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My seminar course consists of

l Theory of FDI |

e Green field FDI vs.M&A, analysis of feasibility of
FDI(environment,law & regulation, technology level)

| Oil, infrastructure

e Case of Successful Japanese FDI, how to introduce FDI to Iraq

e Case of Successful Japanese FDI, how to introduce FDI to Iraq

In each sector | may explain cases and know how to introduce

FDI

e Case of Successful Japanese FDI, how to introduce FDI to Iraq

2010/10/26



Lecture, Q&A, discussion

Lecture can be reviewed for FDI sector which you

concern.

e Not detailed lecture is made as Iraqgi information is not enough.
But you may understand that position and motivation of possible
FDI investors especially Japanese investors.

Question & Answer(Q&A) can be made from your

interests in any time of my lecture, but think of time
limitation.

e Discussion can be made on mutual understanding not
speech,under empathy initiatives.
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|.FDI for national economic
development

Economic development

Capital & technology human resources & support state budget

FDI(foreign direct investment)

Introduce foreign capital & technology with Produce employments, training human
foreign or local market cultivation resources & tax collection

JL

Local economy development

Private sector development with support of state sector in physical Trickle down of technology transfer by FDI and
& intellectual infrastructure development ODA

2010/10/26 5



ll.Varieties in form of FDI

Contractual
100%FDI JV(production
sharing contract )

Investment by Merger & Green field
Venture capital Acquisition(M&A) investment

2010/10/26 6



Difference in motivation,lrag may be requested to privatize SOE to promote M&A FDI.

Green field
FDI

M&A FDI

'S ™ '4 N
New technology in Time saving in existing
new industry under industry under new

import substitute market for foreign
market investor

" / -

' =, P

Privatization,JVFDI,
100% FDI,new

operation site,
industry estate favorite

Separation of business
including rehabilitation,
current operation site

o A
4 ™ s ~
New brand in the Current brand in the
country FDI situates country FDI situates
2010/10/26 9 J \ y 7




Green Field Investment & M&A in =
. P
manufacturing company i b

FDI is made under green field investment and M&A(merger & acquisition). In
manufacturing FDI, green field investment is preferred, as foreign company
wants to manage FDI with its original way, such training local employee, know
how, adopted in mother country. And welcoming local government also prefers
green field investment with new cash investment with new machines and
earns fees of long term land use right.

But after Asian Financial Crisis 1997, M&A got popular as foreign capital has
been welcomed to supply cash to save over debt ridden local manufacturing
companies. Foreign manufacturing companies are white knights. In these days
local market penetration is important for manufacturing FDI companies to
grade up sale promotion in after service and financial support, so foreign
manufacturing companies or manufacturing FDI want to take equities of local
agent companies by M&A.

Foreign company’s M&A in privatization of SOE in Asia is not popular as due
diligence by foreign companies toward SOE showed not to invest. Foreign
companies want to avoid to take over ridden liabilities of SOE, and prefer to
make green field FDI with SOE which takes minority portion with in kind
contributions. This is completely different from M&A in Russia and East
European countries in 1990’s.



M&A in service Industry

* Inservice FDI, foreign equity portion has been limited to minority
portion. Foreign companies are expected to supply know how to local
majority owned companies. If FDI service is a new type, green field FDI is
adapted, and FDI service is a traditional type with partly new business
adding, M&A may be introduced.

e After 2001, completely new service industries have developed under
Government control, M&A has got popular, as local companies got
concessions to establish new service companies and with those
concessions local companies wanted to introduce technology and
capitals from foreign companies.

* One more new type of FDI is M&A of listed companies. If local capital
market has not developed, green field investment is preferred, but if
TOB of listed companies is acceptable, M& A is a short cut for foreign
companies to make strategic alliance with local companies or to access
to local market quickly. Foreign venture capital of mezzanine fund also
looks at M&A as a strategic investor.



INAX's M&A of Asian Business of American Standard

In manufacturing FDI in Asia, M&A has been introduced after
2001. In Vietnam, as a pioneer of FDI in sanitary ware, INAX
invested with green field investment in Hanoi in 1998.

In other ASEAN countries and India, INAX invested with M&A
of Asian business of American Standard on May 18, 2009
including 10 factories(China 4, Thailand 3, Korea,Indonesia,
Vietnam 1).

Net sales of Asian business of American Standard in 2008 was
180million Euro($261mil.). And M&A price was 112million
Euro($163mil.). American Standard was merged by US
investment company based in Luxemburg in 2007 with $2.2
billion. The investment company might get short of cash flow
by the Lehman shock of 2008.

INAX(JS Group,wwwsge.cop)DOUght time for its globalisation to
compete with TOTO(net sales 53bil. yen).



* Production FDI, 3 in China(one 49%),3 in

G reen F e I d Vietham(one 55%),1 in Taiwan(51%) from 1995
* Investment amt.8.7bil.yen

InVEStment Of ¢ (S870mil) in accumulation
e Net sales 7bil.yen(2008)

For Precious Life

\Yi| &A Of * Production FDI,4 in China(64%), 2 in
Thailand,1 in Indonesia,

Ame rica N e Korea and Vietnam from 1982

e Investment amt.15.1bil.yen($163mil)

Sta nda rd ASia e Net sales 24.2 bil.yen(S$261mil)
American Stomdard

Style That Works Better

2010/10/26
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Varieties in form of FDI by industry and possible collateral problems;
Freehold land ownership by FDI is admitted only to FDI for housing
development. Manufacturing FDI is difficult to get finance without freehold
land mortgage. Government regulation for occupancy mortgage for factory
facility, machinery or vehicles is not issued or cleared. This makes difficult for
manufacturing FDI to get finance. Is a foreign minority FDI in M&A , Iraqgi legal
person who can hold free land title? As before the M&A Iraqi legal person may
have free hold land ownership.

Contractual
JV(production sharing
contract) for oil & mining
exploration, hotel or
consignment contract

100%FDI for export
oriented, new business
or sales subsidiary

Investment by Venture
capital for venture
business, IT or
environmental FDI in
capital shortage project

Green field investment
for new manufacturing
industry or sales
subsidiary

2010/10/26 12



Iraqi Free Trade Zones Law No0.3,1998 only covers export oriented FDI, but recent
export oriented FDI requests to sell to local market also to enjoy economy of
volume.

Important tariff exemption is made for imported capital goods which are utilized
by all FDI and several months materials to produce.

Easy custom clearance is important for all FDI to avoid red tape.
Industrial estate for green field investment may include free trade zone, as
industrial estate agency may have delegated power to control FDI and custom
office may be established in industrial estate.

Contractual JV(production
sharing contract) for oil &
mining exploration, hotel
or consignment contract

JVEDI for technology
transfer and local market , hew business or
oriented sales subsidiary

Investment by Venture M&A for big company
capital for venture development and
business, IT or rehabilitation or
environmental FDI in privatization of SOE(state
capitai shortage project owned enterprise)

or sales
subsidiary




Il.2Varieties in form of FDI by industry

Contractual JV(production
sharing contract) for oil &
mining exploration, hotel
or consignment contract

JVEDI for technology 100%FDI for export
transfer and local market oriented, new business or
oriented sales subsidiary

Investment by Venture M&A for big company
capital for venture development and
business, IT or rehabilitation or
environmental FDI in privatization of SOE(state
capital shortage project owned enterprise)

Green field investment
for new manufacturing
industry or sales
subsidiary

2010/10/26 14



11.3.Some instruments for FDI analysis;
How to appeal possible foreign investors with regulations;

appeal win-win game for possible target

OPA (operation Cultural value; Shape of country;

Rrocessianal/Sis) understand yourself Role of government

You can get profit and counterpart in sector with FDI sector
form FDI! communication among social sectors

Regulation,; Investment

Think other environment;
regulations in addition
to tax incentives

Think competitiveness
to rival country

2010/10/26 15



Comparing in global level for doing business,
Iraq belongs to the worst group

By IFC,World Bank, “Doing Business 2010,lraq” in comparing
regulations among 183 countries, Irag is Nr.153 in ease of doing
business.

It shows practical data in its Appendeces pp.52-72.

IFC recommends reforms of regulations. IFC evaluates Iraq with no
reform by 2010.

Iran 137,Jordan 100,0man 65,UAE 33,Saudi Arabia 13,Singapore 1
Worse factors are as follows;

Starting Business Nr.175, in 77 days

Getting Credit Nr.167,in no deep credit information

Trading across Borders Nr.180,cost of trade $3900 per container, 10
documents for trade

Enforcing Contracts Nr.139, 520 days, 51 procedures

Closing a Business Nr.183, no recovery, no practice for years of
closing



Comparing 5 factors for doing business, Irag belongs to the worst group

1.Starting Business Nr.175, in 77 days
To take trade license 55 days

“All accounting reports to the Government(including Iraq Uniform Accounting
System) shall be made in Arabic with hand writing” can be changed “in Arabic
only”to speed up procedure under current computerized accounting system.

2.Getting Credit Nr.167,in no deep credit information
Public registry system for company is requested.

3.Trading across Borders Nr.180,cost of trade $3900 per container, days for
export or import 101 days, shall decrease 1/3 of current lebels

4.Enforcing Contracts Nr.139, 520 days, 51 procedures(steps to file
claims,obtain judgement and enforcr it)

Similar level in Saudi Arabia,UAE or Jordan(Nrs.124-140)

Days to resolve commercial sale dispute before the court 520 days are similar
levels to Iran, UAE,Saudi Arabia,UAE or Oman (520-689 days)

Ratification of New York Treaty on foreign award of international commercial
dispute is requested.

Procedures 51 times shall be decreased to less than 40 times
5. Closing a Business Nr.183, no recovery, no practice for years of closing

Recovery rate(time,cost and other factors such as lending rate and the
likelifood of the company continuing to operate ) shall be increased from 0%
toover 30%



Target the seminar

A promoted industry may request its concerning law and regulation
in details.

Detailed law and regulation in an industry which you promote FDI,
may give FDI a solution which FDI may face and a legal predictability.

Law-oriented Infrastructure may promote foreign direct investment.

Staffs of FDI promotion agency shall appeal to possible foreign
investors not only tax incentive, political stability and cheap human
resources but also appeal your FDI friendly law-oriented
infrastructure.

Possible foreign investor may check your comprehensive ability of
doing business in your country. Although you are not a law maker,
you shall have an ability to make a proposal for modify or make a
law or regulation with reference to the experiences of other
countries.

This may be a different approach to IFC’s “Doing Business Iraq
2010.”



Business laws in connection with operation of FDI companies
—six types of business and business laws, Understanding
relation between welcoming industry and concerned business

law
Six types of | Materials,capital goods intermediate
business

goods Energy, utility, cement, steel Car parts,
petrochemical, factory electronics parts,
machinery, real estate ; chemical products
type (i) ;type (iii)

service IT, construction, IT, transportation,
transportation, telecommunication,
telecommunication, finance finance
; type (i) ;type (iv)

2010/10/26

Apparel, food, food
processing, daily
products, car, home
electric goods ;type
(V)

Retail, wholesale,
construction,
tourism,
advertising, media,
finance telecom.

(vi)
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Material, capital |Intermediate |Finished
Goods |(@)Privatization (ii1)Supporting |(v)FDI promotion,
and BOT(Energy, |industry,SME |FDI in agricultural
utility), law in|development, |processing and
transition industry textile(apparel, food
cluster,FTA processing, daily
and  regional |products, car, home
economic zone |electric goods),trade
union, wage hike
Service | (i) BPO Gv)BPO(T (vi)FDI in retail and
related),industry |service industry
cluster, Bank [ including
law, security | telecommunication,
market, foreign |tourism development,
currency (| competition law

finance)

2010/10/26

20



possible law fields by industry for possible FDI in your
country and possible business laws concerning FDI

industry

Possible law field in concern

Retail (vi)

Abuse of priority status in competition law, Franchise law,
Restriction to enter under foreign investment law

Apparel(v), food(v),
food processing(v)

Food hygiene law in exported country, Consumer protection law in
the market, Product liability law, Environmental protection law,
Consigned production law(@mport tariff, VAT ), Labor law,Company
law

Car(v), car
parts(iii)

PL law, abuse of priority status against sub contractors and
dealers, joint venture agreement, company law, FTA,
administrative guidance in local contents

Security
house(iv,vi),steel(d),
tire(iii,v)

Administrative guidance in operation and financial products, law
on mutual fund, chattel mortgage law and securitization law,
security exchange law, company law and M&A regulation,
consumer law




Possible law field in concern

Bank(vi), home
electric goods(v)

Contract law, mortgage law, bankruptcy law, consumer law,place of
origin in foreign investment law, bank branch not covered by
foreign investment law, law of trade secret, patent law, design law,

trademark law, labor law, environmental protection law(EU
regulations like REACH and WEEE)

Electric goods(i,v),

Labor law, consigned production law, IPR, FTA, in the market,

electronics Product Liability law, Environmental protection law, |,
parts(iil), environmental protection law in the market(EU regulations like
ICT industry(iv) |REACH and WEEE), Consigned production law(import tariff, VAT )

advertizing(vi),in
surance(vi,ii,iv)

Unfair trade practice of competition law, 1nsurance law,
administrative guidance in insurance industry(bancasurance), tort
law

Energy(I,ii),tradi
ng house(ii)

Production Sharing law(PS),joint venture agreement, mining law,
BOT regulation, plant export contract, international private law,
international contract law, law on international disputes

Machinery(@), Joint venture agreement, international contract law, IPR(design,
motorbike(v) trademark), abuse of priority status in dealer control
Chemicals(,iii), Environmental law including recycling, IPR, joint venture
daily agreement, tort law, sales agent agreement, EU competition law in
necessaries(v) huddle, cartel and sanctions

2010/10/26
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Possible law field in concern

Tourism(vi),hotel(
vi)

SME protection in foreign investment law, labor law(foreign
expatriates), environmental protection law, hotel management
agreement, securitization law (REIT)

Credit(vi), leasing
industry(ii,iv,vi)

Consumer law, leasing regulation, BOT regulation(BTLO for ODA)
, credit sales regulations, LLP, securitization regulation

Transportation(iv,
vi),telecommunica
tion(iv,vi)

Concession agreement, administrative guidance, joint venture
agreement, consumer law(e-commerce regulation)

Cement(i),enginee
ring(ii,vi,vi),paper
(v,1i1)

Joint venture agreement, BOT regulation, environmental
law(forest protection, EIA), land law including industry estate
regulation, administrative guidance, administrative law,
competition law in huddle(84) and sub-contracting

2010/10/26
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Iraqi key industries and possible law fields by industry in possible
FDI (from seminar “Investor’s Guide to Irag”by National Investment
Commission in April 2009)

Red characters shown below are key industries shown in “Investor’s
Guide to Irag”by NIC in April 2009.

FDI in Iraq Possible law field in concern
Retail (vi) Majid Al Futtaim(UAE)
establishes Carrefour at

Elbil(Feb.2010)

Apparel(texitl | FTAA German offered broiler

es,leather bqsiness with 15thou. acre in

goods,v), Dikal

food(v), food

processing(v)

Car(v), car | 1.Renault (France)JV FDI with | 2. Daimler made a MOU for truck assemble
parts(iii) SOE at Eskandia JVFDI(Jan.2010)

Security 1.Me-Ver = Machnery Turkey|2 Arcelor Mittal and Dayen Turkey
house(iv,vi),st |offered steel FDI and power | proposed a steel FDI at Slaymayani with
eel(d), house(676MW) at | ¢130mil. to be operated from
tire(iii,v) Basra(Mar.2010) 2012(Mar.2010).

3.5STX Korea establishes 500MW power
house and 3mil ton steel FDI at Basra with
3bil.yen(Feb.2010).

2010/10/26
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Bank(vi), home
electric goods(v)

11 FDI banks

Electric goods(@,v),
electronics
parts(iii),

ICT industry(iv)

advertizing(vi),in
surance(vi,ii,iv)

Energy(oil & gas
I,ii),trading

1.Mesopotamia

Gas(UK) JVFDI

01l

&
with

2.Shell(Nederland)

made a JVFDI

with

South Gas to utilize gas for 25 years license

house(ii) g{liili,ieg?ﬁ?%ég?m *13.CNOOC and Sinochem to finalize Maysan
oil field(2.4bil bbl)

Machinery(metal

fablication,1),mot

orbike(v)

Chemicals(petro

chemicals,fertiliz
er, 1,i11),
daily

necessaries(v)
201 ﬂl/’l {'\I/')G
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Tourism(vi),

hotel(vi)

Credit(vi),

leasing

industry

Transport | 1.0rascom(Egypt,mobile 3.Globim(Canada)monorail

ation(iv,vi | carrier),

). telecom 2.Zain(Kuwait, largest mobile

’ . .. |carrier),

municati

on(iv,vi)

Cement(c | 1.Lafarge France (cement | 5.Italian consortium started 34bil. Euro($4.6bil)
onstructi | merged FDI of Orascom cement | BOT project at Al-Faw Port, Basra with 11
on in 2008 with 5 milly in|quays,100mil.ton/y(connecting Barakat Industrial
materials Kurdistan and mid Iraq), Park,Apr.2010)

i ) 2.Each Land(USA) in recycle | 6.Marlok German made a joint operation of Nr.8
,1),.eng-1-ne. facility,hotel,shopping center | quay at Kol Al Zubeil port with Iraq Port Authority
er1ng(11,v1 and low cost residence in Wasit | with rehabilitation & operation for 7 years(ROT,
,Vi),paper 3.Veolia France made a water | Aug.2010).

