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Indo Tambangraya Megah (ITMG)
Pure high CV coal & dividend play

Bullish coal outlook for FY22

As explained in detail in our recent ADRO report (ADRO — Plotting paths to
USD10bn valuation (7Mar2022)), the uncertainties over energy supplies from
Russia due to its aggression towards Ukraine in the past 2 weeks have resulted
in prices surges in key commodities. The potential supply crunch in Europe and
steady demand from China should sustain global coal prices at current high level
in the mid-term. Considering current dynamics, our FY22/23F coal price
assumptions are USD190/t and USD150/t, respectively (from previous
assumptions of USD150/t and USD100/t before 7Mar2022).

High-level quarterly earnings to continue in the next quarters

ITMG booked 2nd highest quarterly net profit of USD204mn in 4Q21 (+32.6%
QoQ, (a 2% lower than its record high 4Q11 earnings), to bring its FY21 earnings
to USD476mn (~12x YoY) exceeding both our and consensus by estimates by 10%
and 15%, respectively. Both ASP (at USD103.5/t, +93% YoY) and sales volume
(at 20.1mn tonnes, down 5.2% YoY) were within our expectations. Thus, the
strong 4Q21 results were primarily due to better operational cost control which
pushed both its 4Q21 GP & OP margins to an all-time high at 51.2% and 45.4%.

Expect a significant ~17% final dividend yield

ITMG has large net cash of USD655mn at the end of 2021. ITMG has
consistently distributed above 94% of its earnings as dividend since 2015
(except FY19’s dividend payout ratio (DPR) of 77.7%). Considering a modest
USD70mn capex allocation in FY22 and the lack of large assets acquisition, we
can expect ITMG to distribute 100% DPR for its FY21 earnings. Excluding its
USD96mn (or IDR1,218/sh) interim dividend paid out on 24Nov2021, the final
dividend (which is historically been distributed to shareholders in mid-April)
should be USD379mn (or ~IDR5,000/sh), implying ~17% yield.

Reiterate BUY call with significant earnings upgrade

We revised up our ITMG's FY22/FY23F coal ASP assumptions to
USD142.5/USD112.5 per tonne (from USD124.5/USD85 per tonne previously),
resulting in a massive 40%/110% earnings upgrade for FY22/23F. Subsequently,
our DCF valuation is lifted to USD3.1bn (equivalent to IDR39,000/sh), implying
3.5x FY22F PE with ~50% ROE in the next 2 years. Our sensitivity analysis
showed that every 5% move in coal price should result in 10% and 8%
movement in our ITMG’s earnings assumptions and DCF valuation, respectively.
Risk to our call includes changes in gov't tax regulation and potential oversupply
of Russian coal in the aftermath of recent conflicts.

2020A 2021A 2022F 2023F 2024F
Sales (USD mn) 1,185 2,077 3,044 2,546 1,927
GP (USD mn) 199 917 1,359 1,040 557
OP (USD mn) 104 791 1,216 886 392
NP (USD mn) 39 476 855 606 235
EBITDA (USD mn) 202 901 1,351 1,031 547
Net debt (USD mn) (188) (655) (695) (376) (90)
OP margin (%) 8.8 38.1 40.0 34.8 20.3
ROE (%) a7 39.6 56.0 52.0 32.9
Dividend yield (%) 11.1 1.7 21.9 39.8 28.4
EPS (USD) 508 6,017 11,201 8,051 3,120
chg. (%, YoY) -68.6%  1084.5% 86.1% -28.1% -61.2%
BPS (USD) 10,893 15,203 19,949 15,461 9,485
DPS (USD) 1,275 474 6,186 11,336 8,051
PE (X) 55.7 a7 25 35 9.1
PB (X) 2.6 1.9 1.4 1.8 3.0

EV/EBITDA (x) 10.1 17 11 18 3.9
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Table 1. ITMG’s FY21 operational and financial results

Revenue 313 647 753 16.4% 140.4% 1,185 2,077 75.2% 99% 106%
Gross Profit 59 304 385 26.9% 549.9% 199 917 360.2% 102%

Operating Profit 42 269 342 27.2% 721.4% 104 791 661.4% 105%

Net Income -1 154 204 32.6% NM 39 476 1104.9% 110% 115%
GPM 18.9% 46.9% 51.2% 16.8% 44.1%

