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Executive Summary
The Kurdistan Region of Iraq is facing a series of
almost unprecedented challenges. Its economy, its
relations with Baghdad, and its own internal politics
are all in turmoil. There are major problems concerning
the physical ability to deliver oil—and eventually gas—
to market and issues concerning the corruption that
surrounds such income. As it seems ever more plausible
that strains in relations with Baghdad will prompt the
government in Erbil to issue a formal declaration of
independence, so it becomes ever more questionable
how an independent Kurdish state in what is now
northern Iraq will be able to cope with increasingly
problematic conditions in Turkey, prospective pressure
from Iran, and an antagonistic Iraq.
In core energy terms, two interrelated sets of problems
predominate. The first concerns the general problem
with Baghdad regarding the export of crude oil via
the Turkish port of Ceyhan, the specific problem of
crude oil produced at Kirkuk, and the way in which
oil revenues accrue to Baghdad and Erbil. The second
is that the Kurdistan Region of Iraq faces a crucial
problem in that both its economy and government
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revenues overwhelmingly depend on export-oriented
oil and gas development, but this development is
threatened by security risks along the major export
route in Turkey.
These issues all have to be tackled at a time when
the very structure of government in both Erbil and
Baghdad is severely constrained by polarization
in Kurdistan and by constant feuding in Baghdad
that is making it difficult, if not impossible, to form
a new broad-based cabinet. Moreover, the regional
background remains far from encouraging with the
multinational coalition making only slow progress in
the wars against the Islamic State of Iraq and al-Sham
(ISIS) in Iraq and Syria, and with ISIS continuing to
attack energy installations in federal Iraq and to
threaten hydrocarbon fields under Kurdish control.
Amidst all this, the Kurdistan Regional Government
must continue to develop a viable economy capable
of meeting the needs of its own six million people and
of some 1.5 million refugees and displaced persons.

1
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Introduction
In current uncertain economic, political, and security
conditions, diversification of Kurdish energy markets is
essential. Turkey remains by far the best export route
in terms of Kurdish, regional, and European energy
security, but a deterioration of security conditions
inside Turkey, and particularly in southeastern
Turkey, means there must be a renewed focus on
ensuring the smooth development of both oil and
gas exports via Turkey. This, in turn, means a focus
on the resumption of talks between the Turkish
government and Turkey’s own Kurdish communities.
With the Turkish government focused on a purge
of supposedly Gülenist elements in Turkish society
following the abortive military coup of July 15-16, 2016,
it is hard to assess whether Ankara currently has either
the capacity to prosecute its war with the Turkish
Kurdistan Workers Party (PKK) in the manner that
characterized the previous twelve months, or whether
it has any inclination to resume the peace process
with the rebel Kurdish fighters of the PKK that came
to such an abrupt end in July 2015.

