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Fitch Assigns Indika Energy Positive Outlook on Higher Coal Prices

Fitch Ratings-Singapore-06 March 2017: Fitch Ratings has affirmed Indonesia-based PT Indika Energy Tbk's (Indika) Long-
Term Foreign- and Local-Currency Issuer Default Ratings (IDR) at 'CCC' and assigned a Positive Outlook. Indika's senior
notes due 2018 and 2023 have also been affirmed at 'CCC' with a Recovery Rating of 'RR4".

The Positive Outlook reflects Fitch's expectation of improvement in Indika's cash flows due to higher thermal coal prices. Fitch
revised its mid-cycle price assumptions for thermal coal on 2 March 2017. We believe the higher cash generation has
substantially improved the company's ability to refinance its 2018 notes, and the need for any debt restructuring has receded
significantly. We are likely to upgrade Indika's ratings to 'B-' should the company successfully refinance its 2018 notes. This is
provided such refinancing does not significantly raise its annual debt refinancing needs and can be managed comfortably
within forecast cash generation at the Indika level (holding company on a standalone basis), and maintains a sufficiently large
cash balance at Indika-level to support overall liquidity.

KEY RATING DRIVERS

Updated Coal Price Assumptions: Fitch has increased the 2017 price for thermal coal - Newcastle 6,000 kcal - to
USD70/metric tonne (mt) (from USD57), and assume USD65/mt thereafter (from USD60) (see Updating Fitch's Commodity
Price Assumptions published on 2 March 2017: https://www.fitchratings.com/site/re/895103). Prices have come off the peak
reached in late 2016, but our increased mid-cycle price assumptions reflect China's policies aimed at managing coal
production and prices. We expect some production uptick in Australia, China and Indonesia in response to higher prices,
which should lead to some further moderation in prices as reflected in the updated price assumptions.

Higher Kideco Dividends: The improvement in coal prices will drive higher cash generation at PT Kideco Jaya Angung, Indika's
key coal mining asset (Kideco - 46% held by Indika), and consequently lead to higher dividend flows to Indika. Indika relies
heavily on dividends from Kideco. We now assume dividend receipts from Kideco to be around USD40m in 2017 (including a
dividend of USD17m received during 4Q16), and to rise further in 2018 to over USD70m in the next year (against previous
assumptions of below USD40m) based on our revised coal price assumptions.

Kideco's relatively high production flexibility and capacity (requiring little capex), generally low cash operating costs and
absence of any debt support its profitability and pre-dividend free cash generation. Kideco trimmed costs and maintained a low
strip ratio during 2016, while we expect the rising oil prices to drive up costs during 2017. Notwithstanding this, Kideco retains
its ability to generate stronger cash flows under higher coal prices.

Weak, but Improving Liquidity: Fitch expects higher dividends from Kideco to arrest deterioration in Indika's liquidity profile. We
estimate Indika's (entity level) cash flows to be neutral in 2017 and to cover its operating expenses and interest costs without
the need to dip in to its cash reserves (estimated at around USD150m as of end-December 2016). This is also likely to reduce
its reliance on short-term debt in the near term. We expect the situation to improve further in 2018, based on our revised coal
assumptions for 2018-2019.

Better Refinancing Ability: We expect the sustained improvement in Indika's cash flows to enhance its refinancing ability,
particularly the 2018 notes (USD171m remaining). We believe that a successful refinancing - at a cost not significantly higher
than its existing notes and a manageable debt maturity profile which can be accommodated within its forecast cash generation
- will provide the company adequate time to address its capital structure, with the next large debt maturity the USD500m notes
due in January 2023.

Subsidiaries' Cash Generation to Remain Muted: We expect no dividends in 2017 from Indika's key subsidiaries - 70%-owned
PT Petrosea Tbk (Petrosea, a mining contractor) and 51%-owned PT Mitrabahtera Segara Sejati Tbk (MBSS, coal barging
and handling) - given their losses during 2016. We anticipate the higher commodity prices to result in some (but only a
modest) improvement in the trading performance and cash generation of these subsidiaries during 2017, with a more
sustained recovery from 2018. We believe the investment needs of these subsidiaries can be self-funded, requiring no
financial support from Indika.

The revenues of fully owned Tripatra - an engineering, procurement and construction company - declined during 2016, while
we expect its order-book to benefit from an increase in infrastructure investments in Indonesia, including oil & gas.

DERIVATION SUMMARY
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Indika's 'CCC' rating reflects its weak liquidity and high refinancing risk for its debt maturing in 2018. The Positive Outlook,
however, reflects the likely improvement in Indika's cash flows supported by higher coal prices, which consequently enhances
its ability to refinance the 2018 debt maturity. We now expect Indika's (entity level) FCF to be neutral in 2017. Indika's ratings
are comparable with those of MIE Holdings Corporation (MIE, CCC), which also faces significant challenges in relation to
refinancing its outstanding notes due in February 2018 and April 2019. MIE's challenges are more complicated than those of
Indika, from its depleted asset base relative to indebtedness which is still high. Yanzhou Coal Mining Company Limited's
(Yancoal, B/ Negative) reflects its high financial leverage and weak liquidity; the 'B' IDR, however, incorporates ongoing
adequate access to banking and domestic capital markets as a provincial state-owned enterprise.