(v,1i1) purify and supply contract with | 7.CME France made a joint operation of container

Baghdad Govern. Amounting
$5bil in future(July 2009).
4.Candy Group German has a
plan to office building and
leisure park at
Baghdad(Nov.2009).

terminal and Nr.4 quay of Um-Kasul port
amounting $20mil. with Iraq Port Authority (May
2010)

8.Al Jamih Energy(Saudi Arabia) makes FDI in
power house at Basra with $3mil.(Aug.2010)
9.Chinese companies got a FDI license to establish

exhibition center and shopping center with 7ha at
Babil(Babil IC)(Aug.2010).

2016716726
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Comments to “Investment opportunities proposed by the
Provincial Investment Commissions” http://www.amb-
irag.fr/investmentrng.doc

AL-Anbar  2.Tourism and Providing resorts for Short of return by foreign

Governor entertainment the people currency

ate
1.Al Ramasi City Short of return by foreign
Residence/20 thousand currency even if demand
residence growth

Babil 3 resort island S2bil. Tourism site, low

possibility for repay by
foreign currency

Al Basra 1. 5 thousand Possible as industry
residential project development site
2.Resort in Al-Sinbad Possible as foreign
Island with hotels currency earning

2010/10/26 27



Kirkuk

Govern
orate

Missan
Govern
orate

Al-
Muthan
a

1.Kirkuk International
Airport

2.Seeds production
Dependent on
Rainwater

1.Construction of industry
city

2. Construction of refinery
to produce oil products
and electric power

1. Automobiles assemble
near Al Samawa

2.Cement factory Nr.10,
Limestones are produced
near

3. Power house

15mil(currenc
y unit?)

190mil(curren
cy unit? Too
big?)

S40bil.

S3 bil.

S50mil.

$250mil.

S1bil.

Possible under PPP if cost
analysis is good

Possible if the technology and
demand are sufficient, Profit by
dinar can be re-invested.

Specific project only can
proceed.Short of return by
foreign currency

Possible, if it integrates to 1
above, 1 also possible.

Possible if car company agrees,
import parts are available as it
is near the port

Possible as foreign currency
earning,near Kuwait, what is
British specification?

PPA in BOT is the key



Al-Najaf
Governo
rate

Nineveh
Governor
ate

Al-
Qadissiya

2010/10/26

1.Complete health
complex

2.Residential project at
Al-Haydariya

1.Construction of
residential city, 15km
north of Mosul

2. Monsul International
Airport

1. Sports city

2.Dewaneia
International Airport

S500mil

S1bil.

S400mil.

S150mil.

$250mil.

Short of foreign currency,
ODA preferable

Short of foreign currency, local
SOE is preferable with loans

Possible if foreign currency
arrangement from oil export

Possible if demand coordination
and arrangement with Kirkuk
International Airport

impossible for consumers can
not pay construction cost, local
construction is preferable with
local budget

possible if Baghdad people use.

29



Salah Al-
Deen

Thigar
Governor
ate

Wasit
Governor
ate

2010/10/26

1.Vegitable oils factory

2.Petrochemicals

1.Electric power house
Nr.2 south Nasiriya

2.0il Refinery 300
thous.bbl/day south
Nasiriya

2.Construction of touristic
city,

1. Dairy factory and milk
products

S2bil.

$900 mil.

S7bil.

1bil. dinar

S20mil.

Possible for cash rich companies or
if government arranges foreign

currency to repay foreign loans

How to coordinate renovation plan
of current oil refinery of Baiji, and its
crude oil source of Kirkuk oil fields

Short of foreign currency,
PPA is the key, one unit only with
600MW may be possible

Possible if oil concession holder may
invest, with using PFI

impossible as foreign currency
shortage from the project, Are
current tourist sites popular?

Possible if milk supply in the region is
sufficient

30



Technology pyramid can show technology level of country
technology has level and range.High technology shall be
protected by IPR including trade secret.

A/

X

1I\-I/[i‘§11:11teCh- & ) F'a

iddle

tech-. / B \ /__>\ /__’\ /<_\ ZL‘\’\

S =SV =W A W)
' Japan China India Korea,Taiwan ASEAN Vietnam

Vietnam type:Cambodia,Madagascar, Malawi, Myanmar,Oman,

Palestine<trade mark, fakes, safety regulation of export country

ASEAN type:Indonesia, Syria<fakes, trade secret
Korean type:Macedinia, Macedonia, Tunisia¢-trade secret,patent
India type:lran, Irag,Ukraine<trade secret, industrial design, patent



Cultural values in country Cultural value in Character

Denmark, Finland, Sweden, Norway, Laos

HK, India, Indonesia, Jamaica, Malaysia,
Philippines, SGP, China except South China,
Vietnam, Kazakhstan

Chile. Columbia, Venezuela,
Pakistan, Portugal, Korea, Taiwan, South China,
Thailand, Russia, Serbia

Australia, Canada, Austria, German, UK, Island,
USA, Italy, South Africa, Switherland

Arab,lrag, Argentine, Brazil, Belgium,Mexico,
Greece, Turkey, Japan, Spain, France, Myanmar

2010/10/26

Individualism, self realization, golden
mean and warmth

Obedience to authority of the society,
Crony, family oriented, obedience to
the group

To avoid uncertainty, not matured
individualism

Strong social norm, high leveled self
realization, reciprocity

Avoid uncertainty with norm,
obedience to social norm

32



Cluster | Cultural values in country Cultural value in Character

Iragi transaction with Denmark, Finland, Sweden,
Norway shall be made under technology transfer based
ODA.

1 Iragi transaction with HK, India, Indonesia, Malaysia,
SGP, China except South China, Vietham shall be made
under political economy with authority. Risk is assumed
by authority. It may face national interest and no
technology transfer to FDI.

1l Iraqi transaction with Pakistan, Portugal, Korea, Taiwan,
South China, Thailand, Russia shall decrease
uncertainty under big men communications(top down
diplomacy). Quick investment return of FDI with high
risk may create troubles(too much import etc.)

1V Iragi transaction with Australia, Canada, Austria,
German, UK, Island, USA, Italy shall be reciprocal
business profits. Stick to foreign management right may
face troubles, especially in privatization of SOE.

Vv Iraq belong to Cluster V, transaction with Arab, Turkey,

Japan, Spain, France, to decrease uncertainty with new

co1regutations and their implementations or with trust on
norm basis. Decrease risk with esradual trust makinge

Individualism, self realization,
golden mean and warmth

Obedience to authority of the
society,

Crony, family oriented,
obedience to the group

To avoid uncertainty, not
matured individualism

Strong social norm, high
leveled self realization,
reciprocity

Avoid uncertainty with norm,
obedience to social norm
33



Shape of Country and Business laws of your country

State Sector Company Sector | Civil Society | Individual Sector
Sector
Object Govern Profit Co-habitation Free option
Instrument Law Market Voluntarism Free option
competition
Example Central gove’t Company limited | Family, political | Individual person,
Prefecture gove’t,|by shares, FDI, |party university, |foreigner, national
court, diet partnership religious citizen
Group
ASEAN Small Small Big Medium
China Big Small »>medium | Medium Medium
Japan Medium Big—medium Small->medium Small—big
International Sovereignty of | MNCs International Cosmopolitanism
Society nation state Communities
Object of Int’l|No interference Political & | Peace Peace
Society Economic profit
Instrument of [ National Security | Politics & | Share Value | Value consciousness
Int’l Society Economics consciousness
Iraq Big, central & |Smallexcept SOE | Big, clan, religious | Small-medium

local government

group, tribes

2010/10/26
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I : foreign private sector: mother country for FDI company

II-1* FDI company sector in local social system

IT-11° local company sector in local social system

I1I: local state sector ‘operated by civil servants, indicated by congressmen voted
by individual sector, and umpired by independent civil servants

IV: local individual sector: voting right to the state sector from civil society sector

V: local civil society sector: voted political party, family, area people, village, town
ship and city,

— Entrance by FDI, voicing against II-11, I1I, disputing against I11-11,II1,IV,V

exit from FDI



Iraqi government may face possible
problems in relating to FDI business.

e Central government vs. local government(both strong)

* The Government can be challenged by court backed by
civil society and petitioned by company sector. To avoid
those challenges red tapes, corruption and non
security situation by police shall be eliminated.

* The central government, which introduces FDI may
face troubles with the congress which is backed by
individual sector and civil society sector which request
more profits from FDI(employment,wage hike or social
welfare) and no damage from FDI like environmental
Issues or consumer protection issues.



Role of civil servants for incoming FDI
development

Reg u I at i O n e If a predictability for a project is high, any investor may
building

make an easy feasibility study to invest.

e Each industry requests different regulations and ability to
implement them to give legal predictability for FDI.

F D I e Appeal of investment environment(political, economy,
social)

p ro m Ot i O n e Focusing specific industry for FDI promotion

I n Ce nt I Ve S e Tax incentives and other incentives
e Technology levels to fit with FDI business
for FDI

2010/10/26 37



Operation Process Analysis(OPA)

Company operation process is divided to processes by products proceeding such
as (1)products planning, (2)research & development(R &D), (3)procurement,
(4)production, (5)logistics, (6)marketing and sales, (7)after service, and
(8)recycling. These processes are dealt by front offices.

Goods or services which are dealt by a company run on the front office in
sequence. There are another three processes such (9)top-management,
(10)finance and accounting, and (11)personnel and labor. These processes are
dealt by back offices as back offices do not directly deal goods or services which
the company deals.

Each operation process is checked by (21)business environment, (22)regulation
and (23)technology level. | call these three factors analysis factors.

Business environment(21) can be referred with comparative investment
environment matrix and management behavior. Regulations(22) can be referred
with Shape of country and my separate lecture of Asian Business Law.
Technology level(23) can be referred with Comparative technology pyramid.
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Form of Operation Process Analysis

I N E T T U O N E A O
21

22
23

9,10,11

¢ © column number 100 words for reason of profit making
e O column number 100 words for reason of profit making
e column number 100 word for reason of profit making

* In service industry, the above OPA matrix shall be modified a little as
below.

 Manufacturing(4) in service industry can be ISM(in store marchandice),
store layout or internal marketing as tactics at selling place.

* Marketing(6) in service industry can be FSP(frequent shoppers program)
or sales promotion as marketing strategy.

2010/10/26 39




Comparative Asian Investment Environment
1. Investment Factors on FDI and Foreign Indirect Investment

You are requested to understand investment factors in an actual
foreign investment case.

For a foreign indirect investment, investment factors are mainly
macro-economic data in the host country, foreign currency data of the
host country and Dollar-Yen currency market data, financial data and
business topics of a particular company in the host company, industry
development trend in which the particular company belongs and
stocks market data of the host country.

For a FDI, investment factors are more detailed analyzed than those in
foreign indirect investment, as in the foreign indirect investment,
investors usually invest with terms up to 6 months. Invested items like
stocks, bonds are traded in the market, and the investors are
protected to exit from the market easily and confirm the amount of
profit and loss from the transaction. Such profit or loss is a capital
gain or a capital loss not gains from the fruits of the company, which
are dividend or interest.



2010/10/26

An FDI investor gets profits as dividends resulting his
management of FDI company in the host country.

On the contrary in FDI, it needs minimum three years to find out
success or failure of the FDI transaction. An FDI investor gets
profits as dividends resulting his management of FDI company in
the host country.

Even if a FDI investor invests in a company equities enlisted in
local stock market, he gets profits with long term basis with
dividends not capital gains except LBO(leveraged buyout). LBO is
not yet popular in Asian countries. In LBO an investor purchases
all equities of targeting enlisted company with cheap market
price, makes the company delisted in the stock market,
restructures the assets of the company with assets sales and
layoffs of employees and aims re-enlistment within 5 years with
higher price than that he purchases. This means an investor of
LBO is an FDI investor and aims capital gains.
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2 Matrix of Comparative Investment Environment

 The Matrix consists of 4 factors in vertical
columns and country names in horizontal
columns. 4 factors are (i)labor problem,
(ii)physical infrastructure problem,
(iii)intellectual infrastructure problem, and
(iv)local adaptation problem. This matrix is
convenient to make a feasibility study(F/S)
which evaluates appropriate country for a
concrete FDI project.



Sub-Factors of comparative Environment Matrix

Each factor consists with sub-factors.

(i) labor problem consists with sub-factors like (1)low wages of
workers, (2)low wages of middle managements, (3)no job
hopping, (4)diligence of workers and (5)obedience of workers.

(ii) Physical infrastructure problem consists with sub-factors like
(6)cheap price of land use right, (7)reliability of industry estate,
(8)cheap cost in industry estate, (9)no electricity stoppage
(except self electric generator), and (10)good port facility.

(iii) Intellectual infrastructure problem consists with (11)good
local partner, (12)small negotiation with local government,
(13)easy application of local regulation, (14)no foreign currency
requirement, (15)easy tax clearance, (16)easy local financing,
(17)L/C issue, and (18)low evaluation on local equity contribution
in kind.

(iv) Local adaptation problem consists with (19)good feelings
toward home country, (20)comfortable living condition,
(21)communication with English language, and (22)easy learning
of iocal language.



business common sense never selects the country, area or
industry which provides incentives to FDI.

You have to understand there are no sub-factors in investment incentives

provided by the host country. As investment incentives can be provided only the
case the investment is usually difficult to be made. This means business common
sense never selects the country, area or industry which provides incentives to FDI.

For example a host country gives tax incentives to an infant industry. The
investment cost in the infant industry is high enough not to fit cheap labors. After
commissioning the operation, the FDI may face hardship of the strict intervene to
the management of FDI by the host government. Tax incentive in corporate
income tax does not mean anything, if the FDI can not get profit, as corporate
income tax is paid only if the company gets profit. Tax level of 25% of Vietham,
that of 20% of Laos, and 25% of China shall be counted under such situation. In
2003 Vietnam may raise corporate income tax level to 28% from 25%. This policy
is preferable for FDI as Vietnamese local companies will not be able to claim FDI as
FDI enjoys preferable tax level. But Vietnam decreased to 25% to compete with
China in 2008. Equal treatment, in other word, national treatment, is more
important than investment incentives.



Special favorable treatment by the host government loses
predictability of business

Special exemption of import tariff leads transaction
cost higher. Poor ability of custom officers takes times,
procedures, mistakes and corruptions. Comparative
low level of import tax with national treatment is
favorable. Special favorable treatment by the host
government looses predictability of business in the
host country and makes an adventurous investment
with low internal rate of return(IRR) and
overestimation of market development. As
sometimes overestimation of market growth in F/S
only gives an excuse to give special favorable treatment
to a FDI.



Weight of the factors

Relating to each concrete case study you can weight each factor
with percentage as total factors count 100%. In a labor intensive
FDI case, you have to weigh (i) labor problem more than other
factors, as cheap labor cost is important for a success. In a capital
intensive FDI case, you have to weigh (ii) physical infrastructure
more than other factors, as a full operation of machinery without
stoppage is a key to a success. In a KD(knock-down) production in
an import-substitute FDI, you have to weigh (iii) intellectual
infrastructure more than other factors, as import KD parts in low
level of custom tariff is a milestone for a successful FDI. If your FDI
project needs a wide range of technology transfer on OJT(on the
job training) base, you have to weigh (iv) local adaptation
problem more than other factors.



Weight of the factors by industry

Standard Labor Capital export market
intensive intensive oriented

(i)Labor 20% 50% 10% 40%
(ii)Physical 20% 10% 40% 20%
infrastructure
(iii)Intellectual 40% 20% 30% 30%
infrastructure
(iv)Local adaptation 20% 20% 20% 10%
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you put one point on the worst country in each sub-
column in horizontal columns.

In horizontal columns you put country names or area names which you want to
compare in investment environment. And you put one point on the worst country
in each sub-column. You put 2 points on the second worst country in the same
sub-column. If you want to compare 5 countries, you put 5 points on the best
country in the same sub-column. If you finish putting points in all sub-columns,
you can count points in each country. In counting points, you have to consider
weight in each factor by multiplying percentage of each factor with sub-total of
sub-columns.