OPM 13.3% 41.5% 45.4% 8.8% 38.1%

NPM -0.2% 23.8% 27.1% 3.3% 22.9%

Production vol (mn) 4.6 4.6 4.9 6.5% 6.5% 18.4 18.2 -1.1% 101%

Sales vol (mt) 5.8 5.8 5.3 -8.6% -8.6% 21.2 20.1 -5.2% 97%

ASP (USD/t) 52.7 111.0 143.0 28.8% 171.3% 53.5 103.5 93.5%

OB removal (m bcm) 40.9 48.8 47.0 -35% 149% 1858 191.1 2.8% 106%

Stripping ratio 8.9 10.6 9.6 -9.4% 7.9% 101 105 4.0%

Source: Company, KISI

Table 2. ITMG’s DCF valuation

Enterprise value (USD mn) 2,424 Risk-free rate 6.5%
Net cash (USD mn) 695 Market Premium 5.0%
Equity Value (USD mn) 3,120 Beta 14
Shares outstanding (mn) 1,130 After tax Cost of Debt 13.6%
Target Price (USD / share) 2.76 Debt Proportion 0.0%
Equity Proportion 100.0%
Cost of Equity 13.5%
Target Price (IDR /share) 39,000 Long-term growth 0.0%
Target P/E 35 consider 5 year life-mine after 2025
Current P/E 25 WACC 13.5%
Source: KISI
Fig 1. ITMG’s PE band Fig 2. ITMG’s dividend payout ratio
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Table 3.  Summary of assumptions changes

. . Current Previous
Assumptions Unit
FY21A FY22F FY23F FY21F FY22F FY23F
Sales volume m tonnes 20.1 21.3 23.0 20.7 25.3 25.9
Change (%) -3% -16% -11%
Global coal price  USDfonne | 1365~ 1900~ 150.0 135.0 150.0 100.0
Change (%) 1% 27% 50%
ASP usbionne [ 1032 7 1425 7 1125 110.7 1245 85.0
Change (%) -7% 14% 32%
Revenue usbmn [ 2077 " 3044 " 2546 2,090 2,804 2,019
Change (%) -1% 9% 26%
Costofrevenue USDmn | 1,160 = 1,685 1,506 1,129 1,653 1,394
Change (%) 3% 2% 8%
EBITDA usbmn [ 901" 1351 1,031 808 935 491
Change (%) 12% 45% 110%
Net profit usbmn [ 476" 85" 606 433 611 289
Change (%) 10% 40% 110%
Target price IDR 39,000 28,000
Recommendation BUY BUY
Source: KISI
Fig 3. ITMG’s production vol. & strip ratio trend Fig 4. ITMG’s ASP, cash cost & cash margin trend
(m tonnes) mmmmm= Production volume - (L) em— Srip ratio - (R) x) (USDitonne) F— éi;:h-c(cl;;t )
25 1 r 114 160 Cash margin (%) - (R) r 50%
M2 140
20 b 110 L 40%
120
- 10.8
15 - L 10.6 100 L 30%
- 104 80
10 A - 10.2 60 ‘ - 20%
N
L 10,0 . '
40
5 - 9.8 - 10%
L 96 20
0 - r 9.4 - - 0%
2017 2018 2019 2020 2021 2022F 2017 2018 2019 2020 2021 2022F
Source: Company, KISI Source: Company, KISI
Fig 5. ITMG’s GP & OP margins trend Fig 6. ITMG’s net gearing trend
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Company Overview

ITMG is an Indonesia-based company primarily engaged in coal mining. Through its
subsidiaries, such as Indominco Mandiri, Trubaindo Coal Mining, Bharinto Ekatama,
Kitadin, and Jurong Barutama Greston, it operates several coal mining concessions in
mostly Kalimantan island, Indonesia. Indominco Mandiri also operates a coal terminal,
which is used for stockpiling, blending, and ship loading, and a power plant, which
supplies electricity to its port and coal processing plants; both of its coal terminal and
power plant are located in Bontang, Indonesia. Its other subsidiaries are ITM Indonesia,
which is engaged in coal trading, and Tambang Raya Usaha Tama (TRUST), which is
engaged in provisioning mining services. In 2001, ITMG and subsidiaries were acquired
by Banpu Minerals (Singapore) Pte Ltd through Centralink Wisesa International. To date,
Banpu indirectly owns 65.1% of ITMG’s shares, making it ITMG’s majority and controlling
shareholder.

