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Research Update:

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

Overview

e Fajar's operating performance remai ned strong over the past year and its
capacity expansion is nearing conpletion

e W raised the long-termcorporate 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
i mproved operating performance.

Rating Action

On Dec. 16, 2010, Standard & Poor's Ratings Services raised its long-term
corporate credit rating on |Indonesia-based pul p and paper conpany PT Faj ar
Surya Wsesa 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

Fi nance B.V. and guaranteed by Fajar to 'B+ from'B'.

Rationale

We raised the rating on Fajar to reflect our expectation that the conpany can
continue its strong operating performance over the past year. In addition
Fajar's existing capacity will significantly increase after a new paper
machi ne is operational. Fajar has al so secured bank facilities in order to
refinance its existing senior secured notes due Cctober 2011

Fajar's operating performance started to inprove in the second half of fisca
ended Decenber 2009, helped by a recovery in the denand and price of paper
products, which has strengthened the conpany's cash flows. W expect price and
demand for packing paper to renmain robust, reflecting healthy growh prospects
for Indonesia (Foreign currency BB/ Positivel/B; |ocal currency BB+/ Positive/B;
ASEAN scal e axBBB+/ axA-2). W al so anticipate that Fajar's proportion of
donestic sal es, which have hi gher margins than exports, will remain at nore
than 95% of total sales.

Fajar's fifth paper machine will come on streamin the first quarter of fisca
2011. This will increase its capacity by about 50% The conmpany al so plans to
nodi fy two of its existing machines at a noderate capital expenditure, further
adding to capacity. In line with continued inprovenent in demand, we expect
the conpany's capacity utilization to be close to 100%in the next few
quarters.
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We believe Fajar has denonstrated prudence by securing US$120 mllion in a
syndi cated credit facility to refinance its existing senior secured notes due
Oct ober 2011. This substantially nitigates 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
nodi fi cati on and debottl enecki ng of two paper machi nes (PM2 and PM7) over the
next two years. We expect Fajar to service its debt-service obligations

wi thout difficulty.

Fajar's financial risk profile has inproved over past year. \Wile we expect

t he proposed capital expenditure for the PM2 and PM/ nodifications to increase
Fajar's debt, we don't believe this will significantly weaken the conpany's
debt -t o- EBI TDA rati o, which should benefit from an inproving operating
environnent and better margins. In our opinion, Fajar's debt-to-EBITDA rati o,
which was 2.7x at Septenber 2010, will weaken only noderately to about 3.0x in
fiscal 2011 and reduce thereafter as its bank | oan anorti zes.

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 Cctober 2011 and the remai nder for general corporate

pur poses. The conpany al so has a credit facility of about US$40 mllion for
general corporate purposes.

In our view, Fajar's debt maturity profile will be nanageabl e follow ng the
refinanci ng of the notes. W expect the conpany to generate funds from
operations of nore than US$40 million and that it will conply with the
covenants without difficulty.

Outlook

The stable outlook reflects our expectation that Fajar's operating perfornance
over the next few quarters is likely to be stable, in line with robust demand
for paper products and prices. The stable outl ook al so assunes snooth
refinanci ng of the existing notes due Cctober 2011, using the already tied-up
bank | oans.

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

W nay raise the rating if: (1) Fajar inproves 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
i nprovenent in the operating environnent, stable margins, and adequate
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liquidity.

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

Ratings List

Upgr aded
To From
PT Fajar Surya W sesa Tbk.
Corporate Credit Rating B+/ St abl e/ - - B/ St abl e/ - -
Faj ar Paper Finance B. V.
Seni or Secured B+ B

Conpl ete ratings information is available to RatingsDirect subscribers on the
G obal Credit Portal at ww. gl obal creditportal.comand RatingsDirect
subscribers at ww. ratingsdirect.com All ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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