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Tourism boost: more ad money & free visas for 92 countries

The government finally approved free visas for tourists from 45 countries
in June and will give free visas to another 47 countries this month. The
government is also increasing ads in foreign media and doubling its
tourism budget in 2016. Let us not forget the rupiah is still falling too. All
of these factors will provide a significant boost to the sector, which we
think has reached its bottom on declining growth in 2Q15. We are
positive on airlines like Garuda, aviation services firms Cardig Aero
Service, and tourism service firm Panorama.

Light at the end of the tunnel: growth rate to recover in 2H15

Q 2Q15 foreign tourist arrivals only grew 3% QoQ and 1% YoY, the slowest pace over
the last 10 quarters. However, January-August tourist arrivals reached 6.3m
visitors, on target to beat the 10m foreign visitor target.

Q The government has increased its ad efforts in international media. It also pledges
Rp5.6t for tourism spending in 2016, more than double its 2015 amount.

Visas for all: free visas for tourists from 92 countries

QO President Jokowi signed government regulations in June to give free visas to
tourists from 45 countries, aiming to get an additional US$1bn from such move.

Q European countries are the biggest recipient of the free visa initiative with a total of
17 countries. Europeans are big spenders, averaging US$1,694/person in 2014,
30% higher than the average spending of all foreign tourists.

Q The government will also give additional free visas to tourists from 47 countries by
October as it aims to crack its 10m foreign tourist goal in 2015.

Ports play: government builds special airports & seaports for tourism

Q Three airports designated to exotic tourism destinations, such as the Derawan and
Riau islands, were completed in 3Q15, clearing infrastructure hurdles and will help
to attract more visitors.

Q The government is building four marina ports for cruise ships and yachts in places
like Bali and Banyuwangi in order to attract more visitors.

How to play: airlines and tourism services firms

Q Although we think hoteliers will still suffer due to oversupply, we think Rupiah
depreciation will continue to boost tourist volume.

O Garuda Indonesia (GIAA 1J) is likely to benefit due to its strong brand equity and
large network as well as airline services firm Cardig Aero Services (CASS 1J).

Q Indonesia’s largest tourism services firm, Panorama Sentrawisata (PANR 1J), will
also benefit from such initiatives due to its huge exposure with European tourists.

Indonesia’s foreign tourists average spending versus visitor volume in 2014
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Rock bottom: ready to fly
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1,000 2008 2009 2010 12 11.2
2011 2012 2013
900 — —-2014 2015 /
'000 10
800
700 8
600 6
500
400 1
300 4 2
Q0
O
x’oo 0 T T T T T T \
2008 2009 2010 2011 2012 2013 2014 2015E
Source: CLSA, BPS Source: CLSA, BPS
Figure 5 Figure 6
Indonesia foreign tourist arrivals by country, 2008 Indonesia foreign tourist arrivals by country, 2014
Malaysia
Malaysia 16%
18%
Korea Korea
0,
5% 4% Japan Australia
Japan . Australia 11%
China 6% o
9% 5% 7%
Source: CLSA, BPS Source: CLSA, BPS
5 October 2015 janeman.latul@clsa.com 2

Prepared for - W: janeman.latul@clsa.com


http://www.clsa.com/

CLSA Beacon of hope Indonesian Tourism

Figure 7
World Bank Tourism Competitiveness Index, 2015

Prioritization International Price Air Ground & Tourist Natural Cultural resources &
of TR&T o - . .

