THE LONG VIEW

Indonesia
Notes from the Road

Interesting stock valuations prompted our recent visit to Jakarta.

Our meetings provided a good example of our analysis of related party transactions in assessing
alignment. We explain the considerations.

Any information provided in this document relating to specific companies/securities should not be considered a recommendation to
buy or sell any particular companies/securities
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Indonesia is the world'’s largest archipelago. Just how
large is a matter of some debate. Over the years,
estimates of the number of islands have ranged from
13,4667, according to the country’s national mapping
agency, to 18,306, calculated by their space agency.
The difference stems primarily from your exact
definition of an island.

Economic statistics in Indonesia have also become a
matter of debate. The remarkably consistent 5% real
GDP growth of recent years stands in contrast to
reports of a shrinking middle class, a declining
manufacturing sector and the equity market dropping
36% from its 2024 peak to its 2025 low in USD terms
(based on MSCI's Indonesia Index). This culminated in
valuations of Indonesia stocks reaching interesting
levels, prompting us to visit the capital city Jakarta,
earlier this year.

TAKING ABOTTOM-UP LOOKAT THE
ECONOMIC DATA

Figure 1: Indonesia Real GDP Growth with % yoy
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THE LONG-TERM CASE FOR INDONESIA

Indonesia is the fourth most populous country in the
world, with over 280 million people, and is home to
the world'’s largest Muslim population. The population
has been growing at approximately 1% per annum and
has a young median age of 31years2. That compares
to Japan’s median age of 50, South Korea's 45 and
China’s 40. Demographics should provide a helpful
long-term tailwind as the country develops.

Indonesia is also blessed with an abundance of
natural resources. Palm oil and coal account for the
country’s largest exports, and it has the world'’s
largest nickel reserves? a vital ingredient for electric
vehicle batteries.

BLESSED WITH AN ABUNDANCE OF
NATURAL RESOURCES

Figure 2: Global Nickel Reserves, 20243

Indonesia 55.0m
Australia 24.0m
Brazil 16.0m
Russia 8.3m
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Source: International Nickel Study Group)



ATTRACTIVE LONG-TERM DEMOGRAPHICS
Figure 3. Indonesia’s population demographics in 2024

Male Female

100
95-99
90-94
85-89
80-84
75-79
70-74
65-69
60-64
55-59
50-54
45-49
40-44
35-39
30-34
25-29
20-24
15-19
10-14
59
0-4

AGE

12.5m 10m 7.5m 5m 2.5m Oom 2.5m 5m 7.5m 10m 12.5m

POPULATION

Source: The CIA World Factbook

SO WHY THE MALAISE?

Unsurprisingly for an emerging market, much of the Since then, Subianto’s policies have raised alarm bells
reason why strong fundamentals are not translating with foreign investors. The creation of a sovereign
into equity returns comes down to politics. Elections wealth fund that reports directly to the president has
in 2024 brought former army general Prabowo raised fears over the governance of $900 billion of
Subianto to power. His links to former President state-owned assets®. His introduction of free school
Suharto’s oppressive regime had seen him banned meals and low-income housing programmes, although
from entering the United States for many years. well-intentioned, exacerbate an already tight fiscal
However, in the run-up to the election, his adoption situation. They are not the reforms that are needed to
of a stray cat that quickly became a social media promote investments in manufacturing and

sensation showed his softer side, helping him to strengthen the consumer’s purchasing power.

secure the presidency.
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INVESTMENT PHILOSOPHY IN ACTION

We often describe our approach at Skerryvore as
bottom-up but macro-aware. Despite this uncertain
backdrop in Indonesia, we still believe we can find
good quality companies whose franchises have
weathered difficult times in the past. Indeed, when the
macro worries cause investors to flee it can leave
such companies trading at attractive valuations.

Finding the quality companies is the hard part,
because the Indonesian corporate sector presents us
with some significant challenges. Those familiar with
the Skerryvore investment philosophy will know that
alignment - between us acting on behalf of our
clients, and the owners and managers of the
companies we invest in - lies at the heart of our
definition of quality.

One check on alignment is related party transactions
(RPTs). These are common in emerging markets. For
example, a family that has success in one business
then has the capital to be successful in others. The
result is a business empire encompassing multiple
companies in different segments, sometimes owned
by different family members or management
personnel. Companies within this network may have
cause to do business with one another, which is what
we refer to as a related party transaction.

Figure 4. Example of how related party transactions
can disadvantage minority investors.
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It's not just family ownership that can give rise to
RPTs. They can also occur with the listed subsidiaries
of multinational corporations. In either case, a
potential conflict of interest arises because of
differing ownership levels. Figure 3 shows that the
economic interest of Holdco A is biased towards Opco
B, rather than the entity that we caninvest in, Listco C.
All else being equal, this creates an incentive to make
the economics of any transaction between the two
entities favour Opco B at the expense of Listco C,
where we would sit as minority investors.