With your reference | show my evaluation in the Matrix below with 15 countries as
Table 2. In this typical case | put equal percentage 20% on factor (i)(ii)(iv) and 40%
on factor (iii) as to put equal importance among 22 sub-factors. 15 countries are
Indonesia(ID), Thailand(T), Philippines(P), China in coastal area(Cu), China in inland
area(Cc), Vietnam(V), Malaysia(M), India(l), Laos(L), Myanmar(M), Russia(R ),
Brazil(B), USA(US), United Kingdom(UK), and Japan(J).

You have to modify the weight on factors with more specific observations. If FDI

is made in labor intensive industry, (i) may be 40%, if it in capital intensive
industry,(ii) may be 40& for example.



4. Management Behavior

A board of management has each style of management. A management
behavior may differ by company by company. Some companies take top down
decision making, other companies take bottom-up decision making. But
classification of such decision making style by company does not make sense
in actual. So you have to have an instrument to analyze management
behavior in each company basis.

Prof. Yoichi Ebisawa of Kanagawa University shows a management behavior by
Business Side and Human Side. Business Side consists from company strategy,
management resources, organization and management administration.
Human Side consists from network, database, information, and media.

Network of human side shows overestimation of importance to utilize
Overseas Chinese network in investment in ASEAN, China and NIES.
Information of human resources shows importance of top management
connection with high officials of host country Government but at same time it
sometimes shows failures of FDI as Japanese top managements of Japanese
private companies overestimate powers of the Government of Asian host
countries. A typical case was the FDI failures of Yaohan in China, which
resulted Yaohan Japan went insolvency in late 1990s.

Iraqi image for general Japanese investors is still Irag is not in security and
peace, so Japanese companies are reluctant to dispatch Japanese personnel to
Iraq to avoid bombing, kidnapping or terrorism and they think Iraqgi business
conditions are uneasy and risky.



Image to Iraq for general Japanese investors

Iraqi image for general Japanese investors is still Irag is not in security and
peace, so Japanese companies are reluctant to dispatch Japanese personnel to
Iraq to avoid bombing, kidnapping or terrorism and they think Iraqgi business
conditions are uneasy and risky.

Public debt reduction by the Japanese Government was made amounting
S6.7billion in Nov. 2005, which was the largest among Paris Club countries.

Japanese possible investors check implementation and proceeding of
Japanese ODA commitment S5billiom. Proceeding of ODA projects is a good
example of checking of ability of recipient Government and its civil servant.

Those are 15 projects in port, irrigation, rehabilitation of power house, road &
bridge, oil refinery rehabilitation, fertilizer rehabilitation, and water project.

Iraqgi Investment seminar in Japan and economic forum in Iraq in 2009
changed the image on Iraqgi business.

Company Income Tax incentive for 10 years for FDI, company income tax level
15% are enough for FDI. More important one is legal predictability including
privatization for domestic market oriented FDI, easy legal search and legal
implementation. 15 years tax holidays for Iragi majority JVFDI company may
not function well as foreign partner may request its management right to
make quick profit making under modernized management or foreign
management culture in the start up or first stage of JVFDI.
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Management Behavior of Japanese SME

Why do Japanese SME have invested in China? Japanese big
companies especially assembling manufacturing companies who
are domestic market oriented industries, have wanted to minimize
the investment risk to procure their parts in China. So they have
requested their sub-contractors in Japan to invest to China.
Another SME investment to China is export oriented industries like
apparel, agriculture processing, sea food processing. They invest for
cost saving in Japanese market, not value added. Unfortunately
Japanese MET!’s industry policy has paid attention on cost saving
not value-added. As energy saving in 1970’s resulted from oil shock
was in success. Success hysteresis story has concealed mistakes in
sequences in big bureaucratic organization like ministries, big
banks or old economies as it has given an excuse.



Profitability of a project in Finance for

infrastructure

@ profitability,

Qow profitability,
ODA including grant,

Grid,irrigation, general road,

Payment by budget for long
term based economy
development

PFI,BOT,

Long term payment
from user,

Electricity & water
supply to peoples,

Toll collecting Highway

High profitability,
Project Finance,

Commercial finance,

Difference of Budgetary
matching,

Operation and
maintenance of public
facility,

Power, water supply,
water treatment to
industrial estate,

telecommunication



Profitability of a project in Finance for infrastructure
(IRR(internal rate of return),ODA(official development
assistance)

‘I\/Iiddle

Low profitability,

Q)DA including grant,

IRR<8%
ODA(G-G base)
1.5%,50 years

Grid,irrigation, general road,

Payment by budget for long
term based economy
development

profitability,
PFI,BOT,

Long term payment
from user,

15%<IRR<22%

Commercial banks
or JBIC,4.3-
4.5%,10-15 years

Electricity & water
supply to peoples,

Toll collecting
Highway

High profitability,
Project Finance,
Commercial finance,
IRR>25%

Commercial banks

>4.5%/year interest rate,
up to 10 years maturity

Power, water supply, water
treatment to industrial
estate,

telecommunication



Demacation of FDI and PPP by profitability in infrastructure project

_ FDI oriented PFIl oriented

Possibility of sales
expansion

Usual operator

Government
support

case

Profit possibility

Project
independency
2010/10/26

High profitability
high

Private company

No budgetary
support ,investment
incentives(tax)

In June 2010,Globim(Cana
da) invests monorail
(electric railway) operating

of 36 km between Najaf-
Kufa with $0.6bil.

Increase pilgrims to holy
site

New project with green
field FDI including power
housecan be established

Middle profitability
low(PFIl can be made.) or almost
no(ODA shall be introduced.)

SOE(state owned enterprise)

Government budgetary
support(guarantee for long term
purchase under take or pay contract)

Pipeline rehabilitation in specific lines

Doubtful to increase volumes of oil or
gas via specific pipelines

Specific pipelines operating FDI can
not be separated from all pipeline
network operating company 54



Part Il
continue Part |. FDI promotion in summary
111.0il & Gas and mining

Exploration & production stage of oil & gas not covered by Investment
Law No.13 but covered by Oil Law in drafting

I11.2.Processing of Oil & Gas and Mining

covered by Investment Law No.13 which means NIC or province IC may
cover FDI in this sector

IV.Infrastructure FDI(PPP(public private partnership,
BOT(build operate & transfer))

covered by Investment Law No.13 which means NIC and province IC may
cover FDI in this sector



Continue Part |.FDI Promotion in
summary

1. profitability of project and FDI
2.FDI promotion with AIDMA by country
3.how to get profitability in housing FDI

4.FDI with cash rich investor and with
technology oriented investor(SME investor)



Profitability of a project in Finance for oil project and
infrastructure (IRR(internal rate of return),ODA(official

development assistance)

Low profitability,

Q)DA including grant,

Infrastructure project

IRR<8%
ODA(G-G base)
1.5%,50 years

Grid,irrigation, general road,

Payment by budget for long
term based economy
development

‘I\/Iiddle

profitability,
PFI,BOT,

Infrastructure
project

Long term payment
from user,
15%<IRR<22%

Commercial banks
or JBIC,4.3-
4.5%,10-15 years

Electricity & water
supply to peoples,

High profitability,
Project Finance,

Oil project
Commercial finance,

IRR>25%

Commercial banks

>4.5%/year interest rate,
up to 10 years maturity

Power, water supply, water
treatment to industrial
estate,

telecommunication



AIDMA; promotion theory in
advertizing

A;Attention
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promotion for Japanese investors(cluster V in cultural value)

A;Attention (i)to hold a seminar in Japan, Irag,or Jordan, (ii)to
publish leaflet for doing business in Iraq including legal

issues, (iii)information exchange via practical Iraq civil
servants(this seminar)

D;Desire; information exchange including e-mail(after

decrease uncertainty with norms of general information
disclosure)

‘M;Memory; visit the site & NIC

A; Action; start concrete feasibility study
2010/10/26




promotion for Turkish investors(cluster V in cultural value)

A;Attention (i)to hold a seminar in Turkey or Iraq, (ii)to publish leaflet
for doing business in Iraqg including legal issues,(iii)information
exchange via practical Kurdish business circles and Iraqi civil

'servants(in many cases) &

D;Desire; check proposed feasibility study

M;Memory;

A; Action; start concrete feasibility study
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promotion for Chinese investors(cluster Il in cultural value)

A;Attention (i)to hold a seminar in China or Iraq, (ii)to publish leaflet for doing
business in Iraq including legal issues, (iii)information exchange via minister
level civil servants with Chinese business circles

D;Desire; check proposed feasibility study under Chinese ways

M;Memory;

; Action; start concrete feasibility study
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Promotion for country in
cultural values by AIDMA

for
Japanese(Cluster
V)

A+l with norms of
general specific
information

' For Turkish(V)

A with norms of
experience

For Chinese(ll) A
with authority

For Koreas,
Russian(lll)

with uncertainty
decrease in high
risk high return
for new market
and political
pressure or

diplomacy
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How to get profitability for housing FDI

Sell residence to Iraqi people

Construction general residential houses
For house price $40,000

Subsidize by Kurdish Government $20,000
Salary of Iraqgi people

S500-2,000/month

Annual income $6,000-24,000

Without no loan Kurdish people get house.

For Iragi other than Kurdish people, no
government subsidies

Bank loans($20,000) shall be arranged.

Housing loan scheme shall be
established.

5 years housing deposit holders have titles to
borrow housing loan up to 3 times of annual
income.

Collateral of freehold land is requested for
borrowers

Lease residence to Iragi people

. Construction general residential houses
. For house price $40,000

. Housing FDI has land title, constructions houses and
leases the houses to the peoples.

. Salary of Iraqgi people
. S500-2,000/month

. Monthly house lease level; decided by capacity of
payment level

. TBI guarantees to housing FDI for lease payment
obligation of the lessees.(Guarantee X)

. Loan repayment obligation for housing FDI by
foreign currency

. TBI guarantees to foreign banks for loan repayment
of housing FDI.(Guarantee Y)

. collateral on mortgage of freehold land title to the
banks which extend loan to the FDI

 If all housing FDIs take similar guarantee
scheme, credibility of TBI drops
keenly.(contingent liability shall be counted by loan
under BIS’Basel Il . Risk assets to Equity ratio over
4% is requested. Credibility of the bank is evaluated
by international rating company S&P,Moody’s, a
company which has rating of AAA to BBB can issue
bond to public . BB or B(junk bond) can issue only
bond in private offering. CCC to C can not issue
bond as no credibility. D is now in default.)



OPA of housing FDI
I O O O O O O A CO ERN T
21 ©

22 X
23 X

« ©6-21 Demands for residence in standard level are big. Not to sell
residences but to lease residence for peoples payment ability

e X10-22 No offshore loan is available, as (i)TBI guarantee is short for
credibility, as rating of TBI drops down to under BB level with
rushing housing projects,(ii)no foreign currency based revenue
makes low credibility for the FDI project. Although law permit free
foreign currency conversion and remittance, practical remittance
shall be retrained by the central bank foreign currency
control(many cases in LDC like China(world Nr.1 foreign currency
reserves),Vietnam or India).

* X4-23 no advantage for engineering(materials supply, quality)
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How to get profitability for housing FDI

* Sell residence to Iraqgi riches and lease offices to
foreigners

Construction general luxury residential houses
With commercial complex like office tower or shopping centers
Developing FDI holds free hold land title.

Offshore bank may take mortgage on freehold land title for the loan to the
developing FDI.

Sell luxury houses with cash to rich Iraqi people.

Lease offices to foreign representative offices and shopping centers to
super market or luxury houses to foreign representatives, which raise
monthly cash.

Foreigners can pay lease fee with foreign currency, it may ease for
developing FDI to repay offshore loans.

Appropriate site(place for real estate) shall be found.

Pre feasibility study can be made by Investment Commission before to
show the possible foreign investors



OPA of revised housing FDI
N O CE I O O O O G CO I
21 ©

22 O
23 O

« ©6-21 Demands for residence in luxury level is big. Sell residences
to Iraqi riches and lease residences to foreigners who work as
foreign representative and lease offices to foreign representatives
and commercial complex to super market.

« (10-22 Offshore loan is available, as (i)foreign currency based cash
flow may be a repayment and interest payment source for offshore
loan, (ii)freehold land of FDI is mortgaged for offshore lenders and
complemented with TBI guarantee.

« (4-23 some advantage for engineering(materials supply , quality,
foreigners tastes)
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Phosphate Fertilizers Plant at Al-Anbar — Al-Qaem

1 2 (3 (4 |5 |6 |7 (8 (9 10 |11
21 © @)

22
23 O X X

« (© 3-21The availability of raw materials, as well as the local market
and the distribution demands.

* (6-21 demands in the local market and the distribution demands
« (4-23 foreign technology with cost saving and energy saving
e X 5-23,6-23 There is no FDI advantage in logistics & distribution.

 To make FDI advantage, distribution of imported pesticide too,
payment term in advance at crop with finance or technology advise
to cultivate plants to make more crops
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A factory producing Aluminum cans for carbonated
drinks with S100 million at Karbala — Industrial Area

1 2 (3 (4 |5 |6 |7 (8 (9 10 |11
21 © @) @)

22
23 @

« ©6-21 Certain demand is planed. Coca Cola or Pepsi has a bottling
FDI or an Iragi bottling franchisee, which has a factory near a
scheduled site of aluminum can factory. Availability of land.

« (09-21,10-21 Bottler of Coca Cola or Pepci has minirity shareholder
of FDI. Similar case in Vietnmam, can maker with F&N SGP(bottler
FDI), short of fund, long term can supply contract with bottler

« (4-23 foreign technology with cost saving and energy saving
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4.FDI with cash rich investor and with
technology oriented investor(SME investor)

* Technology oriented investor is requested to solve
funding problem as it daces financial shortage for
big project

> Collateral of assets of FDI
» Use of Venture capital

» Many manufacturing FDI, agro processing FDI, real
estate FDI

e Cash rich investor

» wants to introduce finance for big FDI to hedge
risk with using local collaterals and guarantee.

» MNC(multi national company) Trading houses are
not cash rich companies.



111.0il & Gas and mining

Exploration stage

Exploration obligation and investment obligation including
related infrastructure development

Production sharing contract with foreign company
without local legal person in contract fee and royalty

Developing stage

FDI with local legal person with localization
commitment

Developing obligation, Labor problem, Environmental
problem, social problem

Localization

Processing obligation and harmonization with local
civil society

Localization in FDI equity and human resources
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Iraqi Draft Oil Law in politics

* |raqi Draft Oil Law does not mention PS
contract ,but service contract, development
and production contract and exploration risk

contract only.
* Local government vs. central government



Possible law field in concern

Bank(vi), home
electric goods(v)

Contract law, mortgage law, bankruptcy law, consumer law,place of
origin in foreign investment law, bank branch not covered by
foreign investment law, law of trade secret, patent law, design law,
trademark law, labor law, environmental protection law(EU

regulations like REACH and WEEE)

Electric goods(i,v),

Labor law, consigned production law, IPR, FTA, in the market,

electronics Product Liability law, Environmental protection law, |,
parts(iil), environmental protection law in the market(EU regulations like
ICT industry(iv) |REACH and WEEE), Consigned production law(import tariff, VAT )

advertizing(vi),in
surance(vi,ii,iv)

Unfair trade practice of competition law, 1nsurance law,
administrative guidance in insurance industry(bancasurance), tort
law

Energy(I,ii),tradi
ng house(ii)

Production Sharing law(PS),joint venture agreement, mining law,
BOT regulation, plant export contract, international private law,
international contract law, law on international disputes

Machinery(i),mot

Joint venture agreement, international contract law, IPR(design,

orbike(v) trademark), abuse of priority status in dealer control
Chemicals(@,iii),d |Environmental law including recycling, IPR, joint venture
aily agreement, tort law, sales agent agreement, EU competition law in
necessaries(v) huddle, cartel and sanctions
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Main Oil Deals in KRG region (setweenTwo rivers

LLC, presentation to JETRO on July 8,2010

Oil or Gas site company Target Remuner
production( | ation
Bpd) fee/barre
|
Tawke DNO Inter’L(55%), Dohuk 100,000
Genel Enerji(25%), KRG(25%)
Tag Taq Addax(45%), Genel Enerji55% Irbil 180,000
Sangaw Sterling Energy53%, Sulimaniya
Addax27%,
Korean National Qil20%
Miran W1 Heritage Oil50%,KRG50% Sulimaniya 10,000
Dohuk PSC DNO Int’l40%,Genel Dohuk
Enerji40%,KRG20%
Kalar Bawanoor Western Zagros40%,KRG25%, Sulimaniya
Block 44 Talisman Energy 40%
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Main Oil Deals in South region

Majnoon

West Qurna
Phase2

Halfaya

Garraf

Badra

Zubair

W.Qurna
Phase 1

Rumaila

Adhab

2010/10/26

company

Shell60%,Petronas40%

Lukoil56.25%,Stateoil18.75%,North Oil
Con,25%

CNPC50%,Petronas25%,Total25%

Petronas60%,Japex40%

Gazprom40%,TPAO10%,Kogas30%,Petron
as20%

ENI32.81%,0ccidental23.44%mKorea
Gas18.75%,Missan Qil Co.25%

Exxon 60%,0il Exploration25%,
Shell15%

BP38%,CNPC37%,South Oil Company25%

CNPC75%,State Oil Marketing Organ25%

Basrah

Basrah

Maysan

Thi Qar
Wasit

Basrah

Basrah

Basrah

Wasit

Target
productio

n(Bpd)

1.8nil.