Indonesia 5.61 3.55 6.11 3.81 3.27 3.07 4.36 3.12
Malaysia 4.71 3.85 5.76 4.46 4.5 4.43 4.09 2.95
Thailand 4.95 3.7 5.06 4.57 3.41 5.7 4.47 2.79
Philippines 5.26 4.05 5.28 2.77 3.02 3.77 3.39 1.71
Vietnam 3.73 2.68 5.3 2.72 3.14 2.95 3.61 2.79
Mexico 5.16 3.48 4.88 3.64 3.39 4.47 5.18 4.92
Puerto Rico 4.99 1.6 4.82 3.05 5.49 5.4 2.28 1.32
Dominican Reps 5.79 3.24 4.02 2.82 3.58 4.63 2.59 1.51
Brazil 4.05 2.59 4.51 3.64 2.36 4.69 6.01 5.31
Argentina 4.54 2.77 3.97 2.55 2.63 4.64 4.08 4.37
Morocco 5.27 2.56 4.94 2.86 3.48 4.44 3.11 2.51
Eqypt 4.56 2.17 6.19 2.93 2.84 3.6 2.45 2.4
Tanzania 4.83 3.25 4.87 1.94 2.56 2.7 4.91 1.54
South Africa 4.88 2.38 4.99 3.28 3.59 5.02 4.28 3.39

Source: World Bank

Bigger budget: new beginning for Indonesian tourism

The ministry finally realized it needs to spend big to attract more investors.
Thus, it decided to spend more than 3x its 2014 tourism promotion budget in
2015 and plans to quadruple the 2015 promotional budget in 2016.

Figure 8 Figure 9
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Visas for all

Figure 10

Indonesian Tourism

Figure 11

Asia: tourism sector percentage of GDP, 2013
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Figure 12

Source: CLSA, ASEAN countries official tourism websites

Figure 13

Indonesia’s top six industries US dollar revenue
contribution

Indonesia US dollar receipts from foreign tourist

45 - Oil & Gas Coal 12 -
Palm Oil e TOourism
40 1 — - — Rubber 11 A
35 A
10 1
30 A1
25 - 9 1
20 A 8
15 A Lo~
K . .. 7 E
10 A N
5 ]# 67
1 T T T T 1 5 T T T T 1
2009 2010 2011 2012 2013 2014 2009 2010 2011 2012 2013 2014
Source: BPS, CLSA Source: BPS, CLSA
Figure 14

European and Australian
tourists are the two

Indonesia’s average FT spending & total spending versus total FT visitors, 2014
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Figure 15 Figure 16
Average spending by Asian tourist in Indonesia Average spending by European tourist in Indonesia
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Figure 17 Figure 18 Figure 19
Singapore FT profile, 2014 Malaysia FT profile, 2014 Philippines FT profile, 2014
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Figure 20 Figure 21 Figure 22
Indonesia FT profile, 2014 Vietnam FT profile, 2014 Thailand FT profile, 2014
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Europeans and Chinese
are two main targets for
the free visa initiative

Beacon of hope

Figure 23

Indonesian Tourism

Free visa list: 45 countries

Europe Asia & Oceania America Africa & M.East
Russia China United States South Africa
United Kingdom South Korea Canada Oman
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Switzerland Brunei
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Denmark Myanmar
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Hungary

Czech

Source: Government of Indonesia

Our sensitivity analysis shows that every 10% increase in visitors from
Europe to add 0.3% to the total foreign tourist arrivals. If we assume flat
average spending for European visitors, a 10% increase in volume will
contribute about 25-26% of the total additional US dollars to Indonesia from
foreign tourist spending.

This means, if we assume overall tourist grow to be 8.3% (10% grow for
European tourists and 8% for other tourists) and flat average spending,
European tourists alone could contribute an additional US$225m a year.

On the other hand, for every 10% increase of visitors from China, it would
add 0.2% in additional volume to total tourists. If we assume the same
scenario as above, Chinese visitors could contribute 12% of the additional US
dollars to Indonesia from spending, or less than US$100m a year.

Figure 24 Figure 25
Chinese tourist impact on tourism European tourist impact on tourism
revenue revenue
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It is important to note the number of tourists from China has been increasing
at a 19% Cagr over the last five years, easily the highest growth rate among
all countries. Meanwhile, European tourists only grew a 6% Cagr over the
same period.
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Ports play

The government’s ability to complete the development of some small airports
is also good news for Indonesian tourism. A lack of infrastructure has been an
issue for tourists to reach some of Indonesia’s beautiful tourism spots,
causing some of the spots to be unable to attract large amounts of visitors.