EXAMPLES OF RPTs

RPTs are common in Indonesia. Their mere presence
immediately raises questions. We came across many
examples that we sought to address in our meetings

in Jakarta to clarify the risks that they present for
minority investors. They generally fall into three

buckets:

Figure 5. Types of Related party Transactions
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We could list many more examples. In the majority of
cases, they are clearly disclosed with a governance
structure that attempts to protect minority investors.
However, they still represent a misalignment of
interests and lead to complex or opaque financial
statements.

A recent example came when the controlling
shareholder of Indonesia’s leading consumer food
business, Indofood, pushed through the $3 billion
acquisition of Pinehill Company, a Middle Eastern
manufacturer of noodles. Pinehill itself was controlled
by the same shareholder, making it a related party
transaction. The deal was done at a price that many
minority shareholders struggled to justify. As
shareholders began to voice their disapproval the
board reversed a decision to allow the related party
that controlled 80% of the votes to participate in the
voting for the transaction, helping to get it over

the line.

At their worst RPTs can be used to hide a convoluted
ownership structure that seeks to maintain control
and hide the true economics of a business. One of the
most notorious examples of this was Enron, the US
energy giant that collapsed in a fraud created via a
web of special purpose entities and related party
transactions. More recently, Luckin Coffee, a fast-
growing US-listed Chinese coffee chain, was revealed
to have used over 40 related parties to create fake
coffee orders, resulting in inflated revenues and
profits®.

INDONESIAN TAKEAWAYS

The management teams we met in Indonesia were
often perplexed by our focus on RPTs over their latest
update on short-term earnings. They explain that
they've always done this and that they are not making
money from the RPTs. Perhaps that’s true today, but
our point is that their existence creates an
opportunity that can be exploited when needs must.

Thankfully, not all companies shared that attitude. We
have long admired Bank Central Asia (BCA), the
largest private bank in Indonesia, which has built a
culture of trust with customers, employees and
shareholders alike. BCA has a strong balance sheet
and a conservative attitude to risk, positioning the
bank to benefit from the huge potential for credit
penetration as the Indonesian corporate and
consumer sectors continue to develop. We were also
impressed by an up-and-coming branded consumer
company that has combined innovation with the
Indonesian consumer’s growing need for value for
money.

We still left Indonesia feeling a little frustrated. The
long-term opportunity is plain to see and some
compelling valuations are now available. However,
weak corporate governance continues to restrict the
size of our investible universe and will continue to
limit our exposure in the strategy.
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Disclaimer

For Professional Investors Only

This document is issued and approved by Skerryvore Asset
Management Ltd (formerly BennBridge Ltd) (“Skerryvore").
Skerryvore may be referred to herein as the Investment
Manager, Investment Adviser or Firm. The Firm is based at
45 Charlotte Square, Edinburgh EH2 4HQ in the United
Kingdom. The registered office of the Firm is Windsor
House, Station Court, Station Road, Great Shelford,
Cambridge CB22 5NE.

Skerryvore is authorised and regulated by the Financial
Conduct Authority in the UK and is registered as an
investment adviser with the U.S. Securities and Exchange
Commission (“SEC") (registration of an investment adviser
does not imply any level of skill or training). The
information in this document has not been approved or
verified by the SEC or by any state securities authority.

As at the date of this document, the Firm manages the
following Emerging Market Equity strategies; the
Skerryvore Global Emerging Markets Equity Strategy ("GEM
Equity”) and the Skerryvore Global Emerging Markets
Equity All-Cap Strategy ("GEM All-Cap”), each a “Strategy”.

Skerryvore provides this material as a general overview of
the Firm, our processes and our investment capabilities. It
has been provided for informational purposes only. It is not

a recommendation of, or an offer to sell or solicitation of an

offer to buy, any particular security, Strategy or investment
product that may be referred to herein and must not be
construed as investment or financial product advice. The
Firm has not considered any reader's financial situation,
objective or needs in providing the relevant information.
For the avoidance of doubt, this information has not been
tailored to the needs of the recipient.

This material may contain privileged and confidential
information and is intended only for the recipient/s. Any
distribution, reproduction or other use of this presentation
by recipients is strictly prohibited. If you are not the
intended recipient and this document has been sent or
passed on to you in error, please contact us immediately.
Confidentiality and privilege are not lost by this document
having been sent or received.

The value of investments may fall as well as rise and you
may not get back your original investment. Past
performance is not indicative of future performance or
returns. The Firm has taken all reasonable care to ensure
that the information contained in this material is accurate
at the time of its distribution, no representation or
warranty, express or implied, is made as to the accuracy,
reliability or completeness of such information.