2

It also means that the KRG needs to assess all other
options. The primary focus—even in the event of a
Kurdish declaration of independence—should be
on the restoration of working relations with federal
Iraqi authorities so Kurdish energy resources can be
supplied to other Iraqi regions, both directly in the
form of gas supplies and indirectly as generated power.
Under current political circumstances, this constitutes
a quid pro quo for the resumption of a consistent flow
of federal Iraqi revenues to Erbil; with independence,
it constitutes a key element in ensuring diversity of
export options.
The Kurdistan Regional Government (KRG) is currently
exploring the possibility of oil and gas exports via Iran.
Such exports could prove useful, indeed vital, in the
event of a breakdown in security conditions in Turkey
and adjacent regions of Iraq. However, they will need
to be assessed in an extremely delicate political and
energy security context.
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Looking for a Bailout: The Immediate Situation as of
August 1, 2016
The Kurdish economy has been hit by a triple
whammy: the decline in oil prices; the loss of revenue
due to temporary closures of the Kirkuk-Ceyhan
oil pipeline; and serious problems confronting oil
companies operating in the Kurdistan region—notably
Gulf Keystone (GKP), which has seen the value of its
shares collapse to just 1 percent of their value four
years ago, and Genel Energy, which is now coping with
a major downward revision to its reserve estimates. In
addition, medium-term prospects for developing gas
exports are threatened by the same unrest that caused
a three-week outage on the Kirkuk-Ceyhan oil pipeline
in February and March 2016.
The cumulative effect of these factors is that the KRG
in Erbil is short on money to pay both the energy
companies producing the oil on which the government
relies for revenues and its own employees; to develop
the infrastructure and services required for the region’s
own estimated six million people; and to cope with
the influx of some 1.5 million refugees and displaced
persons fleeing the wars in Syria and elsewhere in Iraq.
In an ideal world, the KRG would at least have a working
relationship with the federal government of Iraq in
Baghdad to secure a steady flow of income as agreed
upon in previous accords. But these relations have
collapsed, not least because of government paralysis
in Baghdad as Prime Minister Haider al-Abadi seeks to
secure support for a new and primarily technocratic
cabinet, and there seems to be little prospect of a
return to anything like a working relationship between
Erbil and Baghdad in the near future.
But while this estrangement might be expected to
bring a formal declaration of independence ever
nearer, the region’s current economic constraints,
exacerbated by recurrent problems concerning the
development and export of oil and gas, militate against
any immediate move to proclaim an independent
Kurdish state in northern Iraq.
In cash terms, the bottom line is that KRG’s spending
is running far ahead of its actual income. However,
the size of this gap is unclear, both because of the
volatility of monthly income, derived overwhelmingly
from oil exports, and because of the lack of precise,
undisputed figures for actual government expenditure.
On January 24, 2016, KRG Minister of Municipalities
and Tourism Newroz Mawlood Amin said expenditures
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in 2015 totaled more than $12.4 billion, while income
amounted to at least $9.5 billion.
Addressing the Atlantic Council’s Energy & Economic
Summit in Istanbul on November 20, 2015, KRG
Minister of Natural Resources Ashti Hawrami said:
“We faced huge budget deficits in the first half of
this year because we only received around 2 billion
dollars of the expected 7 billion dollars of oil income
[from Baghdad]. We therefore needed to sell our oil
by ourselves.”
Hawrami added: “We couldn’t make payments to
around 1.4 million public servants for three to four
months in the first half of this year. But by selling our
oil by ourselves we earned twice as much as we could
have earned from the oil deal with Baghdad. We have
therefore at least been able to resume monthly civil
servant salaries, although some months still remain
unpaid. We are in a relatively better condition now.”1
At the end of 2014, the year that witnessed the start
of the collapse in oil prices, which has proved so
detrimental to the Kurdish budget and economy, one
major report on Kurdistan’s oil and gas noted: “The KRG
would need to export 600,000 [barrels per day (b/d)]
at $100 a barrel to meet its budgetary needs.”2 Such
calculations would imply an ideal budget of some $21.9
billion a year or $1.825 billion per month. In practice,
the KRG has never secured anything approaching such
revenue volumes. Even during its best six-month income
period, covering the second half of 2015, its monthly oil
revenues averaged only $629 million, barely a third of
the putative 2014 requirement.
The KRG appears to have resigned itself to the need
to operate on a much tighter rein. Thus, Deputy
Prime Minister Qubad Talabani, during a visit to
Washington to secure financial assistance from a
cluster of international organizations and countries,
said on April 14, 2016, that the current KRG budget
deficit was running at $400 million per month and

1

Ashti Hawrami, “Address to the Atlantic Council’s Energy
and Economic Summit,” Istanbul, November 20, 2015;
See also, Hurriyet Daily News, “KRG plans 10 bcm in
natural gas exports to Turkey in two years,” November,
20, 2015, http://www.hurriyetdailynews.com/Default.
aspx?pageID=238&nid=91471&NewsCatID=348.

2

The Oil & Gas Year; Kurdistan Region of Iraq 2014, “Budget
estimates,” Wildcat International, p. 27, www.oilandgasyear.
com. Note: barrels per day are denoted b/d.
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that this deficit needed to be reduced to $100 million
per month. If it is assumed that the government is
anticipating revenues of around $600 million per
month, this seems to imply that government spending
is currently running at around $1 billion per month. But
these assumptions are untested. In reality, oil revenues
have fallen short of this level in the first quarter of
2016, while the KRG’s inability to pay oil companies
and other debtors in full and on time means that, in
effect, government spending is largely being limited
by allowing government debt to rise. It might be more
sensible to assume that the government really requires
an income of around $1.2 billion per month to meet its
minimum obligations, and that it is this kind of figure
that has to be set against oil revenues of $650 million
in January 2016, $303 million in February, $557 million
in March, $376 million in April, and $391 million in May.
The budget shortfall means that the KRG is therefore
looking to such bodies as the World Bank, the
International
Monetary
Fund
(IMF), the US government, and
the European Union to provide
a financial bailout. Moreover,
this financial crisis is occurring
against an extremely complex
political and security backdrop.
Political questions are dominated
by two extremely difficult issues:
the character and composition of
the regional government and the
question of whether, or when, the
region should formally proclaim its
independence. Since this paper is
essentially focused on prospects
for hydrocarbon development in
the Kurdistan Region of Iraq (KRI), the single domestic
political point to be made is that an effective regional
government in Erbil is required in order to ensure the
implementation of a major reform program capable of
tackling the extremely severe economic conditions the
region now faces.