1,8mil.

535,000

230,000

170,000

1.2mil.

2.325mil.

2.85mil.

115,000

Remun

eration

fee/bar
rel

$1.39

$1.15

$1.4

$1.49

$5.50

$2.0

S2.0

$6.0-

S3.0
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Main Oil Deals in Central region

company Target Remuner
production( | ation
Bpd) fee/barre
I
Qaiyarah Sonangol100% Nineveh 120,000 $5.00
Najmah Sonangol100% Nineveh 110,000 $6.00
East Baghdad No biddrs Baghdad 400,000 NA
Salah al
Deen
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Main Oil Deals in KRG region

Tawke

Taq Taq
Sangaw
Miran W1
Dohuk PSC

Kalar
Bawanoor
Block 44
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company

DNO Inter’L(55%),Genel
Enerji(25%),KRG(25%)

Dohuk

Irbil
Sulimaniya
Sulimaniya
Dohuk

Sulimaniya

Target

production(

Bpd)

Remuner
ation
fee/barre
|
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(Only to reference)OiI & gaS FDI informatiOn

Japan-lraq investment seminar in July 2008 at Jordan, Mar.2009
at Baghdad,July 2009 at Tokyo, Dec.2009 at Baghdad and Basra

2010/10/26

BP(UK) got upgrading of oil well

Sinopec(China) purchased Adax China cut 80% of Chinese claims to
Petroleum with S$7bil. For Kurdish oil Iraq $8.49bil.to get oil concession
well development. of CNPC(Nov.2009)

3.CNOOC and Sinochem are moving
closer to finalize Maysan oil
field(2.4bil bbl)

4.Lukoil signed West Qurna-2 field
(12.8 bil.bbl)with 20 years contract
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High tech. /_.\ /j\ /‘X

Middle
tech.
Basic
tech.

Technology pyramid can show technology level of country
technology has level and range. High technology shall be
protected by IPR including trade secret.

g /1 & F JaR

F _—SAWIESQW AW v AV 0

Japan China India Korea,Taiwan ASEAN Vietnam

India type:lraq, Iran,Venezuela<Iraq has basic and middle technology, up grading
technology and rehabilitation capital and technology are requested for FDI,

Vietnam type:no local technology<FDI for technology, market(sales and
procurement) and capital

ASEAN type:Indonesia, Malaysia<for local market needs and supply, expanding up
stream and down stream with local technology

Korean type: <import materials and processed for local company needs



OPA of Japanese FDI in Oil & Gas, mining
1 |2 (3 4 |5 [6 |7 |8 ]9 |10 |11 _
21 O O

22 ©
23

¢ ©3-22 concession with other foreign major companies, Original
concession is rare.

e (O6-21 big Japanese market for constant supply for industry concern

* (4-21 exploring technology with Japanese operator< exploring
technology with foreign major companies, special investing
Japanese company is established for each oil or gas project to get
finance from JOGMEC(exploring stage) and JBIC(development stage).
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IN PEX, INPEX AB K, Ltd Exploration, development, production

and sales of oil in Abu Al Bukhoosh Block, United Arab Emirates,
http://www.inpex.co.jp/english/business/index.html

* Contract Area Venture Company
. Umm Shaif Field Japan Oil Development Co., Ltd.
. (JODCO)(Est. February 22, 1973)

. Lower Zakum Field

*  Upper Zakum Field

. Umm Al-Dalkh Field
e Satah Field

Middle East & Africa
(4] 9‘ P

1
Bl Ouar I/l Blocks ‘ {

West Bakr Block —
ADMA Block

]ﬁ Offshore Democratic Republic of the Congo
(2]
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ADMA Block

Urmm Shalf Fleld™.
’-7'3.915‘,?"" . Upgper Zakum/

Lower Zakum FIeId"»

\ " - rr— .//—
= F Zirku land
annh Fleld Umnen Al-Dalkh Fleld

~

0

?"
s

W Qil field

’~a C‘{( T

=GO R ,‘;;a ‘Abu Dhabi

UNITED ARAB EMIRATES

Interest Owned (As of December 31, 2009)

JODCO 12%,
ADNOC(Abu Dhabi National Oil Company ) 60%,
BP 14.67%,TOTAL 13.33%

JODCO 12% ,ADNOC 60%,BP 14.67%
TOTAL 13.33%

JODCO 12%,ADNOC 60% ,
ExxonMobil 28%

JODCO 12%,ADNOC 88%
JODCO 40%, ADNOC 60%

ras
BEOHRERTOKASAL
INPEX CORPORATION
ETEIF‘:‘ 4 L. STEP2: STEP3: STEP4: STEPS:
s Exploration Appraisal Devop B9 "o nesy
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Role of JOGMEC(SOE,)

http://www.jogmec.go.jp/english/activities/fieldsurvey _metal/pogo.html
Equity Capital

JOGMEC provides equity capital finance for oil and gas E&P activities and asset acquisitions. Upon receiving a request for financing,
JOGMEC evaluates each prospective investment on the basis of both conventional economic criteria and the relative importance of
the project to Japan’s national energy policy.

JOGMEC also assesses whether the applicant company observes its own health, safety and environmental (HSE) standards. Prior to
making a final investment decision, JOGMEC consults with Japan’s Ministry of Economy, Trade and Industry to ensure the investment
is consistent with Japan’s national energy policy.

Liability Guarantees

JOGMEC supports energy resource development by guaranteeing liabilities. As with equity capital requests, JOGMEC evaluates
requests for guarantees on the basis of both conventional economic criteria and the relative importance of the project to Japan's

national energy policy. Recent expansion of this role has allowed JOGMEC to guarantee the liabilities of loans made not only by banks,
but also by private companies.

Japan Qil, Gas and Metals National Corporation

Financial Assistance Systems

El]!lﬂl‘lﬂﬂl'l mmll'lt
Equity
capital

Liability guaranteas (up o S0/75%)

Equity ) : —
ital wl Equity capital for asset acquisition . . )
. Eqﬂﬂgl (up 1o HOPE) Fmancial instifutiona
such as the Japan Bank
(up to S0/T5% ) or I ‘onal
Cooperation
Special Purpose Companies (SPC) and city banks
2010/10/26 Lisbility guarantees 81




JOGMEC in equity contribution in oil & gas

—

Explaratian: uppar limit of 50/75% of
capital required by Investes

Develapment and'or liguetaction of
nalLral gas: |oWest Amount Among
the follcwing:
Up 1o 50 percant of total investmant
in 3P, Including JOGMES's Imvestment
{2) Up o 25 percant of funding
for the project
{3} An amaunt equal to the amaunt
provided by maximum sharebolder
af the SPC

Asset acquisition: upper lImit of 50%

of capital required fo begin production.
However, investment shall not excesd
BN af e tedal inveetmeant inthe SR

JOGMEC Equity Capital Joint operations
with foreign oil
Project Company companies and
Special Purpose | other companies  ——®
Company (SPC) {capital contribution
T basad on the
Private i . participating interest)
Shareholders ~ Eauity Capital
e
INPEX Southwest
Caspian Sea,Lid. g
E Mé;?&};g%n }"‘ Sakhariin Oil 20d G
xpiofa ey || . a as
ITOCHU O | Develapment Co. Lid
Exploration (BTC) Inc. \) o INPEX sﬁomfw l
INPEX BTC Pipeline Ltd_ / et
Chanet Oil & Gas Co.Ltd. | ‘1
: ~  Arabian Oil Co., Lid  Nippon Til Exploration
Nip?on il Exploration F ' [Sarawaki Ld.
Myanmar) Lid. A a5 2z vaifpon Cil Expleration
Moeco Vietham (Malaysia) L
Petroleum Co., Ltd '
WMoeco Southwest Vietnam |/ f Y. Nippon Oil Expleration
Petroleum Co., Ltd \ (Berau) Lid
INPEX Masela Lid, |~ KG Wiriagar Peiroleum Ltd.|
¥ Berau Petrcleur Lig. |
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INPEX Oifshore
MNorth Campas, Lid
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JOGMEC in Guarantee in oil & gas

Private
LA Shareholders
Japan Bank for G"E'T‘tfﬁlfiﬂ::mﬁm Guarantes liabilities
International Cooperation —l Project Company
. g Special Purposs
J Syndicated project financing Company (SPC)
Commercial banks

Joint operations with foreign oil companies and other entities
{responsibility for funding determined by equity in eamings)

I
I
1
I
=

Hydrocarbon exploration Hydrocarbon production Natural gas liquefaction

INPEX Southwest } ,
}

Caspian Sea,Lid.
ITOCHU Oil } '
Exploration (Azesbaian] Inc " _ Sakhardin Oll and Gas
i | Development Co. Lid
ITOCHU Oil
Exploration (BTC) Inc. J o ;NP;X Srgttw I
INPEX BTC Pipeline L. I-\ -l
onanetoue.easf‘o L, ] \
~  Asabian Oil Co., Lid _ Nippon Gil Exploration
Nippon Cil Expleration F__ } s [Sarawak) Ltd.
{Myanman Lid b 5 Fpop il Expleration
Moeco Vietnam I (Malaysia) L
Petroleum Co., Ltd ,
WMoeco Southwest Vistnam |/ v A\ . Nippon Oil Exploration INPEX Offshore
Petroleum Co., Ltd } = \ {Berau) Ltd MNarth Campas, Lid
INPEX Masela, Ltd, |~ KG Wiriagar Petroleum Ltd |

" KG Berau Petrcleum Ltg. |
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JOGMEC in metal mining

Financing for overseas exploration is a program for
promoting exploration and development by
supplying loans to Japanese companies and others
for overseas mineral exploration. From the launch of
the program in fiscal 1968 through fiscal 2005, total
loans of ¥8.2 billion have been made for 80 projects.

In August 2006, JOGMEC made a ¥5.4 billion loan,
one of its largest to date, for the Regalito copper
project in Chile. This project is in the final stage of
prospecting, and it has already been confirmed to
have 630 million tons of copper ore reserves (0.43%
grade). If mine development progresses smoothly,
100,000-150,000 tons of copper per year will be
produced starting from 2011, which will contribute
significantly to ensuring a stable supply of copper for
Japan.

Equity capital for overseas exploration is a program
for funding part of the capital required for large
mineral resource exploration projects conducted
overseas by Japanese companies. Since the
program's launch in fiscal 1974 through fiscal 2005,
it has provided total funding of ¥6.2 billion for three
projects. Presently, JOGMEC owns a joint interest
with Japanese companies in an exploration project
for manganese nodules, a deep-sea mineral
resource, and in the Frieda River copper project in
Papua New Guinea.

Liability guarantees for overseas development is a
program designed to promote mine development
by guaranteeing the liabilities of Japanese
companies when they borrow the required funds
from financial institutions for mining of metal
resources conducted overseas. Since the program's
launch in fiscal 1963 through fiscal 2005, it has
made liability guarantees totaling ¥34.0 billion and
USS$26,483, and the mineral resources extracted
from developed mines have provided a stable
supply of resources for Japan.



Japanese ODA for crude oil export
facility rehabilitation

Project; Sub-merged
pipeline and forwarding
facility for South oil pipeline
route

Project management
contract between Ministry
of Oil and Japan Oil
Engineering, Yachiyo
Engineering

In current Iraq, this project

is sole infrastructure project
in relation to oil pipelines.

Concrete ODA project
proceeding in a same
industry may get a trust for
possible investor in Japan,
as Japanese cultural value
belongs to Cluster V.

The 3" bidding for three gas
fields to be held or
postpones in Oct.20 10 may
give interest for Japanese
investors but its bidding
condition is said too
hard(service year 20 years,
no sign bonus).



I11.2.Processing of Oil & Gas and Mining

Value added mining FDI for local country

Processing obligation Windfall tax or free local government equity

Processing obligation

With extraction FDI or other FDI WTOTRIMS, FTA vs. NIEO

Labor problem,Environmental problem, social problem,

Small government sector may be supported by

EIA with discussion process with local residents . :
strong civil society sector
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Possible law field in concern

Bank(vi), home
electric goods(v)

Contract law, mortgage law, bankruptcy law, consumer law,place of
origin in foreign investment law, bank branch not covered by
foreign investment law, law of trade secret, patent law, design law,
trademark law, labor law, environmental protection law(EU

regulations like REACH and WEEE)

Electric goods(i,v),

Labor law, consigned production law, IPR, FTA, in the market,

electronics Product Liability law, Environmental protection law, |,
parts(iil), environmental protection law in the market(EU regulations like
ICT industry(iv) |REACH and WEEE), Consigned production law(import tariff, VAT )

advertizing(vi),in
surance(vi,ii,iv)

Unfair trade practice of competition law, 1nsurance law,
administrative guidance in insurance industry(bancasurance), tort
law

Energy(I,ii),tradi
ng house(ii)

Production Sharing law(PS),joint venture agreement, mining law,
BOT regulation, plant export contract, international private law,
international contract law, law on international disputes

Machinery(i),mot

Joint venture agreement, international contract law, IPR(design,

orbike(v) trademark), abuse of priority status in dealer control
Chemicals(i,iii),d |Environmental law including recycling, IPR, joint wventure
aily agreement, tort law, sales agent agreement, EU competition law in
necessaries(v) huddle, cartel and sanctions

2010/10/26
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Oil & gas relating FDI information

Gas utilization Shell(Nederland) made a JVFDI with South Gas to
utilize gas for 25 years license

Oil recovery not  Mesopotamia Oil & Gas(UK) JVFDI to oil
concession recovery

Petrochemical Korean STX signed an MOU with Ministry of
complex at Basra  Industry and Minerals to build a $3.2bil.
not FDI Petrochemical complex in Basra Province

Oil Refinery not SK Energy and Ministry of Oil agreed to conduct a
FDI joint survey on a new refinery in Baghdad.
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Japanese petro-chemical FDlI,
Sumitomo Chemical

http://www.sumitomo-chem.co.jp/japanese/division/petro.html

Petrochemical Corporation of Singapore ( Pte.) Ltd. (PCS)

PCS was incorporated under the initiative of Sumitomo Chemical as part of the economic
cooperation between Singapore and Japan. A major hub of the petrochemical industry in Singapore,
the Company’s equity ownership is divided equally (50:50) between Sumitomo (with other
Japanese partners) and Shell Eastern Petroleum. The plant went on stream in 1984, and has been
playing a pivotal role in the complex by supplying such high-quality raw materials as ethylene,
propylene, acetylene and butadiene to downstream companies.

The Polyolefin Company (Singapore) Pte. Ltd. (TPC)

TPC commissioned its facilities in 1984 as the first polyolefin producer in South East Asia. The
current equity ratio is 70:30, divided between Japanese owners (including Sumitomo) and Shell
Eastern Petroleum. The Company is a leading polyolefin manufacturer in the region, marketing
high-quality low-density polyethylene, linear low-density polyethylene and polypropylene to
neighboring countries including China.

B Rabigh Refining and Petrochemical Company (R0 - 5—E%"),Saudi Arabia

REA-S—EJ X, HOPT7IETDS—EJIZ &Héﬁﬁn—ﬂ&wa,ﬂa%% EIME%%}E
/7l/u’77\ﬁﬁ%n+ﬁ®$¥$1$&b’c LEH oD 7S LaOMNKR T, 2005F 2RI LFE L,
f-, 20084 |Z *frbb 7t7$9k‘tFﬁiﬁl HELFcblcky . BED LG LY ST -FS LT
AramcoDH & (&, %1’1337.5%&7'319'CL\3570 . .

