“Ten-year Anniversary & a First Visit to Iraq”
Ahmed Tabaqchali, July 10", 2025

The market, as measured by the Rabee Securities U.S. Dollar Equity Index (RSISX USD Index), was down 4.8%
for the month and 1.1% for the year, following increases in 44.8% and 97.2% in 2024 and 2023 respectively.

Iraq, then and now

June marks the ten-year anniversary of the AFC Iraq Fund, launched June 26®, 2015, a year after it was
conceived amidst the perfect storm of ISIS’s take-over of the city of Mosul, threatening Iraq’s breakup, and the
crash in oil prices piling on the misery by adding its potential bankruptcy in the process. It seems almost fitting
that, yet another perfect storm was marking its ten-year anniversary, in which the Israel-Iran war, brewing for
over 18 months, risked igniting a much-feared wider regional war that could have engulfed Iraq. However,
unlike then, the storm dissipated in 12 days, or at least for the time being, as both antagonists have sought ways
to end it, that seems to have been found through a U.S. mediation made possible by an orchestrated and
symbolic attack on an empty U.S. military base and sealed in a theatrical ceasefire announcement.

However, while the risks of the Israel-Iran war erupting once again are real, Iraq and its economy are very
different from ten years ago, helping it to weather the war’s worst consequences, and to continue with its
economic transformation. As discussed here over the last few years, especially in the outlook for 2025 in “What
Next After Two Gangbuster Years?” Iraq’s economy is undergoing a long-term economic transformation
brought on by two key dynamics, which are in the eatly stages of driving this transformation. The first of which
is the cumulative positive effects of the relative stability that the country has enjoyed over the past few years,
that provided a stable and predictable macroeconomic framework for businesses to operate in and to plan

for capital investments on a scale not seen in the prior decades. While the second is the significant structural
fundamental developments accelerating the adoption of banking and bringing about a transformation of the
sector and its role in the economy.

Iraq’s equity market’s performance has mirrored the country’s tribulations and its ongoing transformation, in
which its pre-ISIS peak in January 2014, was followed by a brutal seven-year bear market with the RSISX USD
Index down 25.4% in 2014, 22.7% in 2015, 17.4% in 2016%, 11.8% in 2017, 15.0% in 2018, 1.3% in 2019, and
5.4% in 2020 —for a cumulative decline of 66.6%; followed by a recovery of 21.4% in 2021, a decline of 3.8% in
2022, an increase of 97.2% in 2023, and a further increase of 44.8% in 2024. Underscoring the eatly stages of
the market’s recovery, is that the RSISX USD Index only surpassed its 2014 peak over a decade later in October
2024.

Rabee Securities U.S. Dollar Equity Index
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(Sonrce: Iraq Stock Exchange, Rabee Securities, AFC Research, monthly data as of June 30”)



Iraq, as seen through a visitor’s eyes

My friend and colleague, Thomas Hugger, CEO of Asia Frontier Capital’s (AFC), visited Iraq at the end of May,
and with me, embarked on a tour of the country that included business visits to companies such as the Bank of
Baghdad (BBOB), and Baghdad Soft Drinks (IBSD), the Iraq Stock Exchange (ISX); cultural tours starting with
Baghdad’s old districts (Mutanabbi Street, Mustansiriyya Madrasa, Al-Shawaka), and its modern districts; the
ancient cities of Babylon, Ctesiphon, Ur; the Marshes; the meeting point of the Tigris and Euphrates rivers
forming Shatt Al Arab at Al-Qurnah; and Iraq’s third largest city Basra. This month’s report will review our visit
to the ISX, the Bank of Baghdad, and focus on one of Iraq’s best consumer companies, Baghdad Soft Drinks,
and its state-of-the-art production plant, the largest of its kind in the Middle East. Other parts of the tour will
feature in the upcoming market reports over the next few months.

