigns, RALS also plans on revamping up to 10 stores per year with the decision based on most productive stores.As Ramayana operates in the low to middle retail segment, their main competitors aside from Matahari stores have often come fromretail shops in the wetmarkets, traditional markets or from ITC’s especially in the Greater Jakarta Area. As such Ramayana & Robinsonstores can usually be found closer to public transportation stations compared to the other nationally present department storeMatahari, often found in malls owned by Lippo. With direct products ranging from IDR 40th up to IDR100th, Ramayana has oftensuffered from a lack of brand recognition similar to that of how Matahari would benefit from Nevada being a very popular brandamongst their customers. To try and correct this, management tells us that RALS’ next plan is to reduce the number of house brands toless than 10 as the company plans to improve their quality control. This will include the rebranding of their house brands and togetherwith the refurbished stores, RALS plans on improve their visual merchandising appeal in order to attract more customers.
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Investment Theses

Catalysts:

 Phase I of transformation complete. Increased social media presencecoupled with the transformations of RALS’ department stores as well assupermarkets has already begun to produce positive results. As of9M16, gross sales has already reached the company’s projected netsales of IDR 6.4trn while maintaining a steady SSSG at 7-7.5% for theyear. These returns were heavily impacted by sales for the months ofJune and July (the 45 days approaching Idul Fitri / Lebaran) which haveaccounted for about 45% of total sales year to date. Given thesereturns and with Christmas period typically generating up to IDR750bn in sales, we are optimistic that RALS will be able to book grosssales of IDR8.4tn and  net income of IDR 414bn (+23% YoY 2015, +16%vs. 2014) for 2016.
 RALS continues to benefit from Pro-Rakyat Movements. Theintroduction of the Jakarta Smart Card (KJP) by the current president ofIndonesia during his reign as Governor of Jakarta in 2014 hascontinued to benefit RALS. These initiatives are intended to assist thepoorer class to afford basic living requirements such as education andhealthcare (Kartu Jakarta Sehat) have provided a cushion for RALSespecially during the back to school period. The KJP uses a debit cardsystem whereby funds are disbursed on a monthly and semester basiswith the allocation depending on the school level of the student(ranging from IDR 210th for Primary School students up to IDR 375thfor high school students.  Similarly the national equivalent of the KJP,Indonesia Smart Card  (KIP) is also given to children under the SocialSecurity Family program (KKS). Unlike the KJS however, disbursementof funds is still conducted via cash and hence has a higher chance ofbeing used for other consumptive purposes. With the KJP program isset to continue in 2017 with an increased budget of ~IDR 2.5tr, we areconfident that RALS will continue to benefit especially from the KJPprogram. With the knowledge that the funds cannot be used for otherdiscretionary purposes including cash withdrawal, it is a reasonableargument that this will prove to be a cushion for RALS especially forspending by students within the greater Jakarta area.
 Strategic E-commerce partnerships. On the heels of RALS’partnership with Go-Jek to sell supermarket products as well asproducts from their fashion line, RALS has also formed a partnershipwith Tokopedia to sell their house brand/ direct products. Currently upto 400 SKU of RALS’ direct products are sold in Tokopedia withmanagement informing us they are not closed to the possibility ofadding consignment products to be sold online. We are encouraged thatthis movement will support not only sales growth but will also controlthe potential cost incurred had they developed their own E-commerceplatform.
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 Substantially Higher Dividend Payout. The company plans toincrease it’s dividend payout ratio from 54% to about 60%. With the6% in payout ratio and robust growth in net profit, the amount ofdividend payment will be substantially higher, further increasingdividend yield moving forward.
 Boost from current commodity prices. We project that the reboundin commodity prices should have a positive impact on the purchasingpower of people in the outer islands. From 2013—2015, RALS’ totalsales contribution from outside the Greater Jakarta Area  accounted for69.1%, 68.5% and 67.3% respectively. Management tells us that  theeffects of a positive season in commodities is usually realized severalmonths after a productive season, providing optimism for sales growthin the outer islands heading into the start of next year.
Key Risks

