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HMSP’s 1Q19 sales volume declined 3.9% YoY
Philip Morris International (PMI), the parent entity of HM Sampoerna (HMSP/Trading
Buy/TP: IDR4,300), released 1Q19 sales volume data, showing that HMSP sold 22.1bn
sticks in the quarter (-3.9% YoY, -17.8% QoQ), coming in below our assumption. We
attribute the lower-than-expected volume to HMSP’s more aggressive ASP hikes in
the quarter compared to Gudang Garam (GGRM/Trading Buy/TP: IDR91,000) (please
see: On the ground: Some ASPs hiked slightly YTD; expect positive volume growth).

Industry’s 1Q19 sales volume declined 0.87% YoY
Notably, HMSP’s sales volume decline in 1Q19 (-3.9% YoY) was worse than the
industry average (-0.87% YoY to 68.7bn sticks; vs. 69.3bn sticks in 1Q18). Given
HMSP’s underperformance relative to the overall industry, we infer that GGRM’s
1Q19 sales volume growth was positive, as GGRM holds the second largest market
share after HMSP. Based on our ground check, GGRM’s retail sale prices did not
increase until the end of March, and then only for its flagship brand; thus, GGRM’s
more competitive pricing could support our expectation of a sales volume increase in
1Q19 (please see: Slow ASP increase, but sales volume growth remains key catalyst).

HMSP loses market share to GGRM in 1Q19
It is also notable that sales of HMSP’s higher-margin flagship brand, Sampoerna A
(39% contribution to 2018 sales volume), were down 24% QoQ and 8.4% YoY to 7.9bn
sticks (vs. 10.39bn sticks in 4Q18 and 8.62bn sticks in 1Q18). Likewise, Dji Sam Soe
brands saw a slight drop in sales volume in 1Q19 (-0.7% YoY to 6.65bn sticks). In past
quarters, the company’s Dji Sam Soe brands consistently booked positive growth
(owing to the competitive pricing of the Magnum Mild variant) and supported overall
sales volume growth.
We believe significant ASP increases led to a decline in sales volume in 1Q19, even
for cheaper brands, as middle/lower-income consumers are price-sensitive. HMSP’s
sales volume decline caused the company to lose market share in the quarter (-1%p
to 32.2%). We thus anticipate slight market share gains for GGRM, given our
expectation that the company booked positive sales volume growth in 1Q19.

Prefer GGRM over HMSP
We prefer GGRM over HMSP given our belief that the former booked better sales
volume in the first quarter of 2019. In our view, GGRM should manage to slowly
improve margins with gradual ASP hikes, all while maintaining its market share.
Downside risks to GGRM’s performance include: 1) uncertainty over the amount of
capex needed for airport construction and aircraft; 2) potential market share losses
should sales volume unexpectedly drop; and 3) unfavorable regulatory changes
(excise tax increase, prohibition on smoking in certain areas, etc.).

PLEASE SEE ANALYST CERTIFICATIONS AND IMPORTANT DISCLOSURES & DISCLAIMERS IN APPENDIX 1 AT THE END OF REPORT.
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Figure 1. HMSP’s Sampoerna A sales volume
(bn sticks)

Figure 2. HMSP’s Dji Sam Soe sales volume
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Figure 3. HMSP’s sales volume growth

Figure 4. Industry’s sales volume growth
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Figure 5. HMSP's quarterly sales volume

Figure 6. Industry’s quarterly sales volume
(bn sticks)
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Figure 7. HMSP’s market share
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APPENDIX 1
Important Disclosures & Disclaimers
Disclosures
As of the publication date, PT. Mirae Asset Sekuritas Indonesia, and/or its affiliates do not have any special interest with the subject company and
do not own 1% or more of the subject company's shares outstanding.
Stock Ratings

