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Research Update:

PT Japfa Comfeed Downgraded To 'B' On
Deteriorating Cash Flow Adequacy, Eroding
Liquidity; Outlook Negative

Overview

« W project that the nargins and cash flows of Japfa will be substantially
bel ow our earlier expectation in 2015. The cash fl ow adequacy coul d al so
remain weak if tough conditions in Indonesia's poultry sector persist.

e Japfa's liquidity is also eroding because of weaker operating cash flows
and hi gher short-term debt.

W are lowering our long-termcorporate credit rating on Japfa and the
Il ong-termissue rating on the conpany's guaranteed senior unsecured notes
to 'B from'B+' . W are also |owering our |ong-term ASEAN regi onal scale
rating on the |Indonesi a-based integrated poultry producer to 'axB+ from
'axBB' .

» The negative outlook reflects Japfa's eroding liquidity and increasingly
unf avorabl e debt maturity profile. The outl ook also reflects the
prospects that the conmpany's FFO interest coverage may not recover toward
3.0x over the next 12 nonths if operating conditions remain tough

Rating Action

On July 31, 2015, Standard & Poor's Ratings Services lowered its |long-term
corporate credit rating on PT Japfa Confeed |Indonesia Thk. (Japfa) to 'B from
"B+'. The outl ook is negative. We also | owered our long-termissue rating on

t he seni or unsecured notes that Japfa guarantees to 'B'" from'B+ . At the sane
tinme, we |owered our |ong-term ASEAN regional scale rating on the

I ndonesi a- based integrated poultry producer to 'axB+ from'axBB'.

Rationale

We [ owered the ratings because we expect Japfa's margins and cash flows to be
substantially bel ow our earlier expectation for the next 12 nonths at |east.

W | owered our assessnent of Japfa's stand-alone credit profile to 'b" from
'b+' because we project the conpany's cash fl ow adequacy in 2015 to be nuch

[ ower than we anticipated. W forecast that Japfa's ratio of funds from
operations (FFO to debt will be 7% 9% and its FFO interest coverage will be
close to 2.0x in 2015. The ratios could be less than 12% and below 3.0x in
2016, based on EBI TDA margin of 5.5%6.5% over the period. W earlier expected
an FFO-to-debt ratio of 12% 14% FFO interest coverage of close to 3.0x, and
mar gi n of about 7% for the period.
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We estimate that Japfa's EBI TDA nargin woul d need to inprove sustainably above
8% for the conmpany to reduce its debt and inprove the FFO-to-debt ratio
confortably above 12% and the FFO interest coverage to close to 3.0x. W
believe this scenario will be challenging until at |east the end of 2016,
given the current tough donestic narket conditions with poor denmand and
overcapacity. Certain supply-side adjustnments fromthe |arge poultry producers
may take place in the second half of 2015 and help Japfa's margins in 2016.

But the timng of those adjustnments, their materiality, and inmpact on nargins
is uncertain. Therefore we believe margin visibility beyond 2015 is limted.

Japfa's EBI TDA was about | ndonesian rupiah (IDR) 630 billion for the six
nont hs ended June 30, 2015, |ess than 40% of our full-year forecast. EBI TDA
for the second quarter, at about IDR380 billion, was about half that for the
same period in 2014. EBITDA margin was at a nmulti-year |ow of about 5.1% The
second quarter is traditionally the strongest for the conpany.

Japfa's deteriorating operating performance and hi gher working capital needs
have eroded its liquidity despite a substantial reduction in capital spending.
The conpany's short-termdebt rose to alnbst IDR3.5 trillion as of June 30,
2015, fromabout IDR2.5 trillion as of Dec. 31, 2014. W expect the rel ease of
wor ki ng capital after the Lebaran period in July and August 2015 will reduce
the debt in the third quarter

The liquidity at Japfa Ltd., which owns 57.5% of Japfa, has also eroded, in
our view. Consolidated short-term debt decreased to about US$453 mllion as of
June 30, 2015, from about US$485.7 million as of Dec. 31, 2014. But the cash
bal ance al so declined to about US$218.2 nillion from about US$286.7 mllion
over the period because of higher working capital and capital spending.

Japfa's capital structure and debt maturity profile remain credit negatives,
in our view Besides exposure to currency nmismatch, depreciation in the

rupi ah, and el evated short-term debts, Japfa faces repaynent of IDRL.5
trillion in donestic bonds in early 2017. This bond still has about 18 nonths
to maturity and Japfa has sound access to donestic funding sources, in our

vi ew. However, persisting poor operating conditions in the donestic poultry
sector could delay the refinancing of the bonds or increase the cost. A
sufficiently proactive refinancing well in advance of the due date will be
critical for Japfa to maintain its liquidity.

We apply our group rating nethodol ogy to Japfa because the parent has majority
owner shi p of the conpany. W align the stand-alone credit profile of Japfa
with the group credit profile because we view Japfa as a core subsidiary of
Japfa Ltd. This is because of its large contribution to the group's
consol i dated revenue and EBI TDA. Japfa Ltd. has provided working capita
support through trade payable extension to its subsidiary in the past and we
expect such support to continue if needed.

The deterioration of the group's consolidated cash fl ow adequacy was | ess
severe than that of Japfa because the group has other EBI TDA- produci ng
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operations that were nore resilient in the half year ended June 30, 2015. The
group's consolidated reported debt al so remai ned broadly unchanged because its
operating cash flows were nore robust than those of Japfa.

Qur base case includes the foll ow ng:

* Qur econom sts expect Indonesia's CGDP to grow 5.4%in 2015 and 5.5%in
2016.

 Consuner sentinent is likely to stay subdued till the end of 2015 at
| east, resulting in sluggi sh demand and pri ci ng.

