The Fund

Iraq
FMG Special Opportunity Fund
10% of the world´s oil reserves
Huge potential returns…

Disclaimer: This summary is for information purposes only and does not constitute an offer to sell or a solicitation to buy. Citizens or residents of the United
States may not invest in this Fund. Opinions and estimates constitute the manager’s judgment and are subject to change without notice. Past performance is not
indicative of future results. Investments in emerging markets should be considered high risk where a portion or total loss of capital is conceivable. No assurance
can be given that the investment objective will be achieved or that an investor will receive a return of all or part of his/her initial capital, and investment results
can fluctuate substantially over any given time period. Please refer to the Fund’s prospectus which contains brief descriptions of certain risks associated with
investing in the fund. Questions should be directed to your local representative or financial advisor. This document may not be reproduced, distributed, or
published for any purpose without the prior written consent of the manager.
Ver 1-11-3
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The Opportunity

Source: Bloomberg, IEA, Iraq Oil Ministry, CIA World Fact Book, RS
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The Opportunity

In the 1990’s there was a chance to invest in Russia when the RTS index was at 100, now it is at
1900, even after the 2008 market crash.
Today, a similar opportunity is about to unfold… Iraq









Huge potentials for post-war reconstruction with high GDP
growth expected.
World´s third largest oil reserves. Huge expansion of crude oil
production underway.
More than 90% of oil revenues goes to the Iraqi government.
Expected GDP growth of 7% per annum for the next 20 years.
Young but growing stock market with 85 listed companies.
Stock market largely untouched by international investors but
for how long…?
Stock market cap only a fraction of neighbouring countries.

Source: Citigroup
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Iraq

Once home to ancient Mesopotamia, the territory currently making up Iraq was part of the Ottoman Empire from the sixteenth century
onwards until WWI when it was occupied by Britain under the mandate system. Britain granted independence to the then Iraqi Kingdom
in 1932 but the monarchy was overthrown in 1958 by a military coup d'état. In 1968 the Arab nationalist Ba’ath Party gained power
through a coup, and in 1979 Saddam Hussein came into power and ruled Iraq as president until the war in 2003.
Following the allied invasion a new transitional government was sworn in. In 2005, a draft constitution was approved by referendum and
elections for a full-term parliament were held. Despite a major spike in violence in 2006-07, security conditions have improved and
provincial elections held in 2009 were relatively smooth. Successful national elections where held in March of 2010 and a coalition
government was formed in December 2010.










Total Area: 438,317 sq. km (at par with Spain)
Natural Resources: Oil, gas, phosphates, sulfur, arable
land
Government type: parliamentary democracy
Population expected to grow from 30m to 64m in 2050
Demographics: 40% under age of 14
Ethnic groups: Arab 75%-80%, Kurdish 15%-20%,
Turks, Assyrian, and other 5%
Literacy rate: 74%
School life expectancy: 10 years
Source: UN Population Statistics
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Enormous Potential

Iraq has the third-largest oil reserves in the world. The reserves where revised upward from 115bn to 143bn barrels in 2010.
Canada’s reserves are mainly oil sands that are expensive to operate.
If Iraq can extract its proven reserves at an average of $100/barrel, the oil revenue to the government would exceed $10 trillion.
The value of all global stock markets is approx. $50 trillion.

Source: EIA, CIA, Rabee Securities
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Enormous Potential

In 10 years time, Iraq could potentially be the worlds largest oil producer






When it comes to oil, Iraq’s land is the least explored country in this oil-rich part of the
Middle East. Estimates of Iraq’s proven and probable oil reserves range from 200bn to
300bn bbl which matches the resources of Saudi Arabia.
Due to underinvestment, wars and sanctions, just a fraction of Iraq’s known fields are in
production. Iraq has the lowest production-to-reserves ratio of major oil-producing
countries, suggesting a huge upside potential.
Several oil licensing rounds where held in 2009 and 2010. Notable oil sharing agreements
where made with BP and China National Petroleum Corporation for the development of
the Rumaila oil field. When developed, this field alone could double current oil
production.
The official goal is to increase output from todays 2.4m barrels per day (bpd) to 12m bpd
in 2017, becoming one of the largest crude oil producers in the world. Even if they only
managed to reach halfway, it would still mean a significant boost in the economy,
securing high growth and domestic demand in non-oil sectors.
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Comments by oil companies operating in Iraq

“BP has committed to Iraq despite the oil law not being finalised,
and we are confident that we have a great opportunity”. Tony
Hayward, Group CEO of BP told Gulf News at the World Economic
Forum. “It was made very clear to us by the Iraqi government
that we had to choose between investing in the main part of Iraq,
or in Kurdistan. We chose Iraq:, said Hayward.
Earlier he spoke to a session on sustainable energy supply of the
importance of BP’s plans in Iraq, which he expects will grow from
one million barrels a day (bpd) to three million bpd in the next
ten years. “We expect total production from Iraq to increase to 10
million bpd by 2020. All the current plans shown more is possible,
but 10 million bpd is realistic, “ he said.
The importance of Iraq as a source of new supply is in the
context of world demand for energy growing from the present 85
million bpd to 100 million bpd by 2050, and in an industry which
thinks in 20 to 30 year projects, this does not leave much time”.
Peter Vosser, CEO of Royal Dutch Shell agree with these global
numbers and said to achieve this target, the combined oil
industry will need to invest $27 trillion (roughly the sum that all
the governments of the world have spent to save the world’s
financial system)”.
-Gulf News, Friday, Jan 29, 2010
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Iraq Stock Exchange - ISX



Iraq Stock Exchange (ISX) have 85 listed companies.
Launched in 2004, opened up for foreign investors
2007, moved to daily trading and expanded to
electronic trading (OMX) in 2009. No exchange
controls, no taxes on profits. Turnover $1-5m per day.