 Increased Competition from Minimarts and Hypermarts. With theremodeling of RALS’ supermarkets into SPAR, local grocery retailershave continued with their expansion and remodeling of their stores aswell. Transmart Carrefour as an example, continue to offer discounts onmost of their products especially for Bank Mega Credit Card users,Hypermart with their new G7 format continue to expand their nationalpresence and finally the rise of the minimarts as Alfamartsexpansionary phase has led them to operating more than 11,000 storesnationwide. If ongoing fresh food problems persist within RALS’supermarkets, we view convenience stores as being the maincompetition for the supermarkets to go along with the presence ofother local supermarket chains as well as the traditional markets.
 Demanding Valuation. We view at current market price, RALS haslimited upside potential, as its valuation is quite demanding. RALS iscurrently trading at 22.8x 2016E PE, approximately +1.5 standarddeviations from it’s 5 year mean of 17.97x PE.
 Potential Delays in execution of store expansion plans. For thisyear, RALS has planned to convert up to 10 supermarkets into SPARand transform up to 12 department stores. Furthermore, they from atargeted 5 new stores this year, only 2 new stores to date areoperational. From 2014 to 2015, RALS had closed more stores (5)compared to opening new stores (1) suggesting that execution ofexpansion plans may not be as smooth as management has projected.
 Sustainability of current commodity prices. With commodities suchas coal currently at it’s highest point for the year it is questionablewhether this is sustainable for the long term potentially dampeningexpectations for future sales.
 Lack of Signature Product. Our view of RALS’ foray into the E-commerce world is dampened due to the lack of a signature housebrand currently present in RALS’ inventory. Although plans have beenset to improve quality of direct products, we view this as a negative forshort term sales via the newly formed e-commerce partnerships.
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Our ConclusionOur optimistic view for RALS heading into 2017 is based on the continued internal improvements being made by the company as wellas external macroeconomic factors. With a stabilized consumer confidence  level, low inflation rate and the continued pro-rakyatprograms, we are optimistic that the growth seen this year is just the beginning of their transformation.  Risks of limited growthhowever remain especially for SPAR supermarkets, with competition coming not only from other supermarket/ hypermart chains,but also from the rise of the convenience stores as an alternative to supermarkets. From a macro perspective, we are encouraged thatas the purchasing power level of the poorer class is likely grow as a result of pro-rakyat movements by the government. RALS’ longterm growth will be dependant on their ability to successfully transform their department stores  as well as efficiently adding newstores in areas where penetration remain low. Overall our earnings forecast for 2017 indicates a +19% growth YoY in net profitincluding an improvement in Net Profit Margin by +54bps.
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Source: Sinarmas Investment Research, Company data,  Bank Indonesia

Financial Statement (IDR mil) 2014 2015 2016F 2017F 2018FNumber of Stores (unit) 114 112 113 116 119SSSG 8.9% 3.8% 7.8% 8.1% 9.4%Revenue 7,941,715 7,786,194 8,406,248 9,340,277 10,196,565
   % growth -2% 8% 11% 9%Net Revenue 5,861,348 5,533,004 6,111,547 6,757,144 7,367,190
   % growth -6% 10% 11% 9%Gross Profit 2,047,837 1,996,004 2,178,103 2,410,209 2,632,119
   % growth -3% 9% 11% 9%Total Operating & Selling Expense 1,753,579 1,764,730 1,849,259 1,984,973 2,125,278
   % growth 1% 5% 7% 7%EBITDA 495,909 396,696 555,474 670,761 774,991
   % growth -20% 40% 21% 16%Net Profit 355,663 336,054 414,348 494,751 574,144
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Appendix I: Sales Breakdown

Sales by Region (IDR mil) 2012 2013 2014 2015 1H2016Java 4047323 4518128 4542661 4586068 2680049Bali-NTT 424857 438266 452678 420454 213880Sumatra 1744150 1689318 1635993 1526094 790047Kalimantan 745363 733100 706813 646254 344827Sulawesi 380135 406392 412969 412668 226975Maluku 23905 31767 38931 21825Papua 111804 159370 158834 155724 87298Total 7453633 7968479 7941715 7786194 4364900
Gross Sales Breakdown by Class