« Japfa's revenue is set to grow about 2% in 2015 and about 4% in 2016.

* Its EBITDA nargin is likely to be 5.0%5.5%in 2015. Supply-side
adjustnents fromlarge poultry producers could inprove Japfa's margin to
6% 7% in 2016, even though visibility remains poor

* Annual working capital requirenents to be about | DR200 billion

* Annual capital spending to be IDR750 billion-1DR800 billion in 2015 and
2016.

Based on these assunptions, we arrive at the following credit nmetrics for

Japf a:

e EBITDA of IDRL,200 billion-I1DR1,300 billion in 2015 and about |DR1, 700
billion in 2016.

* Ratio of FFO to debt of 7% 9% in 2015 and close to 12%in 2016.

e Debt-to-EBITDA ratio of 5.5x-6.0x in 2015 and about 4.5x in 2016.

e FFO interest coverage of about 2.0x in 2015 and 2.5x-2.8x in 2016.

Liquidity

We view Japfa's liquidity as "less than adequate." We project the conpany's
ratio of liquidity sources, including cash and internal cash flows, to
[iquidity needs, including short-term debt and working capital, to be bel ow
1.0x over the next 12 nonths. In our view, the conpany will remain dependent
on a roll over of its maturing working capital debt.

Japfa was in breach of a nunber of naintenance covenants on its bank | oans as
of year-end 2014. The conpany recei ved waivers for those breaches. W expect
Japfa to breach these covenants for the next testing period. That said, the
conpany' s establ i shed banking rel ationshi ps and record of rolling over working
capital lines even during difficult market conditions should help it obtain
further waivers or repay some bank |ines.

Principal liquidity sources include:
» Cash bal ance of about IDR910 billion as of June 30, 2015; and
e FFO before changes in working capital of about IDR700 billion over the

next 12 nonths.

Principal liquidity uses include:

 About IDR3.5 trillion of short-termdebt, nmost of which conprises
short-termworking capital |oans. W expect sone of these working capita
loans to be repaid in the third quarter

* Spending of no nore than IDR300 billion in a tight liquidity situation
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nostly on nai ntenance; and
« Working capital requirenments of about | DR200 billion

Outlook

The negative outl ook reflects Japfa's eroding liquidity and its increasingly
unfavorabl e debt maturity profile over the next 18 nmonths. The outl ook al so
refl ects the prospects that the conpany's FFO interest coverage will not
recover toward 3.0x over the next 12 nonths if operating conditions remain

t ough.

We coul d downgrade Japfa if the conpany's |iquidity weakens because of a
failure to roll over maturing working capital debt, to proactively refinance
mat uri ng bonds or bank | oans, or because of persisting covenant breaches
without tinely liquidity support fromthe group. W could also | ower the
rating i f we [ ower our assessment of the group credit profile. Gven Japfa's
large contribution to the parent's consolidated revenues and EBI TDA, we could
lower the group credit profile if Japfa's FFO interest coverage fails to
recover sustainably toward 3x over the next 12 nonths. This could materialize
if the Indonesia operations remain weak, Japfa's EBITDA margi n does not

i nprove above 8.0% and the conpany maintains its capital spending.

We could revise the outlook to stable if Japfa's cash fl ow adequacy
stabilizes. We believe this would require a sustainable recovery in the
consolidated ratio of FFOto debt to confortably above 12% A revision in the
outl ook woul d al so be contingent upon a substantial |engthening of Japfa's
debt maturity profile and an inprovement in its liquidity.

Ratings Score Snapshot

Corporate Credit Rating: B/ Negative/--
Busi ness risk: Fair

* Country risk: High
e Industry risk: Internediate
 Conpetitive position: Fair

Fi nancial risk: Aggressive
e Cash flow Leverage: Aggressive

Anchor: bb-

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Very negative (-2 notches)
 Financial policy: Neutral (no inpact)

e Liquidity: Less than adequate (no inpact)
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e« Managenent and governance: Fair (no inmpact)
 Conparable rating analysis: Neutral (no inpact)

Stand-al one credit profile: b

Group credit profile: 'b'
Entity status: Core (ratings equalized with GCP)

Related Criteria And Research

Related Criteria

* Key Credit Factors For The Agribusi ness And Commodity Foods I ndustry,
Jan. 29, 2015

 Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Dec. 16, 2014

e Standard & Poor's National And Regional Scal e Mappi ng Tabl es, Sept. 30,
2014

 National And Regional Scale Credit Ratings, Sept. 22, 2014

e Corporate Methodol ogy, Nov. 19, 2013

e Corporate Methodol ogy: Ratios and Adjustnments, Nov. 19, 2013

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

e Ceneral Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

e Group Rating Methodol ogy, Nov. 19, 2013

* Met hodol ogy: Managenment And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

e 2008 Corporate Criteria: Rating Each |Issue, April 15, 2008

Related Research

« PT Japfa Confeed Downgraded To 'B+ On Wakened Cash Fl ows Adequacy
Rati os, Capital Structure; CQutlook Stable, April 28, 2015

e Ratings On I ndonesi an Conpanies WI| Have Less Headroom In 2015, April 5,
2015

Ratings List

Downgr aded
To From
PT Japfa Confeed | ndonesi a Tbk.
Corporate Credit Rating B/ Negati ve/ - - B+/ St abl e/ - -
ASEAN Regi onal Scal e axB+/--/-- axBB/--/--
Conf eed Fi nance B.V.
Seni or Unsecured B B+

Conpl ete ratings information is avail able to subscribers of RatingsDi rect at
www. gl obal credi tportal.com and at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at
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www. st andar dandpoors. com Use the Ratings search box located in the |eft
col umm.
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