Telecom IPOs expected in 2011-2012. One telecom
company

alone

is

expected

to

double

market

capitalization.



Mandatory increase of bank capital from $60m to
$200m within three years.
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Source: Rabee Securities

Iraq Stock Exchange - ISX
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Source: Rabee Securities

Iraq Stock Exchange - ISX







Market capitalization of around $3.5bn is
low by any measurement.

Stock Exchange Market Cap (bn USD)

ISX market capitalization equals approx.
1% of Saudi Arabia’s despite almost
matching
Saudi
oil
reserves
and
demographics.
The ISX represent only 4% of GDP
compared to over 80% for neighboring
GCC countries.
Attractive valuations with companies
trading at low multiples of book and
earnings while having a higher long term
potential growth rate than emerging
markets.
Uncorrelated to global stock markets and
low but increasing foreign participation.
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Economy






Iraq is expected to be the second fastest growing economy in the World in the next few years.
FX reservs of $40bn which is half of the country´s GDP. Decreasing and low levels of debt.
Currency is pegged to the US dollar.
Inflation in single digits. Budget increase of 19% for 2011.

GDP growth (% YoY) 2010-2015
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Source: Citigroup, ML

Risk







Since 2007 the security situation in Iraq has improved and the number of casualties have dropped dramatically. This new
found stability has led to a framework of functioning government and a more attractive business climate. Security
continues to be a big issue and the withdrawal of allied troops, scheduled for 2011, is a potential risk.
The economy is heavily dependant on oil and would be hurt if price of oil was to plummet.
The stock exchange is relatively transparent but company and counterparty risk levels are high.
Stock market volumes are low and it would be difficult to liquidating the Fund´s positions in a poor market environment.
Volumes are also affected by a high degree of non trading days during AGM season.
Other potential flashpoint are: the distribution of oil wealth, the autonomous Kurdistan, ethnic and secretarian violence
and a weak government.
Number of weekly civilian casualties
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Source: IBC

The Fund

Target growth: 5x the initial capital or greater in the next 5 years







Will participate on a broad basis in the fast growing
Iraq Stock Exchange with expanding ownership,
improved liquidity and an increase in IPO’s.
Will mainly be invested in stocks listed on the Iraq
Stock Exchange but also in offshore listed shares that
derive a significant part of their business and potential
from Iraq or in Dinar/USD/Euro cash and bonds.
Aims to benefit from Iraq’s economic recovery and a
rapidly growing energy sector.
Investment style will predominantly be long-only.
Investors should have a 3-5 year horizon on their Iraqi
investment.
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FMG - Marketing Contacts

Asia
Charles
Tel:
Fax:
e-mail:
e-mail:

Cantlie & Jeffery Shen
+44 20 7581 3149
+44 20 7584 5484
charlie@fmgfunds.com
jeff@fmgfunds.com

UK
Charles Cantlie, Avon Cayzer &
Francis Salvesen
Tel:
+44 20 7581 3149
Fax:
+44 20 7584 5484
e-mail: charlie@fmgfunds.com
e-mail: avon@fmgfunds.com
e-mail: francis@fmgfunds.com

Europe
Fredrik Edensvärd & Johan Kahm
Tel:
+46 8 545 06 180
Fax:
+46 8 545 06 189
e-mail: fredrik@fmg.se
e-mail: johan@fmgfunds.com

Malta
Erik Nelson, Mark Mallia & Andrew Jameson
Tel:
+356 2131 4011
Fax: +356 2131 2880
e-mail: erik@fmgfunds.com
e-mail: mark@fmgfunds.com
e-mail: andrew.jameson@fmgfunds.com

Scandinavia
Fredrik Edensvärd & Karl Grewin
Tel:
+46 8 545 06 180
Fax:
+46 8 545 06 189
e-mail: fredrik@fmg.se
e-mail: karl@fmg.se

Latin America
Johan Kahm & Mark Mallia
Tel:
+356 2131 4011
Fax:
+356 2131 2880
e-mail: johan@fmgfunds.com
e-mail: mark@fmgfunds.com

Fund Administrator
Apex Fund Services (Malta) Ltd., Floor 6, Airways House, Gaiety Lane, Sliema, SLM 1549, Malta
Tel: +356 2131 1330 - Fax: +356 2131 2880 - e-mail: FMG@apexfunds.com.mt

www.fmgfunds.com