This was Thomas’ first visit to Iraq, 13 years after AFC started investing in the country. Arriving in Baghdad at
00:30 in the early morning, he was greeted by the driver of “Al-Mosafer Taxi”, who took him to a hotel in the
neighbourhood of Arasat Al Hindia, in Karada. For Thomas, having just concluded an investor tour in
Uzbekistan, arriving on Turkish Airlines from Istanbul, the experience was no different than almost any country
among AFC’s investable universe that he has travelled to, in such a contrast to the usual Iraq travel advice
warnings of the dangers, that are still reflecting Iraq’s dark days of conflict that ended years ago. Thomas notes:
“Airport immigration was relatively quick and simple: Most foreigners can now apply for an E-visa online and
just before going to the immigration counter simply pick up their visa after the helpful staff at the E-visa
counter take their mugshots. The airport is still tiny for such an economy, and I assume that a new passenger
terminal will be added in the future. I was also impressed by the quality of the brand new three-lane highway
leading from the airport to the city centre of Baghdad. Despite the late time of 01:30 am, there was still some
traffic. Judging from the style of driving, I would not be surprised that a future Formula-1 driver will be coming
soon from Iraq! The emotional and visual highlight though was the crossing of the Tigris River which splits
Baghdad into its western part, Karkh, and its eastern part, Rusafa.”

The next day, we visited the Iraq Stock Exchange (ISX), situated in the Alwiya area in Karada, in Rusafa, which
fortunately happened to be the last trading day of the month, as it allowed us to watch the market’s close on the
floor of the exchange, after a meeting with the CEO of the Stock Exchange. With the advent of electronic
trading in 2009, most investors migrated from watching and trading at the exchange to brokers’ offices.
However, old habits die hard, and a number of regulars still come to the exchange’s floor to meet, gossip, and
trade. We chatted with some of them and joined them like two old timers fixated on the trading screens.



At the Iraq Stock Exchange (ISX)

(Source: AFC Research)

May ended on a strong note with heavy activity in some of the leadings stocks such as Asiacell Communications
(TASC), Baghdad Soft Drinks (IBSD), Bank of Baghdad (BBOB), Mansour Bank (BMNS), and the National
Bank of Iraq (BNOI), in which the five accounted for over 90% of the trading value on the last day of the
month —the day ended up among the highest turnover days of the year, at over one and a half times the year to
date’s average daily trading value. These five companies’ market leadership stems from the high quality of their
business models, quality of management, and multi-year earnings growth, especially over the last two years, as
highlighted last month. All five companies are major constituents of the Rabee Securities U.S. Dollar Equity
Index.

Afterwards, we left to visit the Bank of Baghdad, but not before visiting the beautiful Church of Our Lady of
Salvation, which is located right across the street from the stock exchange. Our Lady of Salvation is an Assyrian
Christian church that survived terrible attacks during Iraq’s darkest years of civil war, particularly the attacks in
2004 and 2010. In 2010, there was a twin attack that started at the ISX and was followed by another at the
Church with an attack at Sunday Mass. The attackers clearly aimed for maximum damage as Sunday is also the
first day of the business week, and so the death toll was 52 worshippers at the church, and four guards at the
ISX. In a spirit that is typical of Iraqis, the ISX family went to work the next day as if nothing had happened.



The Church of Our Lady of Salvation

Bank of Baghdad’s head office

(Source: AFC Research)

We met Bank of Baghdad’s outgoing CEO, who successfully managed the bank’s turnaround from mid-2016,
and its resumption of growth as highlighted in “Banks and the Predictability of Farnings”. After discussing the
banking scene in Iraq, he introduced us to the incoming CEO, who shared his strategic plans for the
development of the bank in the near future. Afterwards, we had lunch at one of the best grill houses in Iraq,



Zarzour on the National Theatre roundabout, and enjoyed a feast of kebab, tikka, liver, hearts and kidneys. Iraqgi
red meat grills are almost always made of domestic lamb, which are accompanied by high amounts of fat: kebabs
have up to 20% of fat content; tikka, liver, hearts and kidneys come with cubes of fat; and for those who want
more, restaurants serve skewers of fat cubes as a stand-alone item. Local sheep breeds are mostly Awassi,
followed by Arab and Hamdani sheep, which are broad-tailed breeds with fat tails —they are so prized that
successive governments have prohibited their export.