(IDR mil) 2012 2013 2014 2015 1H 2016Women 968972 1091682 1080073 770833 449,585Men 1632346 1808845 1906012 2211279 1,278,916Children 536662 557794 532095 654040 458,315S,B,A 1408737 1641507 1707469 1821969 969,008Special Buy 253424 254991 182659 109007 61,109Toys, stationery & household 193794 175307 142951 109007 56,744Housewares 395043 390455 341494 233586 130,947Supermarket 2064656 2055868 2048962 1876473 960,278Total 7453633 7976447 7941715 7786194 4,364,900
Gross Sales Breakdown (IDR mil) 2012 2013 2014 2015 1H2016Fashion  outright 2,526,782 2,788,968 2,708,125 2,647,306 1,663,027  consignment 2,273,358 2,557,882 2,700,183 2,912,037 1,558,269Toys, stationery & household  outright 559,022 541,857 460,619 319,234 174,596  consignment 22,361 23,905 23,825 23,359 8,730Supermarket  outright 1,915,584 1,904,466 1,969,545 1,821,969 925,359  consignment 149,073 151,401 79,417 62,290 34,919Total  outright 5,001,388 5,235,291 5,138,290 4,788,509 2,762,982  consignment 2,444,792 2,733,188 2,803,425 2,997,685 1,601,918

Source: Sinarmas Investment Research
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Source: Sinarmas Investment Research

Balance Sheet (IDR million) 2013 2014 2015 2016F 2017F 2018FCash & Cash Equivalents 869,000 625,373 844,253 708,748 660,745 698,706Time Deposits 403,089 1,026,105 984,004 1,086,894 1,198,578 1,308,494Account Receivables 20,264 23,306 33,612 37,127 38,685 43,466Inventory 872,064 808,569 823,909 896,050 993,922 1,021,002Other Current Assets 210,167 211,591 145,394 160,597 188,623 199,622Fixed Assets 1,445,497 1,375,402 1,333,227 1,387,705 1,477,650 1,548,964Other Non-Current Assets 566,676 495,577 410,505 453,428 512,991 552,946Total Assets 4,386,757 4,565,923 4,574,904 4,730,548 5,071,193 5,373,201Account Payables 894,785 889,070 899,558 843,119 934,124 975,033Other Current Liabilities 68,582 78,474 61,332 79,331 103,413 121,778Other Non-Current Liabilities 230,823 272,699 280,210 262,629 290,287 303,362Total Liabilities 1,194,190 1,240,243 1,241,100 1,185,079 1,327,824 1,400,173Total Equity 3,192,567 3,325,680 3,333,804 3,545,469 3,743,370 3,973,027
Income Statement (IDR million) 2013 2014 2015 2016F 2017F 2018FDirect Sales 5,223,962 5,131,375 4,788,667 5,314,006 5,872,884 6,399,413Consignment Sales 2,744,517 2,810,340 2,997,527 3,092,241 3,467,393 3,797,152Net Sales 6,000,818 5,861,348 5,533,004 6,111,547 6,757,144 7,367,190Cost of Goods Sold (3,860,568) (3,813,511) (3,537,000) (3,933,444) (4,346,935) (4,735,071)Operating Expense (1,784,848) (1,753,579) (1,764,730) (1,849,259) (1,984,973) (2,125,278)Depreciation & Amortization 173,236 196,712 146,002 206,107 225,326 244,583Operating Income 403,012 299,197 250,694 349,367 445,436 530,409EBITDA 576,248 495,909 396,696 555,474 670,761 774,991Finance Income 54,686 89,712 113,926 112,252 114,797 125,325Income before Tax 457,698 388,909 364,620 461,619 560,233 655,734Tax Expense (67,163) (33,246) (28,566) (47,271) (65,482) (81,590)Net Income 390,535 355,663 336,054 414,348 494,751 574,144

