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OIL PRICE CONCERN
By Michael Leithead, Senior Portfolio Manager of the New Capital Wealthy Nations Bond Fund

High Level Overview
1) We’re in a period of cyclical adjustment to the oil price, we should not confuse this with
medium term equilibrium. We think the oil price will rise, however, the equilibrium price will be
substantially lower than in 2010-2014.
2) We think that once the oil price reaches equilibrium, the market will be in a better position to
evaluate the winners and losers from the lower oil price. GCC (Gulf Cooperation Council) is
the most competitive region from a cost of production standpoint and should be a winner in
the medium term, based on increased market share at a lower price.
3) The GCC’s problem is excess fiscal expenditure based on high oil prices, not the cost of
production (as per commercial producers). We think the GCC will adjust its fiscal policy to
make government finances more sustainable, but the adjustment will be in the medium term
view, not the short term. We are already seeing fiscal reforms in Saudi.
4) We think investors often confuse growth with ability to pay. Equity markets should be
concerned with growth, i.e. the magnitude of excess profits after debt. Credit markets should
be most concerned with the ability to pay, i.e. will equity holders get anything at all. For the
GCC we think the ability to pay is extremely high, although profitability will have obviously
fallen.
5) Valuations have overshot, Qatar 42 sovereign now trades in line with Hungary. Hungary is a
BB+ rated credit that has a history of fiscal problems. Qatar is an AA country with very low
levels of gross debt and negative net debt. This does not make sense with a medium term
view.
6) Portfolio focus is on the strategic sovereign and quasi sovereign entities which have the
greatest discounts and best access to financial resources, and as such are less cyclically
exposed.
To conclude, we believe this is a great time to add New Capital Wealthy Nations Bond Fund. If oil
prices go lower, this will clean out high cost producers even quicker. If oil price goes higher, GCC is
best positioned to capture market share.
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Thoughts on the Economics of the Oil Market
Cyclical adjustment, oversupply and no equilibrium yet: We think the low oil price has been
engineered by the Saudis in an attempt to win back market share that was being captured by nonOPEC producers. The GCC countries have the lowest cost of production by a substantial margin. It
costs the Saudis in the region of $7 to produce a barrel of oil, so the problem for the GCC is not the
profitability of production, but high fiscal expenditure. In terms of an oil price war, OPEC has a 60%
market share today vs. 50% one year ago, so this goes to show that it is winning back market share,
at the cost of short term fiscal deficits.
At the moment there is massive oversupply as unprofitable producers seek to generate cash,
however, we think once equilibrium is restored the price will rise, albeit modestly. We don’t believe
that sub $30 oil is a sustainable price level in the medium term, so it is important not to extrapolate
this too far into the future. Production in high cost regions (oil sands etc) are likely to be mothballed
and production growth will slow but this may take a year or more. Commercial oil producers are more
sensitive to oil prices and will be the ones forced to reduce unprofitable production. Ultimately, the
GCC has the greatest staying power in a price war and the greatest financial resources to weather the
short term pain. Since revenues are a function of price and volume, higher market share at a
marginally lower price, can restore a more healthy level of the oil receipts in the medium term.
The market is not looking through the short term risks and this represents an opportunity from a credit
perspective, where the question is sustainable ability to pay, not rate of growth as in the equity
markets. We think there are other countries around the world that are far more risky given the
slowdown in growth and much less substantial financial buffers.

New Capital Wealthy Nations Bond Fund Positioning
1. High average credit quality in the strongest GCC countries: Our exposure is to sovereign and
quasi sovereign issuers, i.e. the strongest issuers in the region (with AA/A ratings), and majority in
UAE and Qatar which have the most sustainable fiscal and external accounts, even at extremely
low oil prices.
Figure 1: Capacity to pay at a macro level

Source: IMF and EFG Asset Management, as at October 2015.
Our exposure is to large, strategic, monopoly entities which have a long term policy objective e.g.
sovereign wealth funds, gas transportation, or the sovereign themselves. These are AA/A rated
entities for a reason. If these entities were shut out of the market for any reason, they are highly
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likely to further receive the support of the sovereign should they require capital, or short term
finance. As such we do not believe they are exposed to the cyclical risk in the oil markets in the
same way as say US high yield or even the oil majors. At the same time valuations do not reflect
this.
2. 2015 adjustments: Outside our quasi sovereign entities, we have historically owned GCC banks.
These weathered the 2015 quite well and relative valuations looked expensive. We cut the
exposure to focus on the issuers with the greatest valuation cushion vs. their rating, e.g. Qatar as
above.
Figure 2: Region and credit quality exposure

Source: UBS Delta, EFG Asset Management as at end December 2015.