ANhE-S—EJ L, H:u?I/vyx’ézoo9¢l:2&1§§$§1§}]ét73“/\')‘/7:;&0)5\5&%%;%0)&75\
%%IFT—%{\% mELY . JAELYA XY AR B/ IFLUSY)a—ILEEDO T RILSEE 5



OPA of Sumitomo Chemical’s
petrochemical FDI
1 f2 3 Ja |5 |6 (7 |s8 |9 10 |11
21 © @)

22
23 © O

* ©5-23 SGP is good logistics site

* ©3-21 Aramco, partner in Rabigh project, SHELL in
SGP projects are the good oil gas suppliers

e (O6-21 Japan and ASEAN market

* (O10-23 JBIC(JEXIM) finance for SGP projects, Project
Finance for Rabigh project
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ldemitsu’s FDI plan at Vietnam oil refinery & Petro
chemical complex at Nghi Son $5.8bil. Project

JVFDI with Idemitsu 35.1%, KPI 35.1%, Petro Vietnam 25.1%, Mitsui Chemical
4.7%

Oil refinery Capacity of oil refinary:10 million ton /year, to be operated in
2013, 2" oil refinery in Vietnam follwing Zun Kuat Oil Refinery

Material supply from Kuwait and Vietnam so Petro Vietnam and Kuwait
SOE(KPI) are the partners of JVFDI

Project finance will be formed, non-recourse finance

Risk hedge under detailed feasibility study in construction, demand & supply
with FDI partners and finance

WML ERE208 AT, B8R, =HF HARELHE

EEAHEHRFARRNFLDOERIZLDE, BRNT2HA B EHRZEHFRT XY U EH - Bl EarTLyy
RIDEHEM., P24 RT7EDFY T AHAICIREST=,

COEHAMBE DO ARANNFLOMICBRQH B EE=HILE, 77— EEREA B (KPD AHELT
AV %ﬁ “ﬁ‘éb(iﬁﬁ 000F kT, 201 3@@%&%%&% Eﬂ'ﬁbft}%i I LRI 2{EXRNIL, MEBEXERS
B, ANRAORKFLM25.1%, HAEELEKPINENZT135.1%. =FHEEN47%EFHEL TS,

&H-Af(iiﬁﬁhg&w?yﬁ‘«r%‘f@W*ﬂ&ﬁé?{‘*/a?vbi&i&ﬁﬁ%ﬁé&mo CCIEEFERIDOERRE D650
T, 20095 B EXHIBFE,

T ELHRTDEERIR DO DKAICS ML T -2 - AU EFETC DR Fﬁtf‘z??vb%iﬂiﬁﬁ@*%

WEHEEDLENIE. BRABEED65%( M0 5o M TESIERE Tz, ya s
FI=ARFARRF LK N7 -ToAEOOVY VI, ~ N\fw)- P
EN3HFT B LSBT R R EFHE L, W . Q;.
R LG #EHETH S, BRI E SR EEo T, 32 )
ERE2BHHLT. BRRSEZHATILOSREAHN TS, %



OPA of Idemitsu’s FDI plan at Vietnam oil refinery &
Petro chemical complex at Nghi Son $5.8bil. Project to
be done in 2014

1 J2 |3 a4 |5 |6 (7 [8 |9 |10 |11
21 © O

22
23 O O

¢ ©3-21 Kuwait SOE(KPI), JVFDI partner supplies main
crude oil.

e (O06-21 Vietham and ASEAN market

« (4-23 oil refinery & petro chemical complex operation
technology from Idemitsu and Mitsui Chemical

« (O10-23 70% Project Finance to be mainly financed by
JBIC
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OPA of Petroleum refinery and petrochemical complex.
at North Babil (Jurf Al-Sakhar) $3.5 billion with
Capacity: 140 thousand barrels/ day

1 J2 |3 a4 |5 |6 (7 [8 |9 |10 |11
21 © O x

22
23 O O x

« ©3-21 JVFDI partner supplies main crude oil.
« (O X6-21 Iraqgi & foreign market,

« (4-23 oil refinery & petro chemical complex operation technology
from foreign partner

e (O X 10-23 Total cost is too big. Introduction of Project Finance is
sought to decrease investor’s risk. Future sales claims of oil
products can be assigned to the senior lenders. To decrease
cost ,electricity or water supply system can be operated to other
FDI under another project finance scheme.
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OPA of Construction of Refinery to produce Oil Products and
Electric Power at Missan $3 billion for increasing the production
capacity of the oil products and Electric Power; If it is a
rehabilitation or expansion project, separation to current
refinery is indispensable

1 J2 |3 {a |5 & |7 |8 Jo Jw |1 |
21 © O x

22
23 @) O x

e ©3-21 JVFDI partner supplies main crude oil.

« (O X 6-21Iraqi market, supply oil products to the construction project of
Oil Industry City of S40 Bil. at Bazirgan district to increase the production
capacity of the oil products, the raw materials and spare parts and
Employing the Working Force, Its F/S may be inferior to F/S of Petroleum
refinery and petrochemical complex North Babil (Jurf Al-Sakhar) $3.5 bil., as
Oil Industry City plan is too big to realize.

* (4-23 oil refinery & petro chemical complex operation technology from
foreign partner

(O X 10-23 Total cost is too big. Introduction of Project Finance is sought to
decrease investor’s financial risk. Future sales claims of oil products can be
assigned to the senior lenders. To decrease cost ,electricity or water supply

system can be operated to other FDI under another project finance scheme.
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High tech. /\ /j\ X
Middle |

tech.
Basic
tech.

Technology pyramid can show technology level of country
technology has level and range. High technology shall be
protected by IPR including trade secret.

= N~ N = N = N L
r=myapeny =ny=my Ay i

Japan China India Korea,SGP ASEAN Vietnam

Vietnam type: small petro. chemical industry with oil production, BOT based oil
refinery and complex

ASEAN type: Indonesia, Malaysia,Thailand$middle sized petro chemical FDI, oil or gas
supply from local oil and gas SOE

Korean type:SGP, Abu Dabi,Qatar<-100%FDI in SGP with oil majors, oil supply from oil
majors and spot market, JVFDI in Abu Dabi and Qatar with local SOE oil and gas
supply from local SOE

India type:lraq, Venezuela<-short of processing technology, constant supply source
for/petro chemical, SOE oriented petro chemical industry



OPA(operation process analysis) in general
for Oil & Mining, venture capital, lease and banks

I S N N O O C A N T
21

22 O © O
23

« ©4-22 appropriate production sharing contract,

(O6-22 many customers, Long term sales claims may
be collaterals to get finance.

(03-22 natural resources concession
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Problem in Mining Industry
Siage | Hostgovernment | Foreign company | Formof FDI

Mining exploration  Welcoming foreign High risk for Production sharing
company for success of contract,
exploration with exploration Contractual joint
minimum concession venture
fee

Hidden agenda(/&  National interest Accumulated

2%) if the project (tax, environmental Loss,

gets success issue) infrastructure

burden

Mining Increase concession High return with Joint venture FDI

development fee, tax incentives and
Early tax contribution low concession fee
or dividends
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Iraqi News said that Iraqi Oil Field International Bidding on June 30,2009

Hard conditions &political problems made success bidding only Rumeila Oil
Field for BP-CNPC group

Remuneration fee paid by the Government; increased production

2009 6 H30H . 157X B E8HATDE HHE - A RABEORFKEEXICEL., H940FESVICHEICPIFZRKRT 2EENGEAILEEE, 1212, FlEA50
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HEAREANER LT, BALENRESLEM ST,
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http://images.businessweek.com/extras/09/06/iragbidrumailajune3009.pdf
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http://investing.businessweek.com/research/stocks/snapshot/snapshot.asp?symbol=BP
http://investing.businessweek.com/research/stocks/snapshot/snapshot.asp?capId=4854602
http://bx.businessweek.com/oil-and-gas/
http://investing.businessweek.com/research/stocks/snapshot/snapshot.asp?symbol=XOM
http://investing.businessweek.com/research/stocks/snapshot/snapshot.asp?symbol=COP
http://investing.businessweek.com/research/stocks/snapshot/snapshot.asp?symbol=DTNOF.PK
http://investing.businessweek.com/research/stocks/snapshot/snapshot.asp?capId=45867689
http://investing.businessweek.com/research/stocks/snapshot/snapshot.asp?capId=45867689
http://investing.businessweek.com/research/stocks/snapshot/snapshot.asp?symbol=AXC.L
http://investing.businessweek.com/research/stocks/snapshot/snapshot.asp?symbol=HOIL.L
http://investing.businessweek.com/research/stocks/snapshot/snapshot.asp?symbol=SNP

News said on Dec.22,2009
INPEX(Japan)-Petronas got Garraf Oil Field Concession
20 years, InPEX has 40% stake, Petronas has 60%
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IIT Kurdj local gov. vs. centiral gov.

V trade union

O1l law 1s too favor for foreigners; claimed by trade union

Oil concession; Kurdi local government and central government
Environmental spill is problem; claimed by civil society and foreign countries
Land compensation; claimed by private farmers and villagers in civil societies

I : foreign private sector: mother country for FDI company

II-1: FDI company sector in local social system

II-11: local company sector in local social system

I1I: local state sector ‘operated by civil servants, indicated by congressmen voted by individual sector, and umpired by

independent civil servants
IV: local individual sector: voting right to the state sector from civil society sector

V: local civil society sector: voted political party, family, area people, village, town ship and city,

— Entrance by FDI, voicing against II-11, I1I, disputing against I11-11,II1,IV,V

exit from FDI



Conflict with private sector and civil society sector; oil land compensation
toward farmers

« August 10, 2010

* An angered farmer is awaiting a verdict in a nearly $2
million lawsuit claiming that the South Oil Company took
over his land without just compensation, in an early test of
whether —and how — the government will compensate
Iragis who are displaced or adversely affected by the oil-
sector expansion.

* Sheikh Sadoon Hameed asserts that oil operations began
on his farm land in Missan province in 2001. The Missan QOil
Company, a new state firm which took over the province’s
oil operations

* http://www.iraqoilreport.com/politics/oil-policy/farmers-
lawsuit-demands-compensation-for-oil-land-4888/
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http://www.iraqoilreport.com/politics/oil-policy/expanding-oilfields-versus-ancient-farmlands-4952/

In northern Basra province and the West Qurna oilfield. Saddam Hussein then began diverting water from their lands
for both political and economic reasons. Now, in the new Iraqg, the Muhitat farmers are still battling the government
for the right to till an income from the arid earth.

The village extends by two kilometers into oil wells areas, which made the South Oil Company ask us to leave the
place we lived in for the past 600 years.

Ninety-five percent of Irag’s budget comes from oil exports, which the country plans to expand beyond the current 2
million barrel per day (bpd) capacity by boosting crude production to 12.5 million bpd within seven years. By contrast,
agriculture represents less than ten percent of Irag’s GDP, though the sector provides over twenty percent of the
country’s jobs.

The Iraqi government’s eyes, however, seem set on the oil prize. The Qil Ministry has signed 11 contracts with foreign
oil companies since last November to revolutionize and boost Iraq’s largest oilfields, including Rumaila (BP and the
Chinese National Petroleum Corp.), West Qurna Phase 1 (ExxonMobil and Royal Dutch Shell), and Zubair (Eni,
Occidental Petroleum and the Korean Gas Corp.).

Sheikh Hamadani and the other farmers living in villages near or on oil fields don’t necessarily oppose oil development
or foreign oil companies. But they do feel they’ve been wronged, and complain they have no say in how the land is
being used, and no recourse when they are forced out.

During the former regime, Russian companies used to work here and they used to offer all kinds of services and
allowed us the freedom to work in our farmlands.

“We are happy to see oil investing companies to come and invest in our country,” he added, “but we are calling for
justice, nothing more.”

Khalil Ismail Daghir, the head of the Karama Farmers’ Association in Zubair which represents 2,500 farms, said security
measures designed to protect oil infrastructure are curtailing movement around the land. Farmers attempting to
modernize their irrigation systems, which are ravaged and antiquated due to past wars and sanctions, have only been
able to work once every 15 days.

“Our daily production rate of tomato is only 100 tons after it was 500 tons, due to oil operations and the restriction on
movement imposed by the oil police authorities,” Daghir said.

Alaa Badran, the secretary of the Basra Provincial Council’s agriculture committee, said farmers must receive QOil
Ministry approval to farm in areas where oil operations are taking place, per a 2001 order, which still supersedes
orders from the Ministry of Agriculture.

The Iragi government has supported domestic farmers by restricting some produce imports as a way to create a price
floor for locally grown goods. Yet farming does not nearly represent what oil does to the national budget.

“There are some 10,000 farmlands planting tomato, melons, cucumbers, garlic and onion distributed along Zubair, Um
Qasr, Luhais and Safwan that suffer many problems due to oil pipelines passing through these lands, and local farmers
arefacing serious difficulties in accessing their lands,” said Abdulhassan al-Abadi, the head of the Farmers’ Local
Federation.



Salman Farhood, a farmer from the Luhais area, said a daytime curfew on trucks carrying produce is
slowing down delivery to the market. Like many farmers, he said it is increasingly difficult to receive a
contract renewal from the Oil Ministry.

“The South Oil Company strives to end our contracts and this is our main concern,” said Abdulhussein
al-Amer, a farmer from Rafidhiya. “And don’t forget our other key problem which is the cheap imported
crops from lran.”

Farmers also say promised employment by foreign oil companies has been slow, and at times non-local
Iraqis are being hired as guards and laborers. Those who have been hired have complained that local
recruitment agencies are skimming as much as 80 percent of the wages promised to the workers.

Muhitat villagers say the ministry wants to relocate them to an area with even less infrastructure. “If
they want us to leave then they should have provided us those essential services to make it realistic for
us to consider leaving,” said 55-year-old Haloob al-Hamdani. “We protect the oil wells within our area
but all we are getting in return is threats. We have lived in the area since the Sumerians’ time.”

Abadi, of the farmers federation, said farmlands have been destroyed without compensation. “If oil
reserves are detected in one of the farmers’ lands, he has to evacuate his land immediately without any
form of compensation.”

The South Oil Company referred all queries to the ministry spokesman in Baghdad, who reiterated that
all land in oil areas ultimately belongs to the Oil Ministry and those affected would be compensated.

ExxonMobil refused to comment, and Eni officials didn’t respond to queries.

“There have not been any requests for people to move within Rumaila, and we are committed to
following best practice on social issues,” said Michael Townshend, president of BP’s Iraq operations. The
Rumaila field will produce 2.85 million bpd, making it the world’s second biggest producing field.

Fareed Khalid of Basra province’s oil and gas committee said, “There aren’t any serious issues” and
farmers’ complaints are being evaluated for compensation. None have been forced out yet, and there
are ongoing talks about hiring affected farmers to work in the oil sector.

“This is part of the citizens’ rights to launch complaints if they felt they are being harmed with these oil
operations and our role is to be by their side and to back them up,” Khalid said. “Farmers are
acclimating to the new situation.”

http://www.iragoilreport.com/politics/oil-policy/expanding-oilfields-versus-ancient-farmlands-4952/



Offshore oil spill out

July,29,2010

The Ministry of Environment is also pushing for Irag’s return to active participation in the Marine
Emergency Mutual Aid Center (MEMAC), a Gulf countries environmental protection group.

But the Oil Ministry and central government have shown little interest in adopting Environmental
Ministry suggestions, Latif said, as both focus their efforts on trying to bolster production and
encourage additional foreign investors to the sector. Iraq is in need of massive reconstruction of all
economic and social sectors, and with oil sales providing the state’s only cash flow, there is a
vacuum of competition for the funds.

“The environmental issue is just not a top priority (in the Iragi government),”

Environment and water officials will also be pushing state-run and foreign oil companies to improve
their preparedness for potential onshore oil spills. They discussed initiatives in a symposium held by
the oil ministry last week in Baghdad with foreign oil companies.

Latif said that his ministry was working with environmental advisers at the U.S. Embassy in Iraqg to
craft a law that would create environmental compliance standards for foreign oil companies
operating in Iraq, based on existing international and American regulations.

The Iragi government would also be subject to new environmental regulations, said the deputy
environment minister, noting that Iraq’s recent history has not been environmentally friendly.
http://www.iragoilreport.com/politics/oil-policy/as-irag-loosens-the-taps-slow-planning-for-a-spill-
4865/



News on lraqi Oil Draft law

July 2,2010

Oil unions formed since 2003 have successfully blocked privatization of
infrastructure and briefly stopped work in 2007 during protests against a
draft oil law they viewed as too friendly to foreign oil companies. Arrest
warrants were issued but not acted on. In response to such dissent,
workers are often fired or moved to different jobs.