ITMG operational area and production
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Fig 8. ITMG corporate structure
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Balance sheet (USDmn)  Income statement (USDmn)

FY-ending Dec.

2020A 2021A 2022F 2023F 2024F

FY-ending Dec.

2020A 2021A

2022F 2023F 2024F

Current assets Sales 1,185 2,077 3,044 2,546 1,927
Cash & cash equivalent 231 691 695 376 90 COGS (986) (1,160) (1,685) (1,506) (1,370)
Accounts & other receivables 75 187 250 209 158 Gross profit 199 917 1,359 1,040 557
Inventories 60 62 78 87 79 SG&A expense (95) (125) (142) (154) (165)
Others 43 48 61 51 3% Operating profit 104 791 1216 886 392

Non-current assets Financial income 3 3 7 5 4
Fixed assets 210 179 152 84 6 . .

Financial expense 3) ?) @ @ )
Mining properties 539 499 807 815 723
Other expense 31 (170) (80)  (80) (80)
Other non-current assets 1,159 1,666 2,043 1,622 1,095
Other non-operating profit
Total assets
s Income (loss) from JV
Current liabilities 62 85 111 99 90
Earni f 7 21 1,141 14
Accounts & other payables - - - - arnings before tax 3 6 ' 809 3
ST debt 8 10 R R Income taxes (35) (146) (285) (202) (78)
Current portion of LT debt 137 270 335 280 213 Net profit 39 476 855 606 235
Others Non-controlling interest 2 0 1) 1) 0)

Non-current liabilities 36 26 - - Other comprehensive profit
LT debt & financial liabilities 2 2 3 3 3 Total comprehensive profit
Employee benefits liability 67 72 71 76 75 Total comprehensive profit of

o controlling interest
Other non-current liabilities 312 465 520 458 380
EBITDA 202 901 1,351 1,031 547

Total liabilities - - - 1 1

Controlling interest 393 393 393 393 393
Capital stock - - - -

Additional paid-in capital - - - - - -
P P Key financial data
Other Reserves 461 816 1,138 779 329
. . FY-ending Dec. 2020A 2021A  2022F 2023F  2024F
Retained earnings ®) ®) ®) ®) ®)
. per share data (IDR)
Minority interest 846 1,202 1523 1,165 714
EPS 508 6,017 11,201 8,051 3,120
Shareholders' equity 231 691 695 376 90 BPS 10,893 15,203 19,949 15461 9,485
DPS 474 6,186 11,336 8,051 3,120
Growth (%)
Sales growth (31) 75 47 (16) (24)

Cash flow (USDmn)

OP growth (42) 661 54 27) (56)

FY-ending Dec. 2020A 2021A 2022F 2023F 2024F NP growth (70) 1,105 80 (29) (61)

C/F from operating EBITDA growth 12) 346 50 (24) 47

il ili 0,
Net profit 39 476 855 606 235 Profitability (%)
OP margin 8.8 38.1 40.0 34.8 20.3
Depreciation 100 110 134 144 155 NP margin 33 229 281 238 122
Net incr. in W/C 78 102 (297) 3 71 EBITDA margin 17.1 434 444 405 28.4
Others (©3) ©3) 1) @) 16 ROA 3.4 28.5 41.9 37.4 215
ROE 4.7 39.6 56.1 52.1 32.9
C/F from investing Dividend yield 111 26 33.9 62.1 441
CAPEX 17) 7  (107) (76) 77) Dividend payout ratio 94 100 100 100 100
Others ; ; ; ; Stability
Net debt (US$ m) (188) (655) (695) (376) (90)
C/F from financing Int.-bearing debt/equity (%) 5.1 3.0
Incr. in equity (13) (14) - - Valuation (X)
Incr. in debts 33 ® (39 - PE 55.7 47 25 35 91
PB 2.6 1.9 1.4 1.8 3.0
ivi 65 107 534; 965 685
Dividends (65) Qon  (34) (69 (68 pyegiTpa 6.2 0.9 05 10 25
Others - - - -

C/F from others - - - -

Increase in cash 72 460 4 (319) (286)

I
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Disclaimer
This Research Report ("Report") is prepared by PT Korea Investment and Sekuritas Indonesia, or its subsidiaries or its affiliates ("KISI").