The government recently inaugurated the Maratua airport on Maratua Island,
a part of the Derawan islands cluster. Derawan is the world’s third best dive
destination off the coast of Kalimantan. It is the home of the world’s largest
and most diverse jellyfish lake as well as the home for green giant turtles.

Figure 26 Figure 27 Figure 28
Map of the Derawan islands A photo of the Derawan islands Derawan is home to giant turtles
o, 20

Source: www.antourtravel.com

Two more new airports in the Riau islands and in Miangas, North Sulawesi are
expected to be completed in 2015. The government expects Indonesia to
have 299 airports over the next 15 years, meaning there will be additional 62
new airports, most likely to cater to tourist demand to visit Indonesia’s tourist
locations.

On the seaport front, the government is pushing for the development of four
marina ports, including Banyuwangi and Tanjung Benoa, for yachts and cruise
ships, given none of Indonesia’s ports have a facilities to cater large cruise

ships.

Figure 29 Figure 30
None of Indonesia’s ports Aerial photo of Banyuwangi coastal Tanjung Benoa port of Bali
have the capacity to cater i

to large cruise ships

Source: Antara news Source: Government of Indonesia
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How to play
There are three companies we think could benefit from the surge of foreign
tourist arrivals.

Garuda: expanding in a crowded market

Figure 31 Figure 32
Domestic airline market share, 1H15 Domestic airline market share, 2014
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Figure 33 Figure 34
Garuda’s revenue-schedule flight segment, QoQ growth Garuda’s fuel cost vs the Brent oil price, QoQ growth
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Key growth drivers

O Garuda is adding more to its fleet to cater to demand. The company is adding up to
16 additional planes this year: six Boeing 737-800NGs, three CRJ-1000s, three ATR
72-600s, three Boeing 777ERs, two Airbus 330-300s and two A320-200s.

Q Serving the middle kingdom. The company has severed the Beijing-Jakarta routes
three times a week since January 2015.

Q Fuel costs have been declining by 35% since 3Q15. The company’s fuel cost to the
overall cost also shrunk to 30% in 1H15 versus 38% in 3Q14.

Valuation and risks

O Garuda is now trading at a 3.5x 2016 EV/Ebitda, relatively cheap compared to
regional rival Air Asia Berhad (AIRA MK) at a 7.6x 2016 EV/Ebitda or Cathay Pacific
(293 HK) at 5.4x.

Q The key risks are weaker than expected air traveller demand and a stronger oil
price.
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Panorama: European tourist play

Figure 35 Figure 36
Panorama’s revenue, Ebit, and net margin Panorama’s revenue breakdown
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Figure 37 Figure 38
Panorama’s inbound market, FY2014 Panorama’s outbound market, FY2014
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Key growth drivers

Q The company’s main market for inbound are Europeans, the biggest spenders
among foreign tourist in Indonesia. The company should benefit from the surge of
incoming Europeans to Indonesia given 17 European countries are part of the 45
countries to receive free visas.

Q There is also a plan to give free visas to all Schengen member countries starting
this month.

QO The company’s outbound market remained robust in 1H15 despite a slowing
economy. Its 1H15 revenue already reached 62% of FY14, on target to beat last
year’s revenue. The outbound market usually handles domestic tourist travelling
abroad and within the country, including corporate events.

Valuation and key risks

Q Panorama is now trading at a 5.3x 2016 PE, relatively cheap compare to regional
peers like Minor International (MINT TB) at a 21x 2016 PE and Hotel Shilla (008770
KS) at 21.6x 2016 PE

Q The key risks are weaker than expected European tourist demand, and a domestic
tour and travel market slow down.
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Cardig Aero Services: little gemstone in the runway

Figure 39 Figure 40
Cardig’s revenue, gross and Ebit margins Cardig’s revenue breakdown
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Figure 41 Figure 42
Cardig’s direct cost breakdown, 1H15 Cardig's gearing ratio
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Key growth drivers

a

Q

The majority of Cardig’s clients in ground handling and airport services are foreign
airlines, including Singapore Airlines and Etihad Airways. Thus, an increase in
foreign tourist volume will increase its revenue.