Broad-based securities indices are unmanaged and are not
subject to fees and expenses typically associated with
managed accounts or investment funds. The performance
of the index represents unmanaged, passive buy-and-hold
strategies, investment characteristics and risk/return
profiles that differ materially from managed accounts or
investment funds, and in investment in a managed account
or investment fund is not comparable to an investment in

any index or in the securities that comprise the indices. The

volatility of the index may be materially different from the
individual performance attained by a specific investor.

In addition, a Strategy’s holdings may differ significantly
from the securities that comprise the index. The index has
not been selected to represent an appropriate
benchmark to compare an investor's performance but
rather is disclosed to allow for comparison of the
investor’s performance to that of certain well-known and
widely recognized indices. You cannot invest directly in
an index. Information is current as at the date of this
document and may change without prior notice. This
document may not be reproduced or distributed by the
recipient, in whole or part, except that this document
may be provided to the recipient’s advisers in connection
with an evaluation of a potential investment.

Any projections, market outlooks or estimates contained
in this document constitute forward looking statements
and are based on certain assumptions and subject to
certain known and unknown risks. Accordingly, such
forward looking statements should not be relied upon as
being indicative of future performance or events. The
information provided in this document relating to specific
stock examples should not be considered a
recommendation to buy or sell any particular security.

An investment in a Strategy should be viewed as medium
to long term. Potential investors in Emerging markets
should be aware that investments in these markets can
involve a higher degree of risk. An investment should only
be made by those persons who could sustain a loss on
their investment. It should not constitute a substantial
portion of an investment portfolio and may not be
appropriate for all investors. The value of investments
and the income from them may go down as well as up
and may be subject to sudden and large falls in value. An
investor may lose their entire investment.

The Firm’s research for this document is based on current
public information that the Firm considers reliable, but
the Firm does not represent that the research or the
document is accurate or complete and it should not be
relied on as such. The views and opinions contained
herein are those are those of Glen Finegan and his team.
They do not necessarily represent views expressed or
reflected in other Firm investment communications or
strategies and are subject to change.

The distribution of this document and the offering of or
entering into an agreement with regards to a Strategy
may be restricted in certain jurisdictions. No person
receiving a copy of this document in any such jurisdiction
may treat this document as constituting marketing or an
invitation to them to enter into an agreement with
regards to a Strategy. It is the responsibility of any
persons in possession of this document, including
individuals who may be employed by or a consultant to
the recipient, to inform themselves of, and to observe, all
applicable laws and regulations of any relevant
jurisdiction. If any recipient, including individuals, is or
becomes aware that the receipt of this document by
them contravenes any law or regulation, they must
destroy it or return it to the Firm immediately.
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Prospective clients should inform themselves as to the
legal requirements of entering into an agreement and any
applicable exchange control regulations and taxes in the
countries of their respective citizenship, residence, or
domicile.

Although the information in this document is believed to be
materially correct as at the date of issue, no representation
or warranty, express or implied, is given as to the accuracy,
reliability, or completeness of any of the information
provided as at the date of issue or at any future date.
Certain information included in this document is based on
information obtained from third-party sources considered
to be reliable. Any projections or analysis provided to assist
the recipient of this document in evaluating the matters
described herein may be based on subjective assessments
and assumptions and may use one among many alternative
methodologies that produce different results.

Accordingly, any projections or analysis should not be
viewed as factual and should not be relied upon as an
accurate prediction of future results. Furthermore, to the
extent permitted by law, the Adviser and its affiliates,
agents, service providers and professional advisers assume
no liability or responsibility and owe no duty of care for any
consequences of any person acting or refraining from
acting in reliance on the information contained in this
document or for any decision based on it.

FOR INVESTORS RESIDING IN THE UNITED
KINGDOM OR THE EUROPEAN ECONOMIC
AREA

In the United Kingdom this document is only available to
professional investors meeting the criteria for Professional
Clients set out in COBS3.5 of the Conduct of Business
Sourcebook in the Financial Conduct Authority’s Handbook
of rules and guidance.

FOR PROSPECTS OR CLIENTS RESIDING IN
CANADA

Please be advised that the Firm is not registered in any
province in Canada. As at the date of this document, the
Firm satisfies the requirements set out in section 8.26 of
National Instrument 31-103 to reply on the International
Adviser Exemption in the provinces of Alberta, British
Columbia, Ontario and Quebec.

FOR INVESTORS RESIDING IN AUSTRALIA
OR NEW ZEALAND

In Australia this document and investment in a Strategy is
only made available to professional investors meeting the
criteria for wholesale clients as defined in section 761G of
the Corporations Act 2001 (Cth) (Corporations Act). In New
Zealand this document and investment in a Strategy is only
available to investors meeting one of the criteria to be
considered a wholesale investor under clause 3(2) of
Schedule 1 of the Financial Markets Conduct Act 2013 (New
Zealand) (FMC Act). The receipt of this material by a
prospective New Zealand investor does not constitute an
offer, or part of an offer, of financial products or securities
and this publication is not a product disclosure statement
or any other form of offer or disclosure document.