You will note that we have cut the low quality (BBB/BB) credit in MENA and the overall exposure is
substantially lower than in 2014.
3. Valuations: We think valuations at the long end of the GCC curve look particularly cheap with
credits priced for multi-notch downgrades. We think this is unrealistic in the medium term.
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Note: Past performance is not necessarily a guide to the future. Returns may increase or decrease as a result of currency
fluctuations. Performance is net of fees. Please refer to the Prospectus for further information on this Fund and prior to any
subscription.
Sources: New Capital Fund Management, Bloomberg. Unless otherwise stated all data as of 27 January 2016.
This document does not constitute and shall not be construed as a prospectus, public offering or placement of, nor a recommendation
to buy, sell, hold or solicit, any investment, security, other financial instrument or other product or service. It is not intended to be a final
representation of the terms and conditions of any investment, security, other financial instrument or other product or service. This
document is for general information only and is not intended as investment advice or any other specific recommendation as to any
particular course of action or inaction. The information in this document does not take into account the specific investment objectives,
financial situation, tax situation or particular needs of the recipient. You should seek your own professional advice (including tax advice)
suitable to your particular circumstances prior to making any investment or if you are in doubt as to the information in this document.
This document contains material that may be interpreted in the country in which this document has been communicated as a financial
promotion and/or advertisement in relation to investment services, securities or other investments. Accordingly, the information in this
document is only intended to be viewed by persons who fall outside the scope of any law that seeks to regulate financial promotions
and/or advertisements in the country of your residence or in the country in which this document has been communicated. If you are
uncertain about your position under the laws of the country in which this document has been communicated then you should seek
clarification by obtaining legal advice.
Although information in this document has been obtained from sources believed to be reliable, no member of the EFG group represents
or warrants its accuracy, and such information and/or investment research may be inaccurate, incomplete or condensed. Any opinions
in this document are subject to change without notice. This document may contain personal opinions which do not necessarily reflect
the position of any member of the EFG group. To the fullest extent permissible by law, no member of the EFG group shall be
responsible for the consequences of any errors or omissions herein, or reliance upon any opinion or statement contained herein, and
each member of the EFG group expressly disclaims any liability, including (without limitation) liability for incidental or consequential
damages, arising from the same or resulting from any action or inaction on the part of the recipient in reliance on this document.
The value of investments and the income derived from them can fall as well as rise, and any reference to past performance is no
indicator of current or future performance. Any past performance data for collective investment schemes may not take account of the
commissions and costs incurred on the issue and redemption of shares. Income from an investment may fluctuate. Investment products
may be subject to investment risks involving, but not limited to, possible loss of all or part of the principal invested. The risk of loss from
investing in commodity and financial futures, foreign exchange contract securities, warrants and index contracts and options can be
substantial.