By receiving this Report, you confirm that: (a) you have previously requested KISI to deliver this Report to you and you are legally
entitled to receive the Report in accordance with Indonesian prevailing laws and regulations, and (b) you have fully read, understood and
agreed to be bound by and comply with the terms of this Report as set out below. Your failure to comply with the terms below may
constitute a violation of law.

All the material presented in this Report is under copyright to KISI. This Report is strictly confidential and is for private circulation only to
clients of KISI. This Report is being supplied to you strictly on the basis that it will remain confidential and that you will maintain its
confidentiality at all times. None of the parts of this material, nor its contents, may be copied, photocopied, or duplicated in any form of
by any means or altered in any way, or transmitted to, or distributed to any other party without prior written consent of KISI.

This Report is based on the information obtained by KISI from sources believed to be reliable, however KISI do not make representations
as to their accuracy, completeness or correctness. This Report is prepared for general circulation and for information purposes only and
under no circumstances should it be considered or intended as an offer to sell or a solicitation of an offer to buy the securities referred to
herein. KISI accepts no liability for any direct, indirect and/or consequential loss (including any claims for loss of profit) arising from the
use of the material presented in this Report and further communication given or relied in relation to this document.

This Report is intended for circulation among KISI’ clients only and does not consider any specific investment objectives, financial situation

and the particular needs of any specific person who may receive this Report. The entire content of this Report is not and cannot not be

construed or considered as an offer, recommendation, invitation or solicitation to enter into any transaction (including trading and hedging)
relating to the securities, other financial instruments, and other form of investments issued or offered by the company(ies) covered in this

Report. It is your own responsibility to: (a) independently evaluate the content of this Report, (b) consider your own individual investment
objectives, financial situation and particular needs, and (c) consult your own professional and financial advisers as to the legal, business,

financial, tax and other aspects before participating in any transaction in respect of the securities of company(ies) covered in this Report.

This report is not to be relied upon in substitution for the exercise of independent judgement. Past performance and analysis should not
be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding
future performance. Information, valuations, opinions, forecasts, and estimates contained in this report reflects a judgment at its original
date of publication by KISI and are subject to change without notice, its accuracy is not guaranteed or it may be incomplete.

The views expressed in this Report reflect the personal views of the individual analyst(s) at KISI about the securities or company(ies)
mentioned in the Report and the compensation of the individual analyst(s), is, or will be directly or indirectly related to the performance of
KISI" activities. KISI prohibits the individual analyst(s) who prepared this Report from receiving any compensation, incentive or bonus
based on specific investment banking transactions or for providing a specific recommendation for, or view of, a particular company
(including those covered in the Report). However, the individual analyst(s) may receive compensation based on the scope of his/their
coverage of company(ies) in the performance of his/their duties or the performance of his/their recommendations.

In reviewing this Report, you should be aware that any or all of the above activities of KISI and its officers, directors and employees,
among other things, may give rise to real or potential conflicts of interest. KISI and its officers, directors and employees, including
persons involved in the preparation or issuance of this report, may, to the extent permitted by law, from time to time participate or invest
in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such
issuers, and/or have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other
investments related thereto. In addition, it may make markets in the securities mentioned in the material presented in this report. KISI
may, to the extent permitted by law, act upon or use the information presented herein, or the research or analysis on which they are
based, before the material is published.

Please note that the securities of the company(ies) covered in this Report might not be eligible for sale in all jurisdictions or to all
categories of investors. The availability of those securities and your eligibility to invest in those securities will be subject to, among others,
the prevailing laws of the relevant jurisdiction covering those securities. Furthermore, the value and income of any of the securities
covered in this Report can fall as well as rise and an investor (including you) may get back less than invested. Future returns are not
guaranteed, and a loss of original capital may be incurred.

PT Korea Investment and Sekuritas Indonesia is Securities Company Member of the Indonesia Stock Exchange, licensed, registered and
supervised by the Indonesia Financial Services Authority (Otoritas Jasa Keuangan).

©Copyright 2019, PT Korea Investment and Sekuritas Indonesia



