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KRESNA CEMENT

= Still on Track

Rating : Overweight (Maintain) Analyst: Irwan Budiarto

Investment Thesis

We reiterate our OVERWEIGHT recommendation on the sector, underpinned by robust domestic cement sales
in 9M11, which grew by 16.3% YoY to 34.3m tons. We believe such strong performance will repeat in 4Q11,
boosted by rapid infrastructure developments and strong property demand. Also worth noting that based on
historical data, the Government of Indonesia is usually disbursing most of its budget by the end of the year. Our
top pick in the sector remains SMGR (BUY - TP Rp10,950) given its undemanding valuation; it is trading at FY11
P/E of 12.7x, more attractive than its competitors: INTP (BUY - TP Rp16,650) is trading at FY11 P/E of 15.0x,
while SMCB (BUY - TP Rp2,200) is at FY11 P/E of 14.9x.

Key Catalysts

e Sep11 domestic sales rebounds as Fasting season ends. The rebounding cement sales in Sepll arrived as
expected, growing 6.6% MoM to 3.8m tons compared to 3.6m tons in Augll, since the fasting month was over; meaning
that construction and infrastructure activities have normal again. Under our coverage, SMGR posted the highest growth of
11.3% MoM, followed by INTP (+8.0% MoM) and SMCB (-0.2% MoM). SMGR’s remarkable performance was mainly
attributed from its winning in three largest cement markets: Java (+1.7%), Sumatera (+4.6%) and Sulawesi (+5.1%).
Nationally, both SMGR and INTP posted an increase in market share by 1.8% MoM and 0.4% MoM to 42.3% and 31.2%,
respectively, while SMCB's dipped by 1.0% MoM to 15.1%.

* Positive growth across the region. In 9M11, positive growth was seen across the regions, except in Eastern Indonesia
(-12.5% YoY). Java posted the highest growth of 19.2% YoY to 18.9m tons, followed by Kalimantan (+14.7% YoY to 2.4m
ton), Sumatra (+14.6% YoY to 8.0m tons), Sulawesi (+14.6% YoY to 2.5m tons) and Nusa Tenggara (+12.2% YoY to 2.0m
tons). Overall, domestic cement sales in 9M11 was recorded at 34.3m tons, up 16.3% YoY from 29.5m tons in 9M10; the
number is still in line with our forecast, reaching 74.4% of our FY11 estimate of 46.1m tons.

« Export: only a temporary surge. Cement export in Sepll jumped 68.2% MoM to 172.5k tons from 102.6k tons in
Augll. Robust export in Sepll were mostly driven by INTP’s and SMCB'’s strong sales, which recorded a 192.0% MoM
and 83.3% MoM growth to 81.8k tons and 59.8k tons, respectively. However, we believe such high export number was
more of an anomaly and should decline in the following months as demand at home will see a strong rebound post-fasting
season, as it did in the previous years.

Impact

« Maintain FY11 growth forecast. Although Sep' cement sales growth of 6.6% MoM was below our projection, yet we
prefer to maintain our forecast since we believe the sales could accelerating in the upcoming months. Our reasoning is,
historically, the Government of Indonesia is usually disbursing most of its budget by the end of years, especially for
infrastructure development. 9M11 sales has also achieved around 74.4% of our full year estimate of 46.1m tons.

e SMGR's 9M11 revenue may up by 12% YoY - still our top pick. Recently, the company announced that revenue in
9M11 may go up by 12% YoY to Rp11.5tr, from Rp10.3tr in 9M10, while net income was projected to increase by 5%-10%
YoY to Rp2.6tr-Rp2.7tr. Amid stable selling price this year, the increase in revenue was mainly supported by higher sales
volume, which reported up by 9%-10% YoY. The company, however, also indicated that margins could slip this year, due
to higher input costs, particularly related with energy costs. However, we have incorporated that scenario in our model,
hence projecting a 1.4% YoY decline in gross margin to 46.1% and EPS growth of 11.2% YoY in 2011. Our top pick in the
sector remains SMGR given its undemanding valuation. At the moment SMGR is trading at FY11 P/E of 12.7x, making it
more attractive than its competitors: INTP (BUY - TP Rp16,650) with FY11 P/E of 15.0x and SMCB (BUY - TP Rp2,200)
with FY11 P/E of 14.9x.

