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Research Update:

PT Fajar Surya Wisesa Tbk. Rating Raised To
'B+' On Strong Operating Performance,
Capacity Expansion; Outlook Stable

Overview
• Fajar's operating performance remained strong over the past year and its
capacity expansion is nearing completion.

• We raised the long-term corporate credit rating on Fajar and the issue
rating on its notes to 'B+' from 'B'.

• The stable outlook reflects our expectation that Fajar can maintain its
improved operating performance.

Rating Action
On Dec. 16, 2010, Standard & Poor's Ratings Services raised its long-term
corporate credit rating on Indonesia-based pulp and paper company PT Fajar
Surya Wisesa Tbk. (Fajar) to 'B+' from 'B'. The outlook is stable. At the same
time, we raised the rating on the senior secured notes issued by Fajar Paper
Finance B.V. and guaranteed by Fajar to 'B+' from 'B'.

Rationale
We raised the rating on Fajar to reflect our expectation that the company can
continue its strong operating performance over the past year. In addition,
Fajar's existing capacity will significantly increase after a new paper
machine is operational. Fajar has also secured bank facilities in order to
refinance its existing senior secured notes due October 2011.

Fajar's operating performance started to improve in the second half of fiscal
ended December 2009, helped by a recovery in the demand and price of paper
products, which has strengthened the company's cash flows. We expect price and
demand for packing paper to remain robust, reflecting healthy growth prospects
for Indonesia (Foreign currency BB/Positive/B; local currency BB+/Positive/B;
ASEAN scale axBBB+/axA-2). We also anticipate that Fajar's proportion of
domestic sales, which have higher margins than exports, will remain at more
than 95% of total sales.

Fajar's fifth paper machine will come on stream in the first quarter of fiscal
2011. This will increase its capacity by about 50%. The company also plans to
modify two of its existing machines at a moderate capital expenditure, further
adding to capacity. In line with continued improvement in demand, we expect
the company's capacity utilization to be close to 100% in the next few
quarters.
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We believe Fajar has demonstrated prudence by securing US$120 million in a
syndicated credit facility to refinance its existing senior secured notes due
October 2011. This substantially mitigates refinancing risk. The credit
facility has lower interest rates than existing notes and it amortizes over
five years. Fajar should also be able to secure sufficient funds for the
modification and debottlenecking of two paper machines (PM2 and PM7) over the
next two years. We expect Fajar to service its debt-service obligations
without difficulty.

Fajar's financial risk profile has improved over past year. While we expect
the proposed capital expenditure for the PM2 and PM7 modifications to increase
Fajar's debt, we don't believe this will significantly weaken the company's
debt-to-EBITDA ratio, which should benefit from an improving operating
environment and better margins. In our opinion, Fajar's debt-to-EBITDA ratio,
which was 2.7x at September 2010, will weaken only moderately to about 3.0x in
fiscal 2011 and reduce thereafter as its bank loan amortizes.

Liquidity
We believe Fajar's liquidity is adequate. It can use US$100 million of its
US$120 million syndicated credit facility to refinance its senior secured
notes maturing in October 2011 and the remainder for general corporate
purposes. The company also has a credit facility of about US$40 million for
general corporate purposes.

In our view, Fajar's debt maturity profile will be manageable following the
refinancing of the notes. We expect the company to generate funds from
operations of more than US$40 million and that it will comply with the
covenants without difficulty.

Outlook
The stable outlook reflects our expectation that Fajar's operating performance
over the next few quarters is likely to be stable, in line with robust demand
for paper products and prices. The stable outlook also assumes smooth
refinancing of the existing notes due October 2011, using the already tied-up
bank loans.

We may lower the rating if Fajar's consolidated credit measures deteriorate,
such that its ratio of debt to EBITDA is more than 4.0x on a sustained basis.
Credit measures could weaken due to higher-than-expected debt (to fund capital
expenditure or acquisitions), weaker paper demand and prices, or higher input
costs.

We may raise the rating if: (1) Fajar improves its market position, resulting
in stronger cash flows; or (2) the company maintains its financial metrics
after taking into consideration capital expenditure, supported by a continued
improvement in the operating environment, stable margins, and adequate
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liquidity.

Related Criteria And Research
• Corporate Ratings Criteria 2008, published April 15, 2008

Ratings List
Upgraded

To From
PT Fajar Surya Wisesa Tbk.
Corporate Credit Rating B+/Stable/-- B/Stable/--

Fajar Paper Finance B.V.
Senior Secured B+ B

Complete ratings information is available to RatingsDirect subscribers on the
Global Credit Portal at www.globalcreditportal.com and RatingsDirect
subscribers at www.ratingsdirect.com. All ratings affected by this rating
action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
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www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party
redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold, or sell any securities or to make any investment decisions. S&P assumes no obligation to update the Content following publication in any
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clients when making investment and other business decisions. S&P's opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or
an investment advisor. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or
independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P. The Content
shall not be used for any unlawful or unauthorized purposes. S&P, its affiliates, and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or
omissions, regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is
provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any
party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright © 2010 by Standard & Poors Financial Services LLC (S&P), a subsidiary of The McGraw-Hill Companies, Inc. All rights reserved.

www.standardandpoors.com/ratingsdirect 5

838242 | 301152801


	Research:
	Overview
	Rating Action
	Rationale
	Liquidity

	Outlook
	Related Criteria And Research
	Ratings List