It has just expanding its in-flight catering facilities from only 6,000 packages per
day to 20,000 per day, causing a decline in its utilization rate from 99% to 31% in
2014. We expect utilization to increase as tourist volume rises.

The company is not directly affected by the volatility of the oil price.

Valuation and key risks

a

a

The company is now trading at 20x trailing PE with a trailing ROE of 35% while
regional peers SATS lItd is trading at a 19x 2016 PE and an ROE of only 14%.
Weaker than expected air travel demand, clients dropping service contracts, losing
focus on its core businesses, and diversifying into consumer-related and retail
businesses are all risks.
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Americas, Compliance Department, 1301 Avenue of the
Americas, 15th Floor, New York, New York 10019-6022;
(b) CLSA, Group Compliance, 18/F, One Pacific Place, 88
Queensway, Hong Kong and/or; (c¢) CA Taiwan
Compliance (27/F, 95, Section 2 Dun Hua South Road,
Taipei 10682, Taiwan, telephone (886) 2 2326 8188). ©
2015 CLSA Limited, CLSA Americas, and/or CA Taiwan.

© 2015 CLSA Limited, CLSA Americas, LLC (“CLSA
Americas”) and/or Credit Agricole Securities Taiwan Co.,
Ltd. ("CA Taiwan")

This publication/communication is subject to and
incorporates the terms and conditions of use set out on
the www.clsa.com/disclaimer.html. Neither the
publication/communication nor any portion hereof may
be reprinted, sold, resold, copied, reproduced,
distributed, redistributed, published, republished,
displayed, posted or transmitted in any form or media or
by any means without the written consent of CLSA, CLSA
Americas and/or CA Taiwan.

CLSA, CLSA Americas and CA Taiwan have produced
this publication/communication for private circulation to
professional, institutional and/or wholesale clients only.
This publication/communication may not be distributed or
redistributed to retail investors. The information, opinions
and estimates herein are not directed at, or intended for
distribution to or use by, any person or entity in any
jurisdiction where doing so would be contrary to law or
regulation or which would subject CLSA, CLSA Americas
and/or CA Taiwan to any additional registration or
licensing requirement within such jurisdiction.

The information and statistical data herein have been
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obtained from sources we believe to be reliable. Such
information has not been independently verified and we
make no representation or warranty as to its accuracy,
completeness or correctness. Any opinions or estimates
herein reflect the judgment of CLSA, CLSA Americas
and/or CA Taiwan at the date of this
publication/communication and are subject to change at
any time without notice. Where any part of the
information, opinions or estimates contained herein
reflects the views and opinions of a sales person or a
non-analyst, such views and opinions may not
correspond to the published view of CLSA, CLSA
Americas and/or CA Taiwan. This is not a solicitation or
any offer to buy or sell. This publication/communication is
for information purposes only and does not constitute any
recommendation, representation, warranty or guarantee
of performance. Any price target given in the report may
be projected from one or more valuation models and
hence any price target may be subject to the inherent
risk of the selected model as well as other external risk
factors. This is not intended to provide professional,
investment or any other type of advice or
recommendation and does not take into account the
particular investment objectives, financial situation or
needs of individual recipients. Before acting on any
information in this publication/communication, you
should consider whether it is suitable for your particular
circumstances and, if appropriate, seek professional
advice, including tax advice. CLSA, CLSA Americas
and/or CA Taiwan do/does not accept any responsibility
and cannot be held liable for any person’s use of or
reliance on the information and opinions contained
herein.