Union leaders have said they welcome international oil companies but are
wary of a return to an oil sector utterly dominated by foreigners, as was
the case until Iraq nationalized its industry in the 1970s.

http://www.iragoilreport.com/politics/oil-policy/union-leaders-taken-to-
court-for-oil-sector-dissent-4698/

the rift between the semi-autonomous Kurdistan Regional Government in
the north and the central government in Baghdad. Their dispute over
control of Iraqg’s oil sector has been a major front

2010/10/26 105


http://www.upi.com/Science_News/Resource-Wars/2007/06/06/Analysis-Oil-strikers-met-by-Iraqi-troops/UPI-17991181161949/
http://www.upi.com/Science_News/Resource-Wars/2007/06/06/Analysis-Oil-strikers-met-by-Iraqi-troops/UPI-17991181161949/
http://www.iraqoilreport.com/oil/iraq-govt-reshuffles-careers-of-dozens-in-south-oil-industry-165/
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Point for successful FDI in oil & petro-
chemical FDI from Japan

Law predictability
Partner for material supplier

~inancial support



I\V.Infrastructure FDI(PPP(public private
partnership, BOT(build operate & transfer))

VEM(value for money) or limit of budget

VEM for advanced countries Infrastructure shortage in addition to ODA

Demacation with ODA project and PPP project

ODA in low productivity(related infrastructure PPP in middle productivity with regulations
for PPP to provide middle productivity for PPP) and collateral law

‘ PPP evaluation committee

Government oriented p | f Privat t Government guarantee to senior lenders and
committee problem refpesEl el PrIEnE e offshore escrow account
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Iraqi PPP Infrastucture projects

(source; “introduction to legal matters relating to doing business
in Iraq”by Salem Chalabi on June 14,2010 at Tokyo)

* In March 2010, Ministry of Electricity and NIC
announced a limited bidding for seven IPP
electricity generation plants. 40 applicants sent
expression of interests.

* Now 10 IPP projects
* No PPP regulations for IPP

* In April 2010, Ministry of Health and NIC
announced PPP for state owned Ibn Sina Hospital

in Baghdad, renovated by Coalition Provisional
Authority in 2003.

* No PPP regulation for hospital



Information on infrastructure FDI in
Irag(Part lppt.24)

5.Italian consortium started 34bil. Euro($4.6bil) BOT project at Al-Faw
Port, Basra with 11 quays,100mil.ton/y(connecting Barakat Industrial
Park,Apr.2010)

6.Marlok German made a joint operation of Nr.8 quay at Kol Al Zubeil
port with Iraq Port Authority with rehabilitation & operation for 7
years(ROT, Aug.2010).

7.CME France made a joint operation of conatainer terminal and Nr.4
quay)of UmKasul port amounting $20mil. with Iraq Port Authority (May
2010

3.Veolia France made a water purify and supply contract with Baghdad
Govern. Amounting $5bil in future(July 20091)0.

9.Chinese companies got a FDI license to establish exhibition center and
shopping center with 7ha at Babil(Babil IC)(Aug.2010).

Not FDI but use PFI idea;Korean company made a contract with Sarah
Haddin IC to make Tiklit international Airport, 15% of revenue of
airport may be repayment fund for 25 years (Mar.2010).



Possible law field in concern

Bank(vi), home
electric goods(v)

Contract law, mortgage law, bankruptcy law, consumer law,place of
origin in foreign investment law, bank branch not covered by
foreign investment law, law of trade secret, patent law, design law,
trademark law, labor law, environmental protection law(EU

regulations like REACH and WEEE)

Electric goods(i,v),

Labor law, consigned production law, IPR, FTA, in the market,

electronics Product Liability law, Environmental protection law, |,
parts(iil), environmental protection law in the market(EU regulations like
ICT industry(iv) |REACH and WEEE), Consigned production law(import tariff, VAT )

advertizing(vi),in
surance(vi,ii,iv)

Unfair trade practice of competition law, 1nsurance law,
administrative guidance in insurance industry(bancasurance), tort
law

Energy(I,ii),tradi
ng house(ii)

Production Sharing law(PS),joint venture agreement, mining law,
BOT regulation, plant export contract, international private law,
international contract law, law on international disputes

Machinery(i),mot

Joint venture agreement, international contract law, IPR(design,

orbike(v) trademark), abuse of priority status in dealer control
Chemicals(@,iii),d |Environmental law including recycling, IPR, joint venture
aily agreement, tort law, sales agent agreement, EU competition law in
necessaries(v) huddle, cartel and sanctions

2010/10/26
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OPA for Infrastructure building FDI,
heavy industry,Industry estate, environmental project

I S N N O O C A N T
21

22 ©
23 @ @)

« ©6-22 long term utility supply contract with state utility company,
* As no smuggling is made, local market accepts FDI products.
« (4-23 operation & management contract in international base,

* High manufacturing technology realizes good quality with proper
price with on timing delivery. High technology licensing fee is
acceptable by local partner.

« (O3-23 Materials can be procured on time. Engineering contract with
good project management know how
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PFl in various types in water business

(source:Nikkei on June 9,2010)

Specific | Third party Privatization

consignm | consighment

ent
Planning & Public Public public private Private
management
Administration public Public Private Private Private
Marketing private Public Private Private Private
Engineering Private Private Private Private Private
Maintenance Private private private Private private
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Iraqi ownership not FDI’s ownership
but funding source may include an
idea of project finance.

* A Korean company made a contract with
Sarah Haddin IC to engineer Tiklit
international Airport, 15% of revenue of
alrport may be repayment fund for 25

yvears (Mar.2010).
 The Korean company 1s only a contractor.

» But it or Korean Government(Korean
EXIM Bank(financer) requests a
certificate for repayment funding source.



Claims cut between Government to Government

| |140bil.GGcaimsatparisClubin2003 |

Japan

China
Russia
German
Iraq

Denmark
2010/10/26
UAE

80% cut of
Gov.claims

under Paris Club

New ODA

80% cut of
Gov.claims cut

90% cut of
Gov.claims

100% cut of
Gov.claims

100% cut
incentive

100% cut
100% cut

$3.28bil among $3.5bil,(Madrid
commitment in Oct.2003,12 projects
plus new committed Feb.2010,
87.8bilyen for 3 project including
water project )

$8.47bil.for oil concession

S12bil. for Lukoil

100% cut country get priority in
investment incentive

S55mil

S7bil including S4bil principal

Feb.2010,
S3.5bilODA+
grant S1.5bil
was Nr.2
following by
USA S20bil.

Dec.2009

Feb.2008

Nov.2009

Jan.2010

Jan.2010
July 2009



Japanese ODA to Iraqg; 15 projects

Water Kurdish3.4bilyen, middle west
41.3bil.yen,Basra 43bil. yen

Power, Delalock,hydro 17bil.yen,
thermal Al Akaz29bil.yen, rehabilitaion,
Kursdish electric sector
Port, Basra Oil Terminal including pipeline
Road,Samawa



BOT,PFI & PPP, role distribution by public and

private, Does this work well? IBRD data base may contribute

to solve with some difficulties. But those do not think
differences of social system of each country.

I I L

Ownership
Administration
Planning
engineering

Operation &
maintenance

2010/10/26

Private
public
public
Private

private

private
private
public

private

private

Public
Public
Public
Private

Private
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other method for infrastructure FDI

Infrastructure FDI, PPP

PFI(BOT,BO0,BTO),

SPC(BOT
company) may be
a FDI

Concession of
utility
management,
concession holder
may be a FDI

Consignment of
manhagement on
public utility,

Consignment
contractor may
be a FDI

2010/10/26




IPP(independent power producer) business under BOT(build
operate & transfer) is popular among trading houses and

power houses.

J-POWER acquired a 27% interest in Shaanxi
Hanjiang Investment & Development Co., Ltd, the
owner and operator of the Hanjiang Integrated
Water Power Development Project(180
MW(60MW X 3), 270 MW (45MW X 6))in Shaanxi
Province, China. This is the first IPP hydro power
project implemented by a Japanese company in
mainland China. Risk is decreased with government
guarantee.

J-POWER acquired an equity share in Gulf Electric
Public Company Limited (GEC), a holding company
active in IPP business in Thailand. J-POWER owns
49% of the entire stock equity. GEC owns an IPP
project and SPP projects in Thailand. Risk is
decreased with minority euities.

2010/10/26
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PFI guideline in Malaysia delayed

(source; http://dprojek.blogspot.com/2007/07/whats-actually-delaying-pfi@guidelines.html)

RM20bil. projects out of RM220bil. During 9the Malaysia Plan was scheduled under
PFl in 2006.

Government’s burden of funding and related construction risks. The Government
lease the facilities from the contractors after engineering.

Contractors raise own funding, and get paid when the job is done to the
Government’s specification. The contractors maintain the facilities to get paid as long
as they pass the maintenance.

The Public sector comparator(PSC) determines whether a project would be better
delivered by the government alone.PSC provides a benchmark for assessing the value
of a private sector bid and includes the value of shifting project risk to the private
party. Can PSC determine the factors?

Transparency and openness of PFl is doubtful.

100% SOE, PFI Sdn.Bhd., to be established will play a role in implementing the PFI
projects. Can PFI Sdn.Bhd. work well?

Can profit margins of the contractors,many of which are hit-and- run contractors,
without operation risk, be limited? In Malaysia there are many badly maintained
infrastructures which enjoy attractive incentive schemes.

SUZUKI’s comment; General PSC may not be made. But big state sector of Malaysia under
Cultural value Il wants standard for PFl. “BOT as a Bags of trouble” was made in Malaysia in
early 1990.



VEM(value for money) in LDC is difficult.
Can LCC(life cycle cost) be decreased?

VFM shall be smaller than
PSC(public service Additional
comparator) in PPP. cost

VFM in advanced country

is government budget ecrese Lee
saving. '

But PPP in LDC is
introduced by short of

government budget not Rk control ity &
budget saving. tonof prae

What is VFM in LDC for
budget shortage?

Saving cost

2010/10/26 120



Finance for infrastructure

‘Middle

Low profitability,

ODA including
grant,

Grid,irrigation, general road,

Payment by budget for long
term based economy
development

profitability,
PFI,BOT,

Long term payment
from user,

Electricity & water
supply to peoples,

Toll collecting
Highway

High profitability,
Project Finance,
Commercial
finance,

Difference of
Budgetary matching,

Operation and
maintenance of
public facility,

Power, water supply,
water treatment to
industrial estate,

telecommunication



Typical problems analysis under BOT projects with solutions
with OPA(operation process analysis)

e Party relation is important. To make positioning of
possible problems, OPA is efficient.

* Shape of country analysis and cultural value analysis
may decrease the possible problems.

T O N N O O N

lzmir HK Nr.2 KAFCO Paito
tunnel or n,
BOT
22  Thai Hin KAFC
Highway Krut O
23  Takeor Pac Escro Subc
pay Bilau w ontra

contract a/c ctor
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BOT regulation; Collaterals in BOT project,BOO,BTO,PPP,PFI, TOT S
o

collaterals | Collateral right | Uncertainty reason | Risk reducing Com’t
instrement

Long term  Assignment, Foreign Government No shadoe toll in
sales chattel currency,not guaranttee for loan 'ndi? and
contract mortgage, specified buyers in  or performance, Thailand,Thai,India,
Malaysia,Taiwan
pledge on export BOT shadow toll request local
claim(China) curency based
payment
Infrastructu hypotec or Public assets shall BOT regulation Nor order in
re facility mortgage not be admits exception.. mortgage
collateralized. In roa.d BOT, concession
on exit and entrance,
high IRR
Land use Hypotec or Public land shall High IRR VN,
: China(CJV),
tight ur_u.zler mortgage not be | Indonesia(confort
the facility collateralized. letter by the Gov't)
Escraw a/c  trust{E: In Civil code country  Trust at No in
current banka/ccan  NYLondon,SGP Thailand,India,

not be collateralized.



BOT project in trouble

(i)Long term sales |[(ii)Environmental |[(v)Construction
contract issue of facility contract problem
construction
(iii)Claims from Paiton,Tanjunglati  Hin Krut KAFCO,Paiton
neighbors or
consumers

(iv)Political matter  KAFCO,Maharastra lzmir

Enron,Changshaf&
b

* Trouble may come from shape of country problem, especially
relationship between small state sector and big civil society.

e Risk hedge of Marubeni in water BOT at Chengdu requests no direct
tall collection, IFC and ADB involvement and French company

involvement. KE DR A THOMNAL, ER, KEXREZERERNHINT HE
E%ﬁl:ﬁﬁ‘é’éﬂﬁ%’lﬁh%éo Risk hedge& L T EIFR & RABL RS SER K B K D F

* President of Petro Vietnam visited at Japan with 36 PPP projects
oopr@eposals in June 2010. o



ool geycture of BOT:Purchaser remits payment to escrow account of
BOT at trust company company distribute to deposit 15t,Bank
2nd,operator 3"9,BOT company 4", Long term sales claims and
assets of BOT company are the collaterals to the senior lender.

V' Supplier

- Constructo
r;

engineerin

2010/10/26

Sponcor

:sharehol
der

BOTcom
pany
FDI

Banks

Non recourse
Senior lender

Purchaser

Long term
purchase
contract(PP
C)
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(1)Issues of long term sales contract with analysis

ok obton e lanays

Price is high in from BOT to Paiton, Tanjung Weak state sector used strong
local currency FDI Jati,Indonesia civil society sector.
base

export pricesare  From BOTto KAFCO,Banglad Conflict between weak state

far low than FDI esh sector and middle foreign sector,

expected Foreign Cluster Il used local
Cluster Il who wanted foreign
reserve with export.

Low profitability in Shadow Many in UK, Can middle state sector arrange

highway or bridge price by the Japan, budget? No Thai weak state

BOT local VN starts PPP sector insisted overestimated
government, with using passengers. Middle state sector
PPP, PFI, budget or ODA, can arrange unfair burden to
separationof  fajlure of middle company sector with civil
management - gangkok servant discretion.

and engineering
subway
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(1)Issues of long term sales contract with analysis

T N L S,

No Purchase by
purchaser as it
prefers its own
power houses

Contract is void by

local law (toll gate

management shall not
be made by FDI)

Project is cancelled
by election or

congress
2010/10/26

Take or pay
agreement

Event of
default and
local
government
executes
project
purchase

No solution

All PPA(power purchase
agreement)

Thai highway BOT with
Kumagai

Mahara stra Enron Turkey
lzmir Power
(election),Changsha Power
BOT(congress)

Can contract can
supersede shape of
country problem?
Cluster Il & Il may
deteriorate contract
with reasons.

Thai weak state sector
under Cluster Ill can
not decide
implementing power
with local law.

Strong state sector
backed by civil societies

cancelled the project.
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ool geycture of BOT:Purchaser remits payment to escrow account of
BOT at trust company company distribute to deposit 15t,Bank
2nd,operator 3"9,BOT company 4", Long term sales claims and
assets of BOT company are the collaterals to the senior lender.

V' Supplier

- Constructo
r;

engineerin

2010/10/26

Sponcor

:sharehol
der

BOTcom
pany

Banks

Non recourse
Senior lender

Purchaser

Long term
purchase
contract(PP
C)
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Senior lender(Bank) requests in BOP(build operate and
transfer) or PFl(private finance initiative)(1/2)

Mortgage on land of FDI

Mortgage on facilities
and buildings

Assignment to senior
lenders of long term
sales contract(in power
house, PPA(power
purchase agreement))

Escrow account at trust
bank at London or NY

2010/10/26

Current Iraq

No, as FDI can not hold free hold
land title, so real mortgage on free
hold land title is not be made.

No, as occupancy mortgage on
facilities and buildings are requested
to be registered. But no mortgage
registration system is established.

Yes, title of sales claim changes to
senior lenders,
similar to international practices

Yes, escrow A/C at London there is
precedent case in oil sales.

Mortgage on land use
right in Vietnam and
Indonesia

In Iraq, occupancy
mortgage covers claims
of borrowers including
future claims with
maximum limit.
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Senior lender(Bank) requests in BOP(build operate and
transfer) or PFl(private finance initiative)(2/2)

Guarantee by the
government

Junior loan

Payment order at
escrow A/C

2010/10/26

Yes in purchase guarantee(to SPC FDI),

no in payment guarantee(to senior
lenders,L/G),

Payment guarantee includes
international public debt reported to
IMF as it is a part of balance of
payment of a country.

Purchase guarantee is not a part of
balance of payment.

Yes from investor, not clear from long
term purchaser

Yes, payment to senior lender,
contractor,material supplier, O&M
operator, SPC FDI(salary, admi.fee)

100% payment L/G in
Pakistan, Bangladesh,

50% payment L/G in
Vietnam, purchase
guarantee of Chinese local
government, no guarantee
in Thailand and India.

Junior loan to long term
purchaser is a domestic
loan, no report to IMF
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(2)Issues of senior loan with analysis

ook sobon e lAnays

Monthly sales Escrow account of Usual in all BOT, Thai  Strong state

money shall be trust at LDN,NY or and India refused sector(India,Malaysia)
seized by senior SGP offshore escrow or Cluster Il

lenders account (Thailand)refuse

offshore escrow a/c.