Lunch at Zarour, the National Theatre Roundabout
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In the evening, we went on a walkabout on one of the liveliest streets in Baghdad, Yarmouk district’s “Four
Streets”, in the Karkh side of Baghdad. Being a Thursday, which is the last of the Iraqi work week, it was full of
people, of all walks of life, brimming with energy, movement and whose lively conversations filled the space.
Not satisfied with just one grilled meat feast a few hours earlier, we enjoyed another tasty grilled dinner,
repeating the same choices, in one of the many restaurants left and right of the buzzing street where entire
families walked by or drove in their SUVs, most of which were brand new.



Four Streets, Yarmouk, Karada, Baghdad
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On Baghdad, Thomas notes: “I noticed that the western part of the city is seeing a lot of construction activity
since I assume this part is newer and was therefore less developed a few years ago compared with the eastern
part of the city which is very crowded and overbuilt with mostly two to three stories buildings and hosting the
older residential and commercial aeras including the historical centre “Olds Rusafa” which is dating back over
1,000 years. I had the feeling that the construction boom and urbanisation of Baghdad were just starting. I was
impressed by some huge mixed property developments (residential combined with retail space) —something
which could be easily also found in any other place like in the U.A.E., Kuwait, or Qatar. The traffic early in the
morning was easy, but later in the day became much more congested, leading to traffic jams into the evening
hours (or eatly morning the next day). It was striking for me that most of the cars seem to be quite new (with
the exception of the many yellow taxis) and also that the Dodge “Challenger” is used as a family car in Iraq and
seems to be very popular with the local drivers. I was also surprised to learn that the gasoline price in Iraq is
about USD 0.65 (850 IQD), which is certainly much cheaper than in Europe, but considerably higher compared
with other oil-producing countries.”



Construction activity in Baghdad
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The tour of Iraq’s last day ended in Baghdad, with a visit to Baghdad Soft Drinks’ (IBSD) head office and its
world-class production plant in Al-Za’franiya on the outskirts of Baghdad, which is the largest and best of its
kind in the Middle East. IBSD is Iraq’s main PepsiCo franchise and has grown organically by expanding the
Pepsi Cola line, and strategic acquisitions such as that of the Aquafina (mineral water) licence holder “Ynabee'
Al Zawraa Company”. As of 2024, IBSD has 15 Pepsi production lines, three Aquafina water production lines,
and five juice production lines, with total production growing by about 14% year over year. Complimenting
these, were milk products that were introduced in 2024, and a refrigerated hall for milk storage was completed,
that while an insignificant part of IBSD’s business, nevertheless, Rabee Securities notes that is ““... a positive
development supporting the expected growth in milk sales” —much like in the rest of the Middle East, fresh milk

consumption is on the rise.

IBSD’s consistent earnings and revenue growth since 2011, were negatively affected twice in these years. The
first business decline was in 2014, following the fall of Mosul and the ensuing conflict, but growth soon
resumed in 2015. The second was in 2021-22 when its profit margins took a hit from the significant price rises
of commodities, in particular aluminium and sugar, as brought on by the double whammy of the disruptions to
supply chains in the wake of the emergence from Covid-19’s induced lockdowns, and of the invasion of
Ukraine. These higher expenses, while negatively affecting profit margins, were temporary and one-off in nature,
the high year-over-year cost increases moderated significantly and eventually declined; while sales momentum
continued to accelerate supported organically by its strong product line-up, as well as by the line-ups from is
recent acquisitions —a point made in “Winter Flash Floods” when discussing IBSD, and other top companies
following their sharp prices drops in late 2021. The consequences of the cumulative positive effects of the




relative stability that the country enjoyed is evident in the acceleration in growth of the last two years. The
company’s confidence about its future was evident in its latest dividend declaration, at the end of June, in which
it increased the cash payout from 0.29 to 0.36 IQD per share, or an increase of 24.2%, resulting in a dividend
yield of 7.5%.

