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Excise Tax Hike

Indonesia’s Finance Minister has recently announced that 2021F excise tax hike by an

average of 12.5% with no excise simplification, and the new retailing price will follow the

hikes. The new excise tax policy will take effect on Feb 1, 2021. Moreover, Indonesia has set UNRATED
a different amount of levy on various types of cigarettes as follow:

2020 2021

Types of Cigarettes -~ Growth (%YoY)
IDR/Stick IDR/Stick

Machine Rolled
SKM Tier | 740 865 16.9%
SKM Tier Il A 470 535 13.8%
SKM Tier Il B 455 525 15.4%
White Cigarettes Stefanus Adrian .(Ilfandr.a Wijaya
Stefchandra@phillip.co.id
SPM Tier | 790 935 18.4%
SPM Tier Il A 485 565 16.5%
SPM Tier Il B 470 555 18.1%
Hand Rolled
SKT Tier 1A 425 425 0%
SKT Tier IB 330 330 0%
SKT Tier Il 200 200 0%
SKT Tier I 110 110 0%
Average 12.5%

Taxes for SKM and SPM will rise next year, and it gives pressure on HMSP and GGRM’s
financial performance as the companies are categorized in the first-tier producer. This higher
excise tax will reduce the companies’ margin due to higher cost, lower sales volume, and less
pricing opportunities amid weakening consumer buying power. According to the data, it
could be seen that the government will not rise SKT categories taxes for next year in order
to protect labors. From the first-tier competition, the absence of SKT tax hikes would give
more benefit to HMSP rather than GGRM. SKT contributes 23% of HMSP revenue while in
GGRM, SKT contributes 7.7% of the company’s revenue in 9M20.

Figure 1 — HMSP Revenue Composition Figure 2 - GGRM Revenue Contribution
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Source: Companies, PSI Research

Overall, we assume that consumers would be more likely to choose the lower-tier cigarette
products due to the widening price gap between the first tier to the other tier. They also
might substitute their usual cigarettes with other cheaper tobacco products. In this case, we
believe WIIM as a second-tier producer and ITIC with its affordable tobacco product would
be benefited from the current situation as they offer lower-priced cigarette products
compared to HMSP and GGRM.
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Figure 3 — Companies Profitability (IDR Bn)
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Figure 5 — HMSP P/E Band
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Figure 4 — Companies Profitability Margin
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Figure 6 — GGRM P/E Band
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Figure 8 — GGRM Price vs JCI

Figure 7 — HMSP Price vs JCI

0Z-AON
0g-das
oz-Int
0c-Aew
0z-1ep
0g-uer
6T-AON
6T-dag
6T-Inf
6T-Aey
6T-1epy
6T-uef
8T-AON
g1-dag
8T-Inf
gT-Aew
8T-1epy
gT-uer
0¢-AON
0z-dag
oz-Inr
oc-Aen
oz-tew
oz-uer
6T-AON
6T-dag
6T-INf
6T-ARW
6T-1e|y
6T-uer
8T-AON
g1-dag
8T-Inf
8T-ARWy
gT-1epy
gT-uer

140
120
100
g0
60
40
20
0

JCI Rebased

GGRM Rebased

ICI Rebased

HMSP Rebased

Source: Companies, PSI Research

Figure 10 — ITIC Price vs JCI

Figure 9 — WIIM Price vs JCI
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Important Information

Rating for Sectors:

Overweight : We expect the industry to perform better than the primary market index (JCI) over the next 12 months.
Neutral : We expect the industry to perform in line with the primary market index (JCI) over the next 12 months.
Underweight : We expect the industry to under-perform the primary market index (JCI) over the next 12 months.

Rating for Stocks:

Buy : The stock is expected to give total return (price appreciation + dividend yield) of > +10% over the next 12 months.
Hold : The stock is expected to give total return of > 0% to < +10% over the next 12 months.

Sell : The stock is expected to give total return of < 0% over the next 12 months.

Outperform : The stock is expected to do slightly better than the market return. Equal to “moderate buy”

Underperform : The stock is expected to do slightly worse than the market return. Equal to “moderate sell”

Analyst Certification:

The research analyst(s) primarily responsible for the preparation of this research report hereby certify that all of the views expressed in this research
report accurately reflect their personal views about any and all of the subject securities or issuers. The research analyst(s) also certify that no part of
their compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this research report.

Disclaimers:

This document has been prepared for general circulation based on information obtained from sources believed to be reliable. But we do not make
any representations as to its accuracy or completeness. Phillip Sekuritas Indonesia (PSI) accept no liability whatsoever for any direct or consequential
loss arising from any use of this document or any solicitations of an offer to buy or sell any securities. PSI and its directors, officials and/or employees
may have positions in, and may affect transactions in securities mentioned herein from time to time in the open market or otherwise, and may
receive brokerage fees or act as principal or agent in dealing with respect to these companies. PSI may also seek investment banking business with
companies covered in its research reports. As a results, investors should be aware that the firm may have a conflict of interest that could affect the
objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.

Disclosure:

Phillip Sekuritas Indonesia, or persons associated with or connected to Phillip Sekuritas Indonesia, including but not limited to its officers, directors,
employees or persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Indonesia
and worldwide, including but not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting
activities), brokerage or securities trading activities. Phillip Sekuritas Indonesia, or persons associated with or connected to Phillip Sekuritas Indonesia,
including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have participated in or invested
in transactions with the issuer(s) of the securities mentioned in this report, and may have performed services for or solicited business from such
issuers. Additionally, Phillip Securities Indonesia, or persons associated with or connected to Phillip Sekuritas Indonesia, including but not limited to
its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or investment services to such
companies and investments or related investments, as may be mentioned in this report.

Country-Specific Disclaimers

Australia: This report is produced by PT Phillip Sekuritas Indonesia and is being distributed in Australia by Phillip Capital Limited (Australian Financial
Services Licence No. 246827). This report contains general securities advice and does not take into account your personal objectives, situation and
needs. Please read the Disclosures and Disclaimers set out above. By receiving or reading this report, you agree to be bound by the terms and
limitations set out above. Any failure to comply with these terms and limitations may constitute a violation of law. This report has been provided to
you for personal use only and shall not be reproduced, distributed or published by you in whole or in part, for any purpose. If you have received this
report by mistake, please delete or destroy it, and notify the sender immediately.

Investment Banking and Advisory activities: In the preceding 12 months, Phillip Sekuritas Indonesia and/or an affiliate is not involved in any investment
banking activities with PT. H.M Sampoerna Tbk, PT Gudang Garam Tbk, PT Wismilak Inti Makmur Tbk, and PT Indonesian Tobacco Tbk.

Market Maker and Liquidity Provider: Phillip Sekuritas Indonesia and/or an affiliate is not a market maker / liquidity provider in securities issued by PT.
AKR Corporindo Tbk.

Other Financial Interests: Phillip Sekuritas Indonesia owns 0 shares in PT. H.M Sampoerna Tbk, PT Gudang Garam Tbk, PT Wismilak Inti Makmur Tbk,
and PT Indonesian Tobacco Tbk.

Analyst’s Disclosure:

Share Ownership: The analyst who wrote and published this report owns 0 shares PT. H.M Sampoerna Tbk, PT Gudang Garam Tbk, PT Wismilak Inti
Makmur Tbk, and PT Indonesian Tobacco Tbk.

Affiliation: The analyst who wrote and published this report is not affiliated with PT. PT. H.M Sampoerna Tbk, PT Gudang Garam Tbk, PT Wismilak Inti
Makmur Tbk, and PT Indonesian Tobacco Tbk.
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