Financial Highlights

Current Target Upside EPS Growth (%) P/E (x) EV/ton (USS) Div. Yield
Price Price (%) 11E 12F 11E 12F 11E 12F (%)
INTP 14,300 16,650 16.4 BUY 8.9 3.3 15.0 14.5 269 250 2.0
SMCB 1,860 2,200 18.3 BUY 15.4 7.3 14.9 13.9 202 206 1.2
SMGR 8,650 10,950 26.6 BUY 11.2 4.8 12.7 12.1 263 216 3.5
Average 10.7 4.5 13.8 13.2 255 227 2.5
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Quarterly cement sales
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Monthly cement sales
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Trend of market share
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Quarterly government spending
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Robust Investment in 1H11
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National Cement Sales onSeptember 2011
(000 tons) SMGR INTP SMCB DOMESTIC

Aug'll | Sep'll | %Chg |Aug'll |Sep'll |%Chg JAug'll $ep'll oChg Aug '11 | Sep'll | %Chg
Sumatra 326 391 19.8% 131 123 -5.9% 94 99 5.1% 810 871 7.6%
Java 694 779 12.3% 785 858 9.3% 441 423 -3.9%| 1,956 2,096 7.1%
Kalimantan 129 125 -3.0% 67 86 27.4% 32 44 36.4% 254 280 10.4%
Sulawesi 181 187 3.5% 55 451 -19.1% 3 4 16.2% 307 293 -4.7%
Nusa Tenggara 84 100 20.1% 59 81 37.7% 10 10 -6.0% 206 249 20.4%
East Indonesia 47 43 -8.1% 12 5| -56.7% 0 0| -54.2% 69 54| -22.6%
Total Domestic 1,460 1,625 11.3%| 1,109 1,197 8.0% 581 580 -0.2%| 3,603 3,843 6.6%
Export: Cement 4 5 21.2% 1 0| -68.2% - 1 N.A 6 6 12.1%

Clinker - - N.A 27 81| 206.5% 33 59 80.9% 97 166 71.5%
Total Sales 1,465 1,631 11.3%| 1,137 1,279 12.5% 613 639 4.3%| 3,706 4,015 8.3%
Source: Indonesia Cement Association
National Market Share on September 2011
SMGR INTP SMCB OTHERS

Aug'll | Sep'll | %Chg |Aug'll |Sep'll |%Chg JAug'll $ep'll oChg Aug '11 | Sep'll | %Chg
Sumatra 40.3%| 44.9% 46%| 16.1%| 14.1% -2.0%| 11.6%| 11.3% -0.3%| 22.5%| 22.7% 0.2%
Java 35.5%| 37.2% 1.7%| 40.1%| 40.9% 0.8%| 22.5%| 20.2% -2.3%| 54.3%| 54.6% 0.3%
Kalimantan 50.7%| 44.5% -6.1%| 26.4%] 30.5% 4.1%| 12.8%| 15.8% 3.0% 7.1% 7.3% 0.2%
Sulawesi 59.0%| 64.0% 5.1%| 17.9%| 15.2% 2.7% 1.0% 1.2% 0.2% 8.5% 7.6% -0.9%
Nusa Tenggara 40.5%| 40.4% -0.1%]| 28.5%] 32.5% 4.1% 5.0% 3.9% -1.1% 5.7% 6.5% 0.7%
East Indonesia 67.2%| 79.8%| 12.6%] 18.0%] 10.0% -7.9% 0.3% 0.2% -0.1% 1.9% 1.4% -0.5%
Average 40.5%| 42.3% 1.8%| 30.8%| 31.2% 0.4%| 16.1%| 15.1% -1.0%| 100.0%| 100.0% 0.0%
Source: Indonesia Cement Association
National Cement Sales in 9M11

(000 tons) SMGR INTP SMCB DOMESTIC

9M10 IaM11 %Chg 9M10 9aM11 %Chg 9M10 9M11 %Chg 9M10 IM11 %Chg
Sumatra 3,096 3,387 9.4% 1,099 1,276 16.1% 656 908 38.4% 6,974 7,994 14.6%
Java 6,022 6,785 12.7%| 6,392 7,607 19.0%| 3,028 4,017 32.7%| 15,817 18,851 19.2%
Kalimantan 1,135 1,175 3.5% 562 689 22.6% 235 324 37.9% 2,117 2,428 14.7%
Sulawesi 1,296 1,521 17.4% 361 341 -5.5% 18 21 16.7% 2,174 2,491 14.6%
Nusa Tenggara 658 727 10.5% 668 714 6.9% 73 93 27.4% 1,741 1,953 12.2%
East Indonesia 484 390 | -19.4% 110 104 -5.5% 6 2| -66.7% 686 600 | -12.5%
Total Domestic 12,691 13,984 10.2%| 9,191 | 10,731 16.8%| 4,015 5,365 33.6%| 29,508 34,317 16.3%
Export: Cement 174 76 | -56.3% 20 18| -10.0% 260 60| -76.9% 472 179 | -62.1%