This information is issued and approved by Skerryvore
Asset Management Ltd (formerly BennBridge Ltd)
("Skerryvore"). Skerryvore is exempt from the
requirement to hold an Australian financial services
licence under the Corporations Act pursuant to ASIC
Instrument 25-0112, issued under section 926A(2)(a) of
the Corporations Act. This exemption enables Skerryvore
to provide financial product advice and to deal in
financial products in relation to foreign exchange
contracts, securities and interests in a managed
investment scheme (that is not required to be registered
under Chapter 5C of the Corporations Act) in Australia to
wholesale clients only. As any offer of financial products
Skerryvore may make in New Zealand is limited to
wholesale investors, Skerryvore is not required to be
licensed or registered under the FMC Act to make any
such offer, and any such offer if made will not constitute
a regulated offer for the purposes of the FMC Act.

Skerryvore is authorised and regulated by the Financial
Conduct Authority (with Firm Reference Number 769109)
under UK laws, which differ from Australian and New
Zealand laws.

This publication is not an offer of investment or financial
product advice. Skerryvore has prepared this publication
based on information available to it. Although all
reasonable care has been taken to ensure that the facts
and opinions stated herein are fair and accurate, the
information provided has not been independently
verified. Accordingly, no representation or warranty,
expressed or implied, is made as to the fairness, accuracy
or completeness or correctness of the information and
opinions contained within this document. Whilst
Skerryvore has taken all reasonable care in producing the
information herein, subsequent changes in circumstance
may at any time occur and may impact on the accuracy
of this information. Neither Skerryvore, nor its directors or
employees, guarantee the success of Skerryvore's funds,
including any return received by investors in the funds.
Past performance is not necessarily a guide to future
performance. The information contained within this
document is a general summary only and has been
prepared without taking into account any person’s
individual objectives, financial circumstances or needs.
Before making any decisions to invest, a person should
consider the appropriateness of the information to their
individual objectives, financial situation and needs, and if
necessary, seek advice from a suitably qualified
professional. Information in this publication is current as
at the date of this document, unless stated otherwise.

This publication includes 'forward-looking statements’.
These forward-looking statements are based on current
views, expectations and beliefs as at the date they are
expressed. They involve known and unknown risks,
uncertainties and other factors that could cause the
actual results, performance or achievements of
Skerryvore to be materially different from those
expressed or implied by the forward-looking statements.
Accordingly, there can be no assurance or guarantee
regarding these statements, and you must not place
undue reliance on these forward-looking statements.
Skerryvore disclaims any responsibility for the accuracy
or completeness of any forward-looking statements.
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Telephone calls may be recorded for training and
monitoring purposes.

RISK FACTORS

Capital is at risk and there is no guarantee the Strategy
will achieve its objective. Investors should make sure
their attitude towards risk is aligned with the risk profile
of the Strategy.

Past performance does not predict future returns. The
value of investments and the income from them may go
down as well as up and investors may not get back the
amounts originally invested.

The Strategy does not hedge currency exposure. If the
currency of the investment is different from the local
currency in the country in which you reside, the figures
shown in this document may increase or decrease if
converted into your local currency.

Equity prices fluctuate daily, based on many factors
including general, economic, industry or company news.
In difficult market conditions, the Strategy may not be
able to sell a security for full value or at all. This could
affect performance.

Investments in Emerging markets can involve a higher
degree of risk.
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SKERRYVORE Charles Oldmeadow

Head of Distribution

Charles.Oldmeadow®@skerryvoream.com
+44 (0) 131202 3092

45 Charlotte Square, Edinburgh EH2 4HQ
clients@skerryvoream.com

Ciara Egan

Reporting and Marketing Analyst
Ciara.Egan@skerryvoream.com
+44 (0) 131202 3079

OUR GLOBAL DISTRIBUTION PARTNERS

FRONTIER ONE LLC - USA BENNELONG - AUSTRALIA

1033 Skokie Boulevard, Suite 260 Level 21, 20 Bond Street, Sydney NSW 2000

Northbrook, IL 60062 Bennelong House, 9 Queen Street

. Melbourne VIC 3000
Jason Ciaglo

jciaglo@frontieronellc.com

Level 38, Riparian Plaza

Bill Forsyth 71Eagle Street, Brisbane QLD 4000

bforsyth@frontieronellc.com Level 1, 81 Stirling Highway
Nedlands, Perth WA 6009
client.experience@bennelongfunds.com
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