KEY ASSUMPTIONS

Fitch's key assumptions within the rating case for the company include:

- Coal prices in line with Fitch's mid-cycle commodity price assumptions, adjusted for difference in calorific value (average
Newcastle 6000 kcal free-on-board (FOB): USD70/mt in 2017 and USD65/mt thereafter)

- Kideco coal volumes of around 32 million tonnes in 2017 and around 36mt in 2018. Capex remaining low around USD3m in
2017 and around USD5m in 2018 and 2019

- Dividend payout ratio for Kideco remaining high around 95%-98%

- No dividend from MBSS and Petrosea in 2017, with dividends of around USD5m from Petrosea in 2018. Dividends from
associate PT Cirebon Electric Power of about USD7m per year through to 2018

- Low capex at Tripatra and MBSS, and marginally higher capex at Petrosea to support new mining contracts resulting in
capex of around USD70m in 2017 and declining to around USD50m a year thereafter.

RATING SENSITIVITIES

Future Developments That May, Individually or Collectively, Lead to Positive Rating Action

- A successful refinancing of its 2018 notes is important for any positive rating action, provided any new debt raised for
refinancing does not significantly increase its annual total debt-servicing requirement, such that Indika can manage its liquidity
needs within operating cash generation at the Indika level, and maintains a cash balance of at least USD100m at the Indika
level.

Future Developments That May, Individually or Collectively, Lead to Negative Rating Action

- Failure to refinance the 2018 notes; not meeting the above upgrade guidance

- Any further weakening of liquidity, which may arise from weaker-than-expected coal prices and dividend receipts, and
reduced access to credit facilities.

LIQUIDITY
Indika's liquidity position is weak, but likely to improve with higher coal prices - as stated above.
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Additional information is available on www.fitchratings.com

Applicable Criteria

Country-Specific Treatment of Recovery Ratings (pub. 18 Oct 2016) (https://www.fitchratings.com/site/re/887669)
Criteria for Rating Non-Financial Corporates (pub. 27 Sep 2016) (https://www.fitchratings.com/site/re/885629)
Recovery Ratings and Notching Criteria for Non-Financial Corporate Issuers (pub. 21 Nov 2016)
(https://www.fitchratings.com/site/re/890199)

Additional Disclosures

Dodd-Frank Rating Information Disclosure Form
(https://www.fitchratings.com/creditdesk/press_releases/content/ridf_frame.cfm?pr_id=1020075&cft=0)
Solicitation Status (https://www.fitchratings.com/gws/en/disclosure/solicitation?pr_id=1020075)
Endorsement Policy (https://www.fitchratings.com/regulatory)

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS
(https://www.fitchratings.com/understandingcreditratings). IN ADDITION, RATING DEFINITIONS AND THE TERMS OF USE
OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM.
PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S
CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND
OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION
OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS
RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN
AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH
WEBSITE.

Copyright © 2016 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone:
1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except
by permission. All rights reserved. In issuing and maintaining its ratings and in making other reports (including forecast
information), Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch believes
to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance with its
ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent such
sources are available for a given security or in a given jurisdiction. The manner of Fitch’s factual investigation and the scope of
the third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the requirements and
practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and
nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing
third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering
reports, legal opinions and other reports provided by third parties, the availability of independent and competent third- party
verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other
factors. Users of Fitch’s ratings and reports should understand that neither an enhanced factual investigation nor any third-
party verification can ensure that all of the information Fitch relies on in connection with a rating or a report will be accurate
and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch
and to the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work of
experts, including independent auditors with respect to financial statements and attorneys with respect to legal and tax
matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and embody
assumptions and predictions about future events that by their nature cannot be verified as facts. As a result, despite any
verification of current facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at the
time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not
represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch
rating is an opinion as to the creditworthiness of a security. This opinion and reports made by Fitch are based on established
criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective
work product of Fitch and no individual, or group of individuals, is solely responsible for a rating or a report. The rating does
not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in
the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved
in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report
providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and presented to
investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at
any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a
recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of
any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch
receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary
from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a
number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single
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annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The
assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an
expert in connection with any registration statement filed under the United States securities laws, the Financial Services and
Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of
electronic publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to
print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services
license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings
information published by Fitch is not intended to be used by persons who are retail clients within the meaning of the
Corporations Act 2001

Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this Rating Action Commentary (RAC) by the obligatory
being rated or the issuer, underwriter, depositor, or sponsor of the security or money market instrument being rated, except for
the following:

Endorsement Policy - Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by
regulated entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit
rating agencies, can be found on the EU Regulatory Disclosures (https://www fitchratings.com/regulatory) page. The
endorsement status of all International ratings is provided within the entity summary page for each rated entity and in the
transaction detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a daily
basis.
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