Clinker - - N/A 765 449 | -41.3% 876 235| -73.2% 1,642 773 | -52.9%
Total Sales 12,865 14,060 9.3%| 9,977 | 11,197 12.2%| 5,151 5,660 9.9%| 31,622 35,269 11.5%
Source: Indonesia Cement Association
National Market Share in 9M11
SMGR INTP SMCB OTHERS

9M10 9M11 %Chg 9M10 9M11 %Chg 9M10 9M11 %Chg 9M10 IM11 %Chg
Sumatra 44.4% 42.4% -2.0% 15.8% 16.0% 0.2% 9.4% 11.4% 2.0% 23.6% 23.3% -0.3%
Java 38.1% 36.0% -2.1%|  40.4%| 40.4% -0.1% 19.1%| 21.3% 2.2% 53.6% 54.9% 1.3%
Kalimantan 53.6% 48.4% -5.2%| 26.5%| 28.4% 1.9% 11.1% 13.3% 2.3% 7.2% 7.1% -0.1%
Sulawesi 59.6% 61.1% 1.5% 16.6% 13.7% -2.9% 0.8% 0.8% 0.0% 7.4% 7.3% -0.1%
Nusa Tenggara 37.8% 37.2% -0.6%| 38.4%| 36.6% -1.8% 4.2% 4.8% 0.6% 5.9% 5.7% -0.2%
East Indonesia 70.5% 65.0% -5.6% 16.0% 17.3% 1.2% 0.9% 0.4% -0.5% 2.3% 1.7% -0.6%
Average 43.0% 40.8% -2.3%| 31.1%| 31.3% 0.1% 13.6% 15.6% 2.0%| 100.0%| 100.0% 0.0%

Source: Indonesia Cement Association
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IMPORTANT DISCLOSURES AND DISCLAIMERS

This report has been produced by PT Kresna Graha Sekurindo Thk (Kresna Securities), Indonesia.

Definition of ratings :

BUY = stock return > 10% over the next 12 months (excluding dividend)
HOLD = stock return -10% to 10% over the next 12 months (excluding dividend)
SELL = stock return <10% over the next 12 months (excluding dividend)

Analyst Certification:  The views expressed in this research accurately reflect the personal views of the analyst(s) about the
subject securities or issuers and no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to
the inclusion of specific recommendations or views in this research. The analyst(s) principally responsible for the preparation of
this research has taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.

This report is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the
specific investment objectives, financial situation or particular needs of any specific recipient. It is published solely for
informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial
instruments. No representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness or
reliability of the information contained herein, except with respect to information concerning Kresna Securities, its subsidiaries
and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in
the report. The report should not be regarded by recipients as a subtitute for the exercise of their own judgement. Any opinions
expressed in this report are subject to change without notice and may differ or be contrary to opinions expressed by other
business areas or groups of Kresna Securities as a result of using different assumptions and criteria.

Kresna Securities is under no obligation to update or keep current the information contained herein. Kresna Securities, its
directors, officers and employees or clients may have or have had interests or long or short positions in the securities or other
financial instruments referred to herein, and may at any time make purchases and/or sales in them as principal or agent. Kresna
Securities may act or have acted as market-maker in the securities or other financial instruments discussed in this report, and
may have or have had a relationship with or may provide or has provided investment banking, capital markets and/or other
financial services to the relevant companies. Employees of Kresna Securities may serve or have served as officers or directors
of the relevant companies. Kresna Securirties may rely on information barriers, such as “Chinese Walls”, to control the flow of
information contained in one or more areas within Kresna Securities, into other areas, units, groups or affiliates of the company.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options,
derivative, products and futures are not suitable for all investors, and trading in these instruments is considered risky. Past
performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value,
price or income of any security or related instrument mentioned in this report. For investment advice, trade execution or other
enquiries, clients should contact their respective sales representative. Neither Kresna Securities nor any of its affiliates, directors,
employees or agents accept any liability for any loss or damage arising out of the use of all or any part of this report. Additional
information will be made available upon request.

2011 Kresna Securities. All rights reserved. This report may not be reproduced or redistributed, in whole or in part, without the
written permission of Kresna Securities and the firm accepts no liability whatsoever for the actions of third parties in this respect.
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