To the extent permitted by applicable securities laws
and regulations, CLSA, CLSA Americas and/or CA Taiwan
accept(s) no liability whatsoever for any direct or
consequential loss arising from the use of this
publication/communication or its contents. Where the
publication does not contain ratings, the material should
not be construed as research but is offered as factual
commentary. It is not intended to, nor should it be used
to, form an investment opinion about the non-rated
companies.

Subject to any applicable laws and regulations at any
given time, CLSA, CLSA Americas, CA Taiwan, their
respective affiliates or companies or individuals
connected with CLSA/CLSA Americas/CA Taiwan may
have used the information contained herein before
publication and may have positions in, may from time to
time purchase or sell or have a material interest in any of
the securities mentioned or related securities, or may
currently or in future have or have had a business or
financial relationship with, or may provide or have

Indonesian Tourism

provided investment banking, capital markets and/or
other services to, the entities referred to herein, their
advisors and/or any other connected parties. As a result,
investors should be aware that CLSA, CLSA Americas, CA
Taiwan and/or their respective affiliates or companies or
such individuals may have one or more conflicts of
interest. Regulations or market practice of some
jurisdictions/markets prescribe certain disclosures to be
made for certain actual, potential or perceived conflicts of
interests relating to research reports. Details of the
disclosable interest can be found in certain reports as
required by the relevant rules and regulation and the full
details are available at
http://www.clsa.com/member/research_disclosures/.
Disclosures therein include the position of CLSA, CLSA
Americas and CA Taiwan only. Unless specified otherwise,
CLSA did not receive any compensation or other benefits
from the subject company covered in this research
report.

If investors have any difficulty accessing this website,
please contact webadmin@clsa.com on +852 2600 8111.
If you require disclosure information on previous dates,
please contact compliance_hk@clsa.com.

This publication/communication is distributed for and
on behalf of CLSA Limited (for research compiled by non-
US and non-Taiwan analyst(s)), CLSA Americas (for
research compiled by US analyst(s)) and/or CA Taiwan
(for research compiled by Taiwan analyst(s)) in Australia
by CLSA Australia Pty Ltd; in Hong Kong by CLSA
Limited; in India by CLSA India Private Limited (formerly

CLSA India Limited) (Address: 8/F, Dalamal House,
Nariman Point, Mumbai 400021. Tel No: +91-22-
66505050. Fax No: +91-22-22840271;  CIN:

U67120MH1994PLC083118; SEBI Registration No:
INZ000001735); in Indonesia by PT CLSA Indonesia; in
Japan by CLSA Securities Japan Co., Ltd; in Korea by
CLSA Securities Korea Ltd; in Malaysia by CLSA
Securities Malaysia Sdn Bhd; in the Philippines by CLSA
Philippines Inc (a member of Philippine Stock Exchange
and Securities Investors Protection Fund); in Thailand by
CLSA Securities (Thailand) Limited; in Taiwan by CA
Taiwan; in Singapore by CLSA Singapore Pte Ltd and in
United Kingdom by CLSA (UK).

India: CLSA India Private Limited, incorporated in
November 1994 provides equity brokerage services
(SEBI Registration No: INZ000001735), research
services (SEBI Registration No: INH000001113) and
merchant  banking services (SEBI  Registration
No.INM000010619) to global institutional investors,
pension funds and corporates. CLSA and its associates
may have debt holdings in the subject company. Further,
CLSA and its associates, in the past 12 months, may
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have received compensation for non-investment banking
securities and/or non-securities related services from the
subject company. For further details of “associates” of
CLSA India please contact Compliance-India@clsa.com.

United States of America: Where any section of the
research is compiled by US analyst(s), it is distributed by
CLSA Americas. Where any section is compiled by non-
US analyst(s), it is distributed into the United States by
CLSA solely to persons who qualify as "Major US
Institutional Investors" as defined in Rule 15a-6 under
the Securities and Exchange Act of 1934 and who deal
with CLSA Americas. However, the delivery of this
research report to any person in the United States shall
not be deemed a recommendation to effect any
transactions in the securities discussed herein or an
endorsement of any opinion expressed herein. Any
recipient of this research in the United States wishing to
effect a transaction in any security mentioned herein
should do so by contacting CLSA Americas.