Appendix II: Financial Statements & Highlights

Financial Highlights 2013 2014 2015 2016F 2017F 2018FRevenue (IDR Bn) 7,968,479 7,941,715 7,786,194 8,406,248 9,340,277 10,196,565
   % growth -0.3% -2.0% 8.0% 11.1% 9.2%Gross Profit (IDR Bn) 2,140,250 2,047,837 1,996,004 2,178,103 2,410,209 2,632,119Net Profit (IDR Bn) 390,535 355,663 336,054 414,348 494,751 574,144
   % growth -8.9% -5.5% 23.3% 19.4% 16.0%EV/ EBITDA (x) 9 15 12 -Gross Margin (%) 35.67% 34.94% 36.07% 35.64% 35.67% 35.73%Net Margin (%) 6.51% 6.07% 6.07% 6.78% 7.32% 7.79%Return on Equity (%) 12.53% 10.91% 10.09% 12.05% 13.58% 14.88%Return on Assets (%) 9.23% 7.95% 7.35% 8.91% 10.10% 10.99%
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Appendix III: Financial Ratios & Valuation Assumptions

Source: Sinarmas Investment Research

Financial Ratios 2013 2014 2015 2016F 2017F 2018FProfitabilityROE 12.53% 10.91% 10.09% 12.05% 13.58% 14.88%ROA 9.23% 7.95% 7.35% 8.91% 10.10% 10.99%Gross Profit Margin 35.67% 34.94% 36.07% 35.64% 35.67% 35.73%Operating Profit Margin 6.72% 5.10% 4.53% 5.72% 6.59% 7.20%Net Profit Margin 6.51% 6.07% 6.07% 6.78% 7.32% 7.79%ValuationEPS 55 50 48 60 72 83P/E 25 27 29 23 19.1 16EV/EBITDA 11.54 10.04 9.07 15.70 13.08 13.08LiquidityCurrent Ratio 2.465 2.785 2.946 3.132 2.969 2.983Quick Ratio 0.913 0.668 0.904 0.805 0.673 0.673Cash Conversion Cycle 1.4 (7.7) (5.2) 7.3 7.3 5.9ActivityReceivables  turnover 296.1 251.5 164.6 164.6 174.7 169.5  days 1.23 1.45 2.22 2.22 2.09 2.15Inventories  turnover 4.4 4.7 4.3 4.4 4.4 4.6  days 82.4 77.4 85.0 83.1 83.5 78.7Payables  turnover 4.44 4.22 3.95 4.68 4.66 4.87  days 82.3 86.5 92.4 78.1 78.3 75.0Asset Turnover 1.419 1.309 1.211 1.314 1.379 1.411Fixed Asset Turnover 4.533 4.156 4.085 4.492 4.716 4.868NWC Turnover 14.627 7.130 5.200 5.351 5.118 5.155SolvencyDebt Equity Ratio - - - - - -Financial Leverage 1.3735 1.3726 1.3527 1.3448 1.3535 1.3410Interest Coverage
DCF Assumptions

WACC 12.45% Number of shares 6884.32After tax cost of debt 10.60% Target Price (Rp) 1450Tax Rate 25%
After tax cost of debt 8.0% Current Price 1370% of debt 0% ETR(%) 5.84%
Cost of Equity 12.45%RfR 7.00%Beta 0.99Market Risk Premium 5.50%% of equity 100%

Assumptions
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Appendix IV: Sector Comparison

Source: Sinarmas Investment Research

No. of Stores / Retail Network 2013 2014 2015 2016FRALS 116 114 112 113LPPF 125 131 142 149MAPI 1,779 1,872 1,938 2,043ACES 115 135 145 155
Sector SSSG Comparison 2013 2014 2015 1H 2016 3Q 2016RALS 2.2% 0.6% -2.7% 27.5% 7.1%LPPF 12.1% 10.7% 6.8% 27.1% 6.0%MAPI 10.0% 5.0% -2.0% 6.0% 3.0%ACES 4.9% 3.1% 0.5% 3.7% 0.7%
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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 permission
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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