Balance of escrow Minimum depositat  Many BOT Cluster Il civil
a/cis short to pay escrow a/c is twice of servant’s attitude
to senior lenders payment to senior

lenders biannual

base
Payment Shortage Subordinated loans Many subordinated Weak state sector
to senior lenders by sponcors, loans by sponcors, prefers L/G to issue

guarantee by local especially Japanese junior loans.

trading houses,
government Strong state sector

Failure of guarantee in

Kafco, L/G by Pakistan may 15sue L/G. to _
Hab River, monitor BOT in China
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Step in right of senior lenders by local

utility agency(long term purchaser)

Direct agreement between senior lenders and long term
purchaser to secure the senior loan shall be made.

Upon a default of SPC(BOT company FDI), senior lenders
seize the collateral of BOT facility and sales to the possible
buyers. But a possible buyer, a utility operator is limited to
local utility agency, which may purchase the facility with big
discounted price to make big loss to the senior lenders.

So before the long term purchaser cancels the contract by
SPC default, the senior lenders can execute step in right to
find a new operator instead of the current default SPC, with
a permission of the long term purchaser. To execute a step
in right, the senior lenders have a pledge or chattel
mortgage on the equity shares of the SPC.



roiolorogeycture of BOT:Purchaser renifts payment to escrow account of
BOT at trust company company distribute to deposit 15t,Bank
2nd,operator 3"9,BOT company 4", Long term sales claims and
assets of BOT company are the collaterals to the senior lender.

V' Supplie:
~ Constructo
r;

engineerin

2010/10/26

Sponcor

:sharehol
der

BOTcom
pany
FDI

Banks

Non recourse
Senior lender

Purchaser

Long term
purchase
contract(PP
C)
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(3)Issues of engineering with analysis

EIA is added for
port facilities

Performance of
Engineering
period

typhoon in
engineering
period

Late of project
schedule

2010/10/26

No solution, civil
society surveillance

Performance bond by

engineering companies

Oor sponsors

Event of default,
guarantee by third

party

Bonus and penalty
clause of engineering
contract

Thai Hin Krut Power

Pac Bilau,Philippine

HK Nr.2 submerged
tunnel

Many BOT cases,
Not BOT but Middle

east plant projects (IHI
Cement, Dubai World)

Weak state sector
and strong civil
society with Cluster
1

No concern for weak
state sector

Cluster Il delegates it
to security package

Sub-contractor of
engineering
company under
Cluster Ill is risky
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Part Il
V.Agro PrOCESSing FDI covered by

Investment Law No.13 2006 which means NIC and
province based Investment Commission cover FDI in this
industry and minimum capital investment $250,000.

VI. Banking FDI and insurance FDI, not covered

by Investment Law No.13 2006. Law of the
Banks,N0.94,2004 and Law of the Central Bank of

Iragq,N0.56,2004 cover banking FDI [=
SUZUKI,Koji .
Tel.0977-22-2527 e
K-suzuki@ctb.ne.jp
Oct.15,2010
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V.Agro and agro processed industry

Agro and agro processed industry for local demand

Facility(irrigation, ware house, logistics) technology

Agro processed industry for export oriented

Foreign consignment contract with FDI or local

company Supply of seeds, fertilizer, pesticide

FDI in cooperation with ODA and OOF(other official flows)

OOF for SME development, venture capital for

ODA of infrastructure and technology transfer TP ——
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possible law fields by industry for forum assignment in
possible FDI in your country and possible business laws

concerning FDI

Iraq has nutrition health requirements regulations.
The Ministry of Agriculture inspects all agricultural and livestock and issues

health certificates for live stock.

The Ministry of Health inspects and issues health certificates for

manufactured food products.

Possible law field in concern

Retail (vi)

Abuse of priority status in competition law, Franchise law,
Restriction to enter under foreign investment law

Apparel(v), food(v),
food processing(v)

Food hygiene law in exported country, Consumer protection law in
the market, Product liability law, Environmental protection law,
Consigned production law(import tariff, VAT ), Labor law,Company
law

Car(v), car

PL law, abuse of priority status against sub contractors and

parts(iii) dealers, joint venture agreement, company law, FTA,
administrative guidance in local contents
Security Administrative guidance in operation and financial products, law

house(iv,vi),steel(),
tire(iii,v)

2010/10/26

on mutual fund, chattel mortgage law and securitization law,
security exchange law, company law and M&A regulation,

consumer law
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Agro-processing FDI

Japanese FDI in agro-processing is almost for export
oriented, like packaged frozen foods and processed foods.

Local market oriented Japanese agro-processing may not
compete with price and local market adapted product
guality, except Ajinomoto.

Ajinomoto FDI make seasonings which use sugar canes as
materials, and noodles for local general consumers, and
processed foods and frozen foods for local middle class
consumers.

Supporting FDI for local agro-processing industry can be
made by Japanese FDI like supplies of seeds, seedlings,

fertilizer, pesticide, agro used plastics or agro-processed
machines.



Ajinomoto, biggest Japanese food MNC in
amino acid, affordable seasonings maker

EUROPE (74J INOMOTO

AJINOMOTO EUROPE S.A.S.
AJINOMOTO EUROLYSINE S.A.S.

AJINOMOTO FOODS EUROPE SAS ‘ foee
Ajinomoto Poland Sp. z 0.0. A [0 :
S.A. Ajinomoto OmniChem N.V. Wﬂl i % % _
Ajinomoto Sweeteners Europe ' Eé.a % W ‘;a' o,
000 "AJINOMOTQO" o S P a Y
ASIA . E; =0 " _ ’é
Ajinomoto Co., Inc. pFo g ":.i%"'f’l “' s
Ajinomoto Co., (Thailand) Ltd. —\ \‘ﬂ el
Ajinomoto Vietnam Co., Ltd. QW | G, = A
Wan Thai Foods Industry Co., Ltd. /‘ & f‘ J '«?&
AJINOMOTO PHILIPPINES CORPORATION A o -

Ajinomoto (Malaysia) Berhad k- B :‘\

Ajinomoto (Singapore) Pte. Ltd.
PT Ajinomoto Indonesia
Ajinomoto (China) Co., Ltd.
Ajinomoto Co., (Hong Kong) Ltd.
AJINOMOTO TAIWAN INC.

Pursuing Deliciousness and
Health in a Wide Range of Fieldsr



http://www.ajinomoto-europe.com/
http://www.ajinomoto-eurolysine.com/
https://www.ajinomoto.de/
http://www.ajinomoto.com.pl/
http://www.ajinomoto.com.pl/
http://www.ajinomoto.com.pl/
http://www.ajinomoto-omnichem.com/
http://www.ajinomoto-omnichem.com/
http://www.ajinomoto-omnichem.com/
http://www.ajinomoto-omnichem.com/
http://www.aji-aspartame.eu/
http://ajinomoto.ru/
http://www.ajinomoto.co.jp/
http://www.ajinomoto.co.th/
http://www.ajinomoto.com.vn/Default.aspx
http://www.ajinomoto.co.th/en/aji_group/groupcompany.php?numbercompany=2
http://www.ajinomoto.com.ph/
http://www.ajinomoto-malaysia.com/
http://www.ajinomoto-malaysia.com/
http://www.ajinomoto.com.sg/
http://www.ajinomoto.com.sg/
http://www.ajinomoto.com.sg/
http://www.ajinomoto.co.id/
http://www.ajinomoto.com.cn/
http://www.ajinomoto.com.hk/
http://www.ajinomoto.com.tw/

OPA of Ajinomoto FDI
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e ©6-21 local middle class, BOP(Base of pyramid) based sales
promotion(kiosk, small package with staffs of sales FDI )

« (O5-21 diversified distribution system

« (4-23 qualified production method with hygiene and local
food standard

e (O3-21 contract farmers or own plantation



OPA of FDI for Dairy factory and milk products in Wasit
governorate with$15-20mil. vs. Ajinomoto FDI
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©6-21 for Ajinomoto local middle class, BOP(Base of pyramid) based sales
promotion(kiosk, small package with staffs of sales FDI ), for Dairy FDI, for every
peoples in Providing healthy and pasteurized dairy products

(O5-23 both in same as diversified distribution system
(O4-23 both in same as qualified production method with hygiene and local food standard

(O3-21 for Ajinomoto, contract farmers or own plantation, for Dairy factory FDI,
many contract farmers with feeding including nutrition of amino acid supplied by
Ajinomoto (FDI)

Ajinomoto, Meiji Milk(Megumilk) may have interests, if demands and price analysis
with rival companies including imported dairy & milk products is made or shown.
Ajinomoto can get profits to supply nutrition of amino acid to milk farms for
feeding. Meiji Milk may also have interests in feeding pharmaceuticals as Meiji Milk
was merged with Meiji Pharmaceuticals in 2009. Meiji Milk in success in Thailand
for milk production. Ajinomoto is a cash rich company, which does not request
collateral for loan but may request management right(67-75% of equity shares)
There may be a management behavior problem for security.



OPA of FDI Factory of vegetable oil at Salah Al-Deen
with $15mil. vs. Ajinomoto FDI

-:-mmmmm-mmm

OAv ©AV
22
23 Oav OA

©6-21 For Ajinomoto, local middle class, BOP(Base of pyramid) based sales
promotion(kiosk, small package with staffs of sales FDI ) ,for vegetable oil FDI,
corn, cotton and sun flower oils are purchased by every peoples.

(O5-21 diversified distribution system for Ajinomoto FDI vs. general distribution
network for Vegetable oil FDI

(O4-23 both same as qualified production method with hygiene and local food
standard

(O3-21 both same as contract farmers or own plantation

Nisshin Oilio, Showa Qilio, Ajinomoto may have interests, if demands and price
analysis with rival companies including imported vegetable oils is made or
shown. There may be a management behavior problem for security.



4. Management Behavior (Same ones of Part | ppt. nr.48-50)

A board of management has each style of management. A management
behavior may differ by company by company. Some companies take top down
decision making, other companies take bottom-up decision making. But
classification of such decision making style by company does not make sense
in actual. So you have to have an instrument to analyze management
behavior in each company basis.

Prof. Yoichi Ebisawa of Kanagawa University shows a management behavior by
Business Side and Human Side. Business Side consists from company strategy,
management resources, organization and management administration.
Human Side consists from network, database, information, and media.

Network of human side shows overestimation of importance to utilize
Overseas Chinese network in investment in ASEAN, China and NIES.
Information of human resources shows importance of top management
connection with high officials of host country Government but at same time it
sometimes shows failures of FDI as Japanese top managements of Japanese
private companies overestimate powers of the Government of Asian host
countries. A typical case was the FDI failures of Yaohan in China, which
resulted Yaohan Japan went insolvency in late 1990s.

Iraqi image for general Japanese investors is still Irag is not in security and
peace, so Japanese companies are reluctant to dispatch Japanese personnel to
Iraq to avoid bombing, kidnapping or terrorism and they think Iraqgi business
conditions are uneasy and risky.



Image to Iraq for general Japanese investors

Iraqi image for general Japanese investors is still Irag is not in security and
peace, so Japanese companies are reluctant to dispatch Japanese personnel to
Iraq to avoid bombing, kidnapping or terrorism and they think Iraqgi business
conditions are uneasy and risky.

Public debt reduction by the Japanese Government was made amounting
S6.7billion in Nov. 2005, which was the largest among Paris Club countries.

Japanese possible investors check implementation and proceeding of
Japanese ODA commitment S5billiom. Proceeding of ODA projects is a good
example of checking of ability of recipient Government and its civil servant.

Those are 15 projects in port, irrigation, rehabilitation of power house, road &
bridge, oil refinery rehabilitation, fertilizer rehabilitation, and water project.

Iraqgi Investment seminar in Japan and economic forum in Iraq in 2009
changed the image on Iraqgi business.

Company Income Tax incentive for 10 years for FDI, company income tax level
15% are enough for FDI. More important one is legal predictability including
privatization for domestic market oriented FDI, easy legal search and legal
implementation. 15 years tax holidays for Iragi majority JVFDI company may
not function well as foreign partner may request its management right to
make quick profit making under modernized management or foreign
management culture in the start up or first stage of JVFDI.
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Management Behavior of Japanese SME

Why do Japanese SME have invested in China? Japanese big
companies especially assembling manufacturing companies who
are domestic market oriented industries, have wanted to minimize
the investment risk to procure their parts in China. So they have
requested their sub-contractors in Japan to invest to China.
Another SME investment to China is export oriented industries like
apparel, agriculture processing, sea food processing. They invest for
cost saving in Japanese market, not value added. Unfortunately
Japanese MET!’s industry policy has paid attention on cost saving
not value-added. As energy saving in 1970’s resulted from oil shock
was in success. Success hysteresis story has concealed mistakes in
sequences in big bureaucratic organization like ministries, big
banks or old economies as it has given an excuse.



Sakata, world leading seed company
has sales FDI in many countries.

' SAKATA M Overseas sales bases M Research Stations
Sakata Ornamentals Europe A/'S
Sakata UK Limited Odensa Research Station Alf Christianson Seed CO.
Mount Vernon Researh Station
Sakata Korea Ca., Lid. Sakata Seed America, Inc.
Sakata Seed \‘\"‘ Salats Polska Sp,2.0.0. Yoju Research Station Salinas Research Station
Iberica S.L Sakata Holland B.V. »

Sakata Middle East J Florida Research Station
" Regional Office - " Sakata Seed de Mexico,S.A.da C.V. \/

R
Sakata Seed (Suzhou) Co.,Ltd. e Sakata Seed de Guatemala, S.A.

Sakata Vegetablas Europe S.AR.L.

European Sakata Holding S.A.S. Sakata Slam Seed Co., Ltd. /"

Nimes Research Station Khon Kaen Research Station Sakata Centroamerica S.A.
Centroamerica Research Station

Sakata Seed India Private Limited
Sakata Seed Sudamerica LTDA, ———=

BraganGa Paullsta Research Station

Sakata Seed Southem Africa (Pty) Lid.

Sakata Vegenetics RSA (Pty) Ltd. Sakata Seed Oceania Pty Ltd. Sakata Seed Chile S.A.
Sakata Omamantals Chile LTDA,




OPA of sales FDI of Sakata
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« ©3-22 patent protected seed and seedling exported
from Japan

e (O6-21 local distributors for farmers

¢ (O1-21 for local food market with up graded quality with
imported seeds and seedlings



OPA of Phosphate Fertilizers Plant
Al-Anbar — AI-Qaem for FDI & Sakata
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« ©3-21 The availability of raw materials
* Vs. 3-22seed and seedling exported from Japan

e (O6-21 local distributors for farmers (same as local market and the
distribution demands.) but value added is requested for phosphate
fertilizer with import pesticide or technology of planting

« (O1-21 for Sakata, for local food market with up graded quality with
imported seeds and seedlings
(O4-23 energy saving production, inventory minimizing production



OPA of FDI for Production of seeds in the areas dependant on
rainwater — Agricultural project, Covering the entire areas
dependant on rainwater of the Kirkuk Governorate

with$190mil.& Sakata FDI
-_n_mum-mmm
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¢ ©3-21 same to the availability of (patented) imported seeds
* With Sakata’s 3-22seed and seedling exported from Japan

¢ (6-21 local distributors for farmers (same but government subsidy may
be needed for Kirkuk project as price may be expensive as R&D cost is
expensive although local market and the distribution demand)

« (1-21for Sakata, for local food market with up graded quality with

imported seeds and seedlings, for Kirkuk does Sakata have rainwater
seeds?

(O4-23 energy saving production, inventory minimizing production



VI. Banking FDI

banking

. . FDI bank(local legal person, 100%FDI,JVFDI under M&A or
Foreign branch(foreign legal person) e fell o)

Financial player and financial products

Central bank’s prudence rule for private banks not to go Minimum capital amount, minimum local equity, limit amount for
bankrupt one borrower, local currency based deposit and loans

Financial institutions

Insurance, consumer credit company, i ;
’ ’ Offshore finance(syndicated loans, escrow account for BOT,

leasing company, venture capital , security company for local two step loans, public debt service control for IMF)

cagital market‘bond and share cagitalsl
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FDI Bank under current Iraq banking(7 state owned banks and 23 local private

banks),What is a function not covered by Trade Bank of Iraqg, volume, foreign
currency loan or risk evaluation?

11 FDI bank(local legal person, 100%FDI,JVFDI under
M&A or green field FDI)

No branch(foreign legal person)

Financial player and financial products

Central bank’s prudence rule for Minimum capital amount($210mil for FDI bank, $85mil for all banks), minimum local equity,

private banks not to go bankrupt limit amount for one borrower, local currency based deposit and loans
——————

Financial institutions

Insurance, consumer credit company, _ :
Offshore finance(syndicated loans, escrow account for BOT,

leasing company, venture capital , security company for local two step loans, public debt service control for IMF)

capital market(bond and share capitals)
T0/26/2010 To1




Current FDI banks in lIrag(source by NIC);
Why are more FDI banks requested?
Islamic banking or general banking?
Possible problem may be project evaluation, industry finance,
collateral, foreign currency based loan or deposit collection.