The publication or availability of this document in any jurisdiction or country may be contrary to local law or regulation and persons who
come into possession of this document should inform themselves of and observe any restrictions. No distribution of this information to
anyone other than the designated recipient is intended or authorized. This document may not be reproduced, disclosed or distributed (in
whole or in part) to any other person without prior written permission from an authorised member of the EFG group.
The information contained in this document is merely a brief summary of key aspects of the New Capital UCITS Fund plc (the “Fund”).
More complete information on the Fund can be found in the prospectus or key investor information document, and the most recent
audited annual report and the most recent semi-annual report. These documents constitute the sole binding basis for the purchase of
Fund units. Copies of these documents are available free of charge and may be obtained at the registered office of the Fund at
George’s Court, 54-62 Townsend Street, Dublin 2, Ireland; in the United Kingdom from the facilities agent EFG Asset Management (UK)
Limited (“EFGAM”), Leconfield House, Curzon Street, London W1J 5JB, United Kingdom; in Germany from the German information
agent, HSBC Trinkaus & Burkhardt AG, Königsallee 21/23, 40212 Düsseldorf, Germany; in France from the French centralizing agent,
Societe Generale, 29, boulevard Haussmann – 75009 Paris, France; in Luxembourg from the Luxembourg paying agent, HSBC
Securities Services (Luxembourg) S.A., 16 boulevard d’Avranches, L-1160 Luxembourg, R.C.S. Luxembourg, B28531; in Austria from
the Austrian paying and information agent, Erste Bank der oesterreichischen Sparkasse AG Graben 21, 1010 Vienna, Austria; in
Sweden from the Swedish paying agent, MFEX Mutual Funds Exchange AB, Linnégatan 9-11, 11 447 Stockholm, Sweden; and in
Switzerland from the Swiss representative, CACEIS (Switzerland) SA, Chemin de Précossy 7-9, CH-1260 Nyon and the paying agent,
EFG Bank AG, Bahnhofstrasse 12, PO Box 2255, 8022 Zurich.
Hong Kong
The contents of this document have not been reviewed nor endorsed by any regulatory authority in Hong Kong. Hong Kong residents
are advised to exercise caution in relation to this offer. An investment in the Fund may not be suitable for everyone. If you are in any
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doubt about the contents of this document, you should consult your stockbroker, bank manager, solicitor, accountant or other financial
adviser for independent professional advice. The Fund is not authorised by the Securities and Futures Commission (“SFC”) in Hong
Kong pursuant to Section 104 of the Securities and Futures Ordinance (Cap 571, Laws of Hong Kong) (“SFO”). This document has not
been approved by the SFC in Hong Kong, nor has a copy of it been registered with the Registrar of Companies in Hong Kong and, must
not, therefore, be issued, or possessed for the purpose of issue, to persons in Hong Kong other than (1) professional investors within
the meaning of the SFO (including professional investors as defined by the Securities and Futures (Professional Investors) Rules); or
(2) in circumstances which do not constitute an offer to the public for the purposes of the Companies Ordinance (Cap 32, Laws of Hong
Kong) or the SFO. This document is distributed on a confidential basis and may not be reproduced in any form or transmitted to any
person other than the person to whom it is addressed. No interest in the Fund will be issued to any person other than the person to
whom this document has been addressed and no person other than such addressee may treat the same as constituting an invitation for
him to invest.
Singapore
The Fund is not authorised or recognised by the Monetary Authority of Singapore (the “MAS”) and the Shares are not allowed to be
offered to the Singapore retail public. Moreover, this document, and any other document or material issued in connection with the offer
or sale is not a prospectus as defined in the SFA. Accordingly, statutory liability under the Securities and Futures Act, Chapter 289 of
Singapore (“SFA”) in relation to the content of prospectuses would not apply. You should consider carefully whether the investment is
suitable for you.
This document has not been registered as a prospectus by the MAS, and the offer of the Shares is made pursuant to the exemptions
under Sections 304 and 305 of the SFA. Accordingly, the Shares may not be offered or sold, nor may the Shares be the subject of an
invitation for subscription or purchase, nor may this document or any other document or material in connection with the offer or sale, or
invitation for subscription or purchase of the Shares be circulated or distributed, whether directly or indirectly, to any person in
Singapore other than under exemptions provided in the SFA for offers made (a) to an institutional investor (as defined in Section 4A of
the SFA) pursuant to Section 304 of the SFA, (b) to a relevant person (as defined in Section 305(5) of the SFA), or any person pursuant
to an offer referred to in Section 305(2) of the SFA, and in accordance with the conditions specified in Section 305 of the SFA or (c)
otherwise pursuant to, and in accordance with, the conditions of any other applicable provision of the SFA.
Where the Shares are acquired by persons who are relevant persons specified in Section 305A of the SFA, namely:
a) a corporation (which is not an accredited investor (as defined in Section 4A of the SFA) the sole business of which is to hold
investments and the entire share capital of which is owned by one or more individuals, each of whom is an accredited investor; or
b) a trust (where the trustee is not an accredited investor) whose sole purpose is to hold investments and each beneficiary of the trust is
an individual who is an accredited investor,
the shares, debentures and units of shares and debentures of that corporation or the beneficiaries’ rights and interest (howsoever
described) in that trust shall not be transferred within six months after that corporation or that trust has acquired the Shares pursuant to
an offer made under Section 305 of the SFA except:
1. to an institutional investor or to a relevant person as defined in Section 305(5) of the SFA, or which arises from an offer referred to in
Section 275(1A) of the SFA (in the case of that corporation) or Section 305A(3)(i)(B) of the SFA (in the case of that trust);
2. where no consideration is or will be given for the transfer; or
3. where the transfer is by operation of law.
The offer, holding and subsequent transfer of Shares are subject to restrictions and conditions under the SFA. You should consider
carefully whether you are permitted (under the SFA and any laws or regulations applicable to you) to make an investment in the Shares
and whether any such investment is suitable for you and you should consult your legal or professional advisor if in doubt.
This document has been produced by EFG Asset Management (UK) Limited for use by the EFG group and the worldwide subsidiaries
and affiliates within the EFG group. EFG Asset Management (UK) Limited is authorised and regulated by the UK Financial Conduct
Authority, registered no. 7389746. Registered address: EFG Asset Management (UK) Limited, Leconfield House, Curzon Street,
London W1J 5JB, United Kingdom, telephone +44 (0)20 7491 9111.
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