IBSD’s revenues and earnings margins 2011-2024
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(Source: Rabee Securities, company filings, AFC Research, annnal data as of 2024)

What is noteworthy, and part of the attractiveness of the Iraq investment story, is that despite the market’s
strong performance over the last few years, valuation disparities continue to offer investment opportunities. A
case in point is IBSD’s valuation disparity with emerging market PepsiCo, and Coca-Cola bottlers (table below)
as an example of Iraq’s value proposition, and a demonstration of AFC’s investment thesis of arbitraging the
delta between Iraq’s real risk and perceived risk —while a disparity should exist given different market sizes, and
other market dynamic differences, yet surely not on such a scale.

Table: Bottler comparisons

Net Income

Mkt Cap  Revenue Trailing 12 Trailing 12 Months Return on Equity
Company Country/Region P/E  (USD mn) Months (USD mn) (USD mn) (%)
BAGHDAD SOFT DRINKS Iraq 5.1 588 649 132 28.0
COCA-COLA ICECEK AS Turkey 1.0 3,688 4,298 392 26.1
EMBOTELLADORA ANDINA-A PREF Latin America 12.0 3,546 3,484 259 22.8
COCA-COLA FEMSA SAB DE CV Latin America 15.9 20,431 14,951 1,253 17.6
ARCA CONTINENTAL SAB DE CV Latin America 16.8 17,897 12,892 1,046 16.7
VARUN BEVERAGES LTD India 57.4 18,061 2,324 310 22.0

(Sonrce: Bloomberg, data as of July 4”)

On the company, Thomas notes: “We were able to visit the impressive plant factory of Baghdad Soft Drinks in
Al-Za’franiya on the outskirts of Baghdad. The plant manager showed us around various buildings where Pepsi,
mineral water, and other soft drinks were produced and packaged. The bottling lines did not differ from any soft
drink bottling plant in a developed country. Almost all of the machinery was from Germany and hardly any
people were doing manual work (except for the forklift drivers moving around the huge piles of bottles or cans)
since most of the jobs are computerised or done by robots. Needless to say, the factory was spotlessly clean. We
also saw workers from Turkey installing the newest machinery from Germany for the new production lines”.



IBSD Production Plant
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(Source: AFC Research)



We were taken there by Wassim Al Jzrawy, the CEO of Karmal Brokerage, a colleague and a friend with whom
the relationship goes back to 2013, when work first started on the Iraq investment thesis. The visit continued
thereafter by touring through Ishtar Sheraton Hotel, sandwiched between the picturesque Tigris River, and
“Firdos Squate” which became world famous on April 9%, 2003, when the toppling of Saddam Hussein’s statue
at that time was shown live on CNN. The hotel is currently undergoing a major refurbishment to meet the
strong demand for hotel rooms in Baghdad, as the country’s stability, subsequent rebuilding and its booming
economy are attracting foreigners, particulatly regional businesses investors seeking economic opportunities —or
“Go East, young person”, a modern day version of “Go West, young man” in the U.S. in the 19" century, that
embodied the massive economic opportunities during the westward expansion in the U.S. So much so, that
planes arriving today in Baghdad from Amman, Istanbul, Dubai, or Doha, (some of which have multiple daily
flights now), are normally full irrespective of the time of arrival. Increasingly, the inflow of tourists, with the
potential economic implications to cater for them, is taking place, as will be covered in the travel reports of our
tour of historic Iraq.

View from Ishtar Sheraton Hotel

(Source: AFC Reuzrc, left Ishtar Sheraton Hotel, top right Rmzzfé, bottom right Karkh —both as viewed from the roof of Ishtar
Sheraton)



Firdos Square, Karada, Baghdad

(Source: AFC Research, as viewed from the roof of Ishtar Sheraton)

Disclaimer

Abmed Tabagchali’s comments, opinions and analyses are personal views and are intended to be for informational purposes and
general interest only and should not be construed as individual investment advice or a recommendation or solicitation to buy, sell or
hold any fund or security or to adopt any investment strategy. It does not constitute legal or tax or investment advice. The information
provided in this material is compiled from sources that are believed to be reliable, but no guarantee is made of its correctness, is

rendered as at publication date and may change without notice and it is not intended as a complete analysis of every material fact
regarding Iraq, the region, market or investment.