FDI banks in Iraq Foreign bank Possible Problems

Commercial Bank  49% Al-Ahly Al-Muttahid Bank of Bahrain
Baghdad Bank 49% Al-Khaleej Al-Muttahid Bank of Bahrain
Al-Ahly Bank of Iraq  49% Export and Finance Bank of Jordan
Adre Essalam Bank  70% HSBC

Al-Etiman Bank of 85% 75% by National Bank of

Iraq Kuwait,10% IFC

Al-Eqtisas Bank 49% Al-Ayan C. of Kuwait
Al-Mansour Bank 60% National Bank of Qatar,

Merchant Brodge of Lux?(source
by Mr. Al Rasul)

To be established In Byblos Bank of Lebanon(source by
Kurd Mr. Al Rasul)



If a bank goes bankrupt ; only for local banks not
foreign banks by the local government

Ea rly correct B No before Asian Financial Crisis
e M&A between banks

measures e BIS Standard 8% & 4% for sound banking

De pOSit e Prevent bank run with pay off limit
lnsurance e No before Asian Financial Crisis

e Default of a bank shall be avoided as bank has a
payment settlement function in the market
economy. Public injections to GM & AIG are rare

Public money
injeCtion cases under too big to fail.

e Inferior bond as injected capital is counted as equity.
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Banking industry is a risk dealing industry

Dcredit risk  @transaction risk  B)default risk
®insolvency risk

@market risk  @interest rate risk

@®maturity risk

@exchange risk

(Dshare stock risk¥#k!) X5

(Dcommodity riskE fal) X%
(Dliquidity risk

(3legal risk  Bpure legal riskfi 7L X9
{®compliance risk
(Dreputation risk

(Doperation risk ({®operation procedure risk=E#1J X9
(9human risk AB9Y) X%
@system risk



| think Iraq shall develop comprehensive commercial

financial institutions.

Development Fund of Iraq, a venture fund? expires 2010.
possible law fields by industry for forum assignment in

possible FDI in your country and possible business laws

concerning FDI

Possible law field in concern

Retail (vi)

Abuse of priority status in competition law, Franchise law,
Restriction to enter under foreign investment law

Apparel(v), food(v),
food processing(v)

Food hygiene law in exported country, Consumer protection law in
the market, Product liability law, Environmental protection law,
Consigned production law(@mport tariff, VAT ), Labor law,Company
law

Car(v), car | P law, abuse of priority status against sub contractors and

parts(iil) dealers, joint venture agreement, company law, FTA,
administrative guidance in local contents

Security Administrative guidance in operation and financial products, law

house(iv,vi),steel(@),
tire(iii,v)

on mutual fund, chattel mortgage law and securitization law,
security exchange law, company law and M&A regulation,
consumer law

2010/10/26
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Possible law field in concern

Bank(vi), home
electric goods(v)

Contract law, mortgage law, bankruptcy law, consumer law,place of
origin in foreign investment law, bank branch not covered by
foreign investment law, law of trade secret, patent law, design law,
trademark law, labor law, environmental protection law(EU

regulations like REACH and WEEE)

Electric goods(i,v),

Labor law, consigned production law, IPR, FTA, in the market,

electronics Product Liability law, Environmental protection law, |,
parts(iil), environmental protection law in the market(EU regulations like
ICT industry(iv) |REACH and WEEE), Consigned production law(import tariff, VAT )

advertizing(vi),in
surance(vi,ii,iv)

Unfair trade practice of competition law, 1nsurance law,
administrative guidance in insurance industry(bancasurance), tort
law

Energy(I,ii),tradi
ng house(ii)

Production Sharing law(PS),joint venture agreement, mining law,
BOT regulation, plant export contract, international private law,
international contract law, law on international disputes

Machinery(i),mot

Jonint venture agreement, international contract law, IPR(design,

orbike(v) trademark), abuse of priority status in dealer control
Chemicals(@,iii),d |Environmental law including recycling, IPR, joint venture
aily agreement, tort law, sales agent agreement, EU competition law in
necessaries(v) huddle, cartel and sanctions

2010/10/26
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Possible law field in concern

Tourism(vi), hotel(
vi)

SME protection in foreign investment law, labor law(foreign
expatriates), environmental protection law, hotel management
agreement, securitization law (REIT)

Credit(vi), leasing
industry

Consumer law, leasing regulation, BOT regulation(BTLO for ODA)
, credit sales regulations, LLP, securitization regulation

Transportation(iv,
vi),telecommunica
tion(iv,vi)

Concession agreement, administrative guidance, joint venture
agreement, consumer law(e-commerce regulation)

Cement(i),enginee
ring(ii,vi,vi),paper
(v,1i1)

Joint venture agreement, BOT regulation, environmental
law(forest protection, EIA), land law including industry estate
regulation, administrative guidance, administrative law,
competition law in huddle(84) and sub-contracting

2010/10/26
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In Asian trend, big indirect finance and small
direct finance make market oriented indirect
finance. In Iraq,

Asian context

direct
financ
e

oriente
d

Indirect

Indirec
T
finance

2010/10/26

Iraqgi context

(

Cooperative
bank for
BOP & SME

Mainly Indirect

finance but some
direct finance in
bond
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Resident Banks activities in Asia

Local NPL in
banks B2B loans

US & EU .

collateral

banks [

Japanese JFDI loans

banks

2010/10/26

B2C loans,
SME loans

B2C loans, PE
B2B CMS

JFDI loans,
BOT
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Offshore loan activities in Asia, in Irag, may local
banks be substituted by FDI bank?

Big from Small from US&
Japanese EU banks with
banks foreign equities
to local banks, to natural
to local EG resources
development
Japa nese to local banks, to

, , infrastructure
ba N kS to big projects development
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Risk dealing, Iraqi local banks may have
prudence rules to make sound banking.

Low risk high return
in B2C

High risk(loan),low risk(fee) high return in B2B,
Low risk high return in B2C

Japanese Relationship banking,
banks Japanese FDI related
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SWF(sovereign wealth fund) can be used for some Iragi sectors,
oil & gas, agricultural plantation and real estate development,
with loans(short term and long term loan), and equity
holders(FDI).

0il& gas

Foreign reserves

Oriented oriented
4 A 4 )
Blue Ch|ps Management
in US & EU T et
\ _J \_ )
4 A 4 )
No Low
disclosure disclosure
\_ Y, . )
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Insurance, leasing, consumer credit, may be requested
in Iraq with FDI base as those need international
standard and long term based investment.

e Century of Asians
e Life insurance FDI & local make local capital market.

e Japanese FDI development in lease or installment payment.
e World low interest rates may make adverse selection.

leasing

e Century of Asians

LI o Credit evaluation Know how vs. asymmetry information
credit
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Venture capital can be requested for some FDI
especially foreign SME based FDI.

e Early stage VC
e Pass through

e Conflict of interest of fund
manager

Investment

e |IPO at local or third country
emerging market

e strategic investor
e MIBO
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Mutual fund & Asian Stocks are
propsective future

Many Asian SE are weak markets but top down approach
is preferred to bottom up approach as only blue chips
are traded in Asian secondary market.

Technical

Analysis for
weak type
market

Fundamental
analysis for
semi-strong
type market

Portfolio
theory(CAPM)
for strong
type market
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Read trend of Bond market in Asia to raise funds
for infrastructure development

e Offshore issuance with rating above BBB

State bond e Onshore issuance for investment by local
banks after Asian Financial Crisis

¢ Reluctant to information disclosure

ASia N e Offshore euro yen bond issuance without rating
before Asian Financial Crisis

company bond * Asian bond market development under bond

issuance of Japanese FDI

e Leasing claims, consumer credit claims, sales claims, loan

Secu ritization claims, real estate claims with state registration
e |oan claims to CLO and CDO, subprime loan housing loans
N made Lehman Shock in 2008.

¢ real estate claims to REIT
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Bond market in Asia with risk avoidance and risk favorite

Risk
avoidance

e Bond with BBB or above by S&P, Moody’s or Fitch
e Treasury bonds of advanced countries,

bond in e MNC company bonds of advanced countries

the world

Risk e Offshore Asian treasury bonds with BBB or above
\'/ellelzlale= o Onshore Asian treasury bond with local rating company
bond in e Offshore Asian company bonds with BBB or above
Asia e Onshore Japanese FDI company bonds guaranteed by JBIC

Risk

Private issued bonds without no rating(Eurobond in sGp,LDN)

Private issued bonds with local rating (VC investment bond for MBO )
Securitized bond(CLO,CDO,CDS) with rating

Public issued bonds with BB or under(junk bond)

favorite
bond
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Credit ratings are opinions by rating agency about credit
quality of an issue, such as a bond or other debt obligation,
and relative likelihood that it may default.

* |ndustry(development, competitiveness,
regulation),

Operation
e economy, market trend,

ri S k e Profitability & stableness including operation
portfolio

/!

e Risk Coverage with Capital
e Liquidity of assets & liability

Financial
. e Quality of assets
ris k e stakeholder

Future cash flow e Enough, and safety
risk analysis * Operation Risk, financial risk
‘ Default risk * Remoteness to default
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ODA & Public Finance with shape of country
check with following 3 ppt. of shape of country.

State
sector

ODA for physical &

intellectual
infrastructure

building

OOF for BOT &
Project
Finance

2010/10/26

company  Civil society
sector sector

Islamic
finance

Equator
principles microcredit

in lenders liability
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Apply Shape of country analysis under small state
sector (chap.1 ppt.35) to concrete financial topics.

(- Big Thai financial sector ] N

¢ Small Indonesian & ( e Thailand
e Indonesia

e Philippines

Philippine financial
e Taiwan,Hong Kong

sector
small )

e Small local financial
sector in Taiwan & HK

S Company State
sector
sector
s D )
o big Civil
Individual & .
society
. Me.(_zliur.n in Thailand, sector sector ¢ Thailand
Philippines, e Indonesia
e Small in Indonesia e Philippines
¢ Big in Taiwan & HK e Taiwan & HK
g _J
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Regional infrastructure development plan
with state sector oriented projects

Asia Business Summit held on 15 Mar.2010 declared
infrastructure building and liberalization of trade and
Investment. The declaration may be studied at APEC
Summit to be held in Oct.2010,at Hanoi, which will adopt
Asian Development Plan up to 2020 amounting $200bil,
covering 650 projects in infrastructure development in
APEC region. (Nikkei Mar.30,2010)

Priority projects will be

Road from Southwest China to North Vietnam $S1bil.
Port of East India S$1.3bil.

Bridge between Thailand and Cambodia $0.9bil.
New air port at South Vietnam S5bil.

Port of Indonesia $2.1bil.



Apply shape of country analysis under big state
topics.

sector to concrete financia

e Medium financial
sector in China

e Big financial sector
in SGP, Malaysia,
India

e Small financial Company
sector in Vietham, sector
Myanmar

\_ y
(

Individual

e Smallin China, SECEOF

e Small in Vietnam, Myanmat,
e Medium in Malaysia, India
¢ Big in SGP

g
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Big State
sector

Big Civil
society
sector

-

e China

e SGP

e Malaysia
e Vietham
e Myanmar
e |ndia

e Big in China,
Malaysia, Vietnam,
Myanmar, India

e Medium in SGP
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Loans to SPC(special purpose company) of local
governments by Chinese big 3 SOE banks.

* China big 3 SOE banks increased loan outstanding
by 30% from 10tri yuan to 15tri yuan(S2.2tri.),
which made decreased equity ratio by
0.46%(Construction Bank of China)-0.2.29%(Bank
of China). Increased loans for infrastructure
building to SPC of local governments will be
possible NPL, as debt amount 8 tri. yuan of the
SPC of local government is 25% of GDP of China,
and much portion of the debts has been invested
to Chinese stocks and real estates not original
infrastructure projects(Nikkei in Mar.30,2010).



Apply Shape of country analysis under medium state
sector to concrete financial topics

(- Medium small Japanese

N
financial sector vs. ] ° Japan
medium large producing
company sector e Korea
¢ Medium Korean financial
sector vs. large
producing company Company medium o
\__sector
sector State sector
4 s Medium h
Individual Civil society
e Japan sector sector e Japan
e Korea e Korea
\_ _J

2010/10/26
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Asian Investors with Risks

P Risk Pension fund,EPF JPN,Malaysia,Korea Local bond, local blue chips
avoidance
Institutional investor  US&EU, MF of offshore bond, ETF
Individual All Asia MF of bond, MF of MNC stocks,
passive local MF
risk neutral SWF SGP,Malaysia, MNC stocks, VC, PE, FDI,strategic
China Asian stocks or loans for national
interest
Institutional investor  All Asia Asian blue chips, Asian public issued

bond, long term loans

SWF Middle East MNC stocks, FDI,PE,hedge fund,
Individual All Asia Active MF of Asian stocks, local blue
chips
Jrisk favorite  Semi-professional JPN,China,India Local stocks
individual investors
Jrisk favorite Professional Taiwan,HK,JPN,Korea  Offshore Asian stocks, PE VC,hedge
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Credit rating in Asia(ACRAA is an association in Asia)

S&P, Fitch, R&I,JCR

AAA,AA,A,BBB(Z¥ 5 AT EE),BB,B,CCC,CC,C, @
D(default) —
Moody’s E R] 5' k.
Aaa'Aa,A’Baa’Ba’B’Caa,Ca’C’D A Standard & Poor’s Company
Some LDC have local rating company for local bond issuance g

under public offering. Private bond offering requires no rating. ,E
LDCIS[FEMFLF FH Drating companyM 55 & 185, Fass AESOT R EEATALA
1ﬁl:lirat|ng'i L\bfd:(,\o {L}%iﬁﬁo %I‘%—E':‘i*&giawﬂﬁi China Credit Information Service (PRC) Ltd.
ratinggL TL\SZEHZLY,

. . . . . . (7™ =3 China Credit Information
India;Crisil makes bank loan rating too. This is not for CDS(credit 57/" e Service(PRC),LTD.

default swapTii5) but for supporting securitization of loans to
promote infrastructure finance.

Indonesia;PEFINDO ‘l PT. PEFINDO

China;China Credit Information Service PRC%,Ltd.(CCX) is a Credit Rating Indonesia
creditability research company{E & &%t
Thailand;Tris Rating

Korea;Korea Investors Service(Moody’s) ’IRS

TRIS RATING

Moody's A

: OI=20S8HZ2IFENQN
IS KOREA INVESTORS SERVICE INC.
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Asian financial products with risk

P Risk avoidance Japanese treasury bond, Japanese company bond,
Japanese blue chips
Asian treasury bonds
Asian offshore company bonds with rating

risk neutral Japanese stocks, SGP blue chips, Korean blue chips
Double listed Asian stocks

Asian local company bond with rating

J risk favorite HK blue chips, Shanghai blue chips, Shenzen blue chips,
Mumbai blue chips

Jd risk favorite Asian market derivatives,
PE, Hedge fund, Asian stocks not blue chips, Asian
company bond without rating
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Reference only; Alternative investment is an investment not to

traditional financial products like stocks and bonds

High risk high return & Low liquidity; risk favorite cash rich investors
for world riches including Asian riches

for stabilizing portfolio investment with risky financial products not
correlation to traditional financial products

Following financial commodities are said Alternative investment .

(i)Private equity; private offering, invest to non listed stocks, VC(early
stage, later stage), buy out fund(Mezzanine fund, LBO,MBO),

(ii)Hedge fund; private offering, global macro type; invest to interest
rate, currency, stocks, commodities with short sell and
leverage(borrowing), Weak government financial or currency policies
including Asian or European ones are targeted.

(iii)Securitized products; Credit enhancement is made with inferior
bond or third party guarantee.

(iv)Managed futures; limited partnership type, invest to futures &
derivatives for international commodities and financial commodities

(v)Natural resources fund; private offering, commodities, not in a

usage of one of the type of mutual fund like JPM natural resources
fund



Investor: preferable  SPC: bankruptcy Originator:Loan, lease claim, a/c
conditions remote to avoid receivables,real estate leasing feein similar
influence of terms & conditions
bankruptcy of
originator

l~ ‘
| assignment to ~

SPC from
~Qiginator
L oglnat

1bil. Debts(Loans
are Securitized
as a name of SPC

to CDO with
B rating
Originator (inferior bond )
underwrites

$1bil CDO

Trust company consigns b
claims collection from original
debtors to originator. i
Originator can increase new

transactions with received
cash from SPC.