Canada: The delivery of this research report to any
person in Canada shall not be deemed a
recommendation to effect any transactions in the
securities discussed herein or an endorsement of any
opinion expressed herein. Any recipient of this research in
Canada wishing to effect a transaction in any security
mentioned herein should do so by contacting CLSA
Americas.

United Kingdom: In the United Kingdom, this research
is @ marketing communication. It has not been prepared
in accordance with the legal requirements designed to
promote the independence of investment research, and is
not subject to any prohibition on dealing ahead of the
dissemination of investment research. The research is
disseminated in the EU by CLSA (UK), which is authorized
and regulated by the Financial Conduct Authority. This
document is directed at persons having professional
experience in matters relating to investments as defined
in Article 19 of the FSMA 2000 (Financial Promotion)
Order 2005. Any investment activity to which it relates is
only available to such persons. If you do not have
professional experience in matters relating to
investments you should not rely on this document.
Where the research material is compiled by the UK
analyst(s), it is produced and disseminated by CLSA
(UK). For the purposes of the Financial Conduct Rules this
research is prepared and intended as substantive
research material.

Singapore: In Singapore, research is issued and/or

Indonesian Tourism

distributed by CLSA Singapore Pte Ltd (Company
Registration No.: 198703750W), a Capital Markets
Services license holder to deal in securities and an
exempt financial adviser, solely to persons who qualify as
institutional investor, accredited investor or expert
investor, as defined in Section 4A(1) of the Securities and
Futures Act (Cap 289). Pursuant to Regulations 33, 34,
35 and 36 of the Financial Advisers (Amendment)
Regulations 2005 of the Financial Advisers Act (Cap 110)
with regards to an accredited investor, institutional
investor, expert investor or overseas investor, Sections
25, 27 and 36 of the Financial Adviser Act (Cap 110) shall
not apply to CLSA Singapore Pte Ltd. Please contact CLSA
Singapore Pte Ltd (telephone No.: +65 6416 7888) in
connection with queries on the report. [MCI (P) 094 11-
2014]

The analysts/contributors to this
publication/communication may be employed by any
relevant CLSA entity, CA Taiwan or a subsidiary of CITIC
Securities Company Limited which is different from the
entity that distributes the publication/communication in
the respective jurisdictions.

MSCI-sourced information is the exclusive property of
Morgan Stanley Capital International Inc (MSCI). Without
prior written permission of MSCI, this information and
any other MSCI intellectual property may not be
reproduced, redisseminated or used to create any
financial products, including any indices. This information
is provided on an "as is" basis. The user assumes the
entire risk of any use made of this information. MSCI, its
affiliates and any third party involved in, or related to,
computing or compiling the information hereby expressly
disclaim all warranties of originality, accuracy,
completeness, merchantability or fithess for a particular
purpose with respect to any of this information. Without
limiting any of the foregoing, in no event shall MSCI, any
of its affiliates or any third party involved in, or related to
computing or compiling the information have any liability
for any damages of any kind. MSCI, Morgan Stanley
Capital International and the MSCI indexes are service
marks of MSCI and its affiliates. The Global Industry
Classification Standard (GICS) was developed by and is
the exclusive property of MSCI and Standard & Poor's.
GICS is a service mark of MSCI and S&P and has been
licensed for use by CLSA.

EVA® is a registered trademark of Stern, Stewart &
Co. Unless otherwise noted in the source, "CL" in charts
and tables stands for CLSA/CLSA Americas estimates and
“CT"” stands for CA Taiwan estimates.
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Research subscriptions
To change your report distribution requirements, please contact your CLSA sales representative or email us at cib@clsa.com.
You can also fine-tune your Research Alert email preferences at https://www.clsa.com/member/tools/email_alert/.
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