Industry Ratings

Buy

Relative performance of 20% or greater

Overweight

Fundamentals are favorable or improving

Trading Buy

Relative performance of 10% or greater, but with volatility

Neutral

Fundamentals are steady without any material changes

Hold

Relative performance of -10% and 10%

Underweight

Fundamentals are unfavorable or worsening

Sell

Relative performance of -10%

* Our investment rating is a guide to the relative return of the stock versus the market over the next 12 months.
* Although it is not part of the official ratings at Mirae Asset Sekuritas Indonesia, we may call a trading opportunity in case there is a technical or
short-term material development.
* The target price was determined by the research analyst through valuation methods discussed in this report, in part based on the analyst’s
estimate of future earnings.
The achievement of the target price may be impeded by risks related to the subject securities and companies, as well as general market and
economic conditions.
Analyst Certification
Opinions expressed in this publication about the subject securities and companies accurately reflect the personal views of the research analyst
(the “Analysts”) primarily responsible for this report. PT. Mirae Asset Seukritas Indonesia (“Mirae Asset Daewoo”) policy prohibits its Analysts and
members of their households from owning securities of any company in the Analyst’s area of coverage, and the Analysts do not serve as an officer,
director or advisory board member of the subject companies. Except as otherwise specified herein, the Analysts have not received any
compensation or any other benefits from the subject companies in the past 12 months and have not been promised the same in connection with
this report. No part of the compensation of the Analysts was, is, or will be directly or indirectly related to the specific recommendations or views
contained in this report but, like all employees of Mirae Asset Daewoo, the Analysts receive compensation that is determined by overall firm
profitability, which includes revenues from, among other business units, the institutional equities, investment banking, proprietary trading and
private client division. At the time of publication of this report, the Analysts do not know or have reason to know of any actual, material conflict of
interest of the Analyst or Mirae Asset Daewoo except as otherwise stated herein.
Disclaimers
This report is published by Mirae Asset Daewoo, a broker-dealer registered in the Republic of Indonesia and a member of the Indonesia Stock
Exchange. Information and opinions contained herein have been compiled in good faith and from sources believed to be reliable, but such
information has not been independently verified and Mirae Asset Daewoo makes no guarantee, representation or warranty, express or implied, as
to the fairness, accuracy, completeness or correctness of the information and opinions contained herein or of any translation into English from the
Indonesian language. In case of an English translation of a report prepared in the Indonesian language, the original Indonesian language report
may have been made available to investors in advance of this report.
The intended recipients of this report are sophisticated institutional investors who have substantial knowledge of the local business environment,
its common practices, laws and accounting principles and no person whose receipt or use of this report would violate any laws and regulations or
subject Mirae Asset Daewoo and its affiliates to registration or licensing requirements in any jurisdiction shall receive or make any use hereof.
This report is for general information purposes only and it is not and shall not be construed as an offer or a solicitation of an offer to effect
transactions in any securities or other financial instruments. The report does not constitute investment advice to any person and such person shall
not be treated as a client of Mirae Asset Daewoo by virtue of receiving this report. This report does not take into account the particular investment
objectives, financial situations, or needs of individual clients. The report is not to be relied upon in substitution for the exercise of independent
judgment. Information and opinions contained herein are as of the date hereof and are subject to change without notice. The price and value of
the investments referred to in this report and the income from them may depreciate or appreciate, and investors may incur losses on
investments. Past performance is not a guide to future performance. Future returns are not guaranteed, and a loss of original capital may occur.
Mirae Asset Daewoo, its affiliates and their directors, officers, employees and agents do not accept any liability for any loss arising out of the use
hereof.
Mirae Asset Daewoo may have issued other reports that are inconsistent with, and reach different conclusions from, the opinions presented in this
report. The reports may reflect different assumptions, views and analytical methods of the analysts who prepared them. Mirae Asset Daewoo may
make investment decisions that are inconsistent with the opinions and views expressed in this research report. Mirae Asset Daewoo, its affiliates
and their directors, officers, employees and agents may have long or short positions in any of the subject securities at any time and may make a
purchase or sale, or offer to make a purchase or sale, of any such securities or other financial instruments from time to time in the open market or
otherwise, in each case either as principals or agents. Mirae Asset Daewoo and its affiliates may have had, or may be expecti ng to enter into,
business relationships with the subject companies to provide investment banking, market-making or other financial services as are permitted
under applicable laws and regulations.
No part of this document may be copied or reproduced in any manner or form or redistributed or published, in whole or in part, without the prior
written consent of Mirae Asset Daewoo.
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Distribution
United Kingdom: This report is being distributed by Mirae Asset Securities (UK) Ltd. in the United Kingdom only to (i) investment professionals
falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”), and (ii) high net worth
companies and other persons to whom it may lawfully be communicated, falling within Article 49(2)(A) to (E) of the Order (all such persons
together being referred to as “Relevant Persons”). This report is directed only at Relevant Persons. Any person who is not a Relevant Person should
not act or rely on this report or any of its contents.
United States: This report is distributed in the U.S. by Mirae Asset Securities (USA) Inc., a member of FINRA/SIPC, and is only intended for major
institutional investors as defined in Rule 15a-6(b)(4) under the U.S. Securities Exchange Act of 1934. All U.S. persons that receive this document by
their acceptance thereof represent and warrant that they are a major institutional investor and have not received this report under any express or
implied understanding that they will direct commission income to Mirae Asset Daewoo or its affiliates. Any U.S. recipient of this document wishing
to effect a transaction in any securities discussed herein should contact and place orders with Mirae Asset Securities (USA) Inc., which accepts
responsibility for the contents of this report in the U.S. The securities described in this report may not have been registered under the U.S.
Securities Act of 1933, as amended, and, in such case, may not be offered or sold in the U.S. or to U.S. persons absent registration or an applicable
exemption from the registration requirements.
Hong Kong: This document has been approved for distribution in Hong Kong by Mirae Asset Securities (HK) Ltd., which is regulated by the Hong
Kong Securities and Futures Commission. The contents of this report have not been reviewed by any regulatory authority in Hong Kong. This
report is for distribution only to professional investors within the meaning of Part I of Schedule 1 to the Securities and Futures Ordinance of Hong
Kong (Cap. 571, Laws of Hong Kong) and any rules made thereunder and may not be redistributed in whole or in part in Hong Kong to any person.
All Other Jurisdictions: Customers in all other countries who wish to effect a transaction in any securities referenced in this report should contact
Mirae Asset Daewoo or its affiliates only if distribution to or use by such customer of this report would not violate applicable laws and regulations
and not subject Mirae Asset Daewoo and its affiliates to any registration or licensing requirement within such jurisdiction.
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