epitomized by the recent arrest of the governor and
deputy governor of the KRG’s central bank in April on
suspicion of corrupt practices involving contractors’
bank checks and by allegations of corruption leveled
against a number of prominent KRG leaders. On
March 1, 2016, KRG President Masoud Barzani issued
a statement declaring that “fighting corruption and
implementing [reforms] is a sacred national duty, an
urgent project, and requires support from the people
of Kurdistan.”3 Likewise, the head of the Kurdistan
Region Integrity Committee, Ahmed Anwar, describing
a session of this new anticorruption body, declared:
“All participants agreed that the danger of corruption
is no less than the threat of terrorism. If we do not face
corruption, this disease might cause [bigger] problems
in the Kurdistan Region if not [properly] dealt with.”4
Whether corruption can be tackled effectively is
a matter of severe controversy, given the intimate
relationship between control of oil revenues and
control of patronage in the KRI.
On May 17, Barzani issued an
arrest warrant for Chrakhan Rafiq,
the former wife of KRG Natural
Resources Minister Ashti Hawrami,
over corruption and misuse of
public funds. Ms. Rafiq was out of
Iraq at the time and has denied
the allegations. In January 2016,
Kurdish media reported that KRG
authorities had seized assets
worth $250 million from Ms. Rafiq.

An effective
regional
government in
Erbil is required in
order to ensure the
implementation
of a major reform
program . . .

The government’s income is, at present, sufficient to
ensure that at least some payments can be made to
the oil companies operating in the KRI. However, in
order to ensure the dependability of such payments,
there has to be stability concerning the current levels
of exports dispatched via Ceyhan and, if possible, a
genuine reform program to ensure both regularity and
transparency in payments to the companies.

The Corruption Issue
Such a program would, of course, have to tackle
systemic corruption within the KRG administration,

4

Controversy
concerning
corruption is likely to intensify
in the wake of the polarization
of the KRI’s politics, with the new Patriotic Union
of Kurdistan-Movement for Change (PUK-Gorran)
alliance likely to use corruption as a major weapon
in its efforts to counter the Kurdistan Democratic
Party’s (KDP’s) recent supremacy in KRI. However,
the prospect that either the PUK-Gorran alliance or
the KDP will, in practice, move to root out endemic
corruption, as opposed to sacrificing some individual
officeholders as a demonstration that something is
being done, still appears to be remote. The need to
combat corruption was one of the main reasons why
Gorran broke away from the PUK in 2009, but with the
May 2016 reconciliation the contest between the PUKGorran alliance and the KDP is much more likely to
3

Mewan Dolamari, “Head of Kurdistan Region Central Bank
arrested,” kurdistan24.net, April 13, 2016, http://www.kurdistan24.
net/en/news/ec092a9d-373f-4075-af0d-26567a050d55/Headof-Kurdistan-Region-Central-Bank-arrested.

4

Ibid.
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Map 1. The KRI: Major Pipelines and Oil and Gas Fields
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be about control of government, and thus patronage,
than about real reform in the KRI.
It should be noted that corruption is also a major
problem for Baghdad, with particular ramifications
in regard to its dealings with Erbil. In April, federal
authorities arrested the former director general of the
state-run North Oil Company (NOC) and around two
dozen other people, with one source saying that they
could be charged “with using a fake company to bilk
the government out of millions of dollars.”5 The move
came a few weeks after the Iraqi authorities, in the
wake of the reopening of the line to Ceyhan, issued
instructions that the NOC should not use the line for
export. This affected some 150,000 b/d of output from
the Avana Dome of the Kirkuk field, and the nearby
Khabbaz and Janbur fields. It was the prime reason
why KRG oil exports in April 2016 totaled around
500,000 b/d (the precise amount was 511,888 b/d),
rather than the 650,000 b/d the KRG authorities
consider to be the norm in months when the Ceyhan
line is operating smoothly.6
5

Iraq Oil Report, “Corruption bust nets Oil Ministry
management,” April 20, 2016, http://www.iraqoilreport.com/
news/corruption-bust-nets-oil-ministry-management-18687/.

6

This paper generally uses the Iraq Oil Report as its source for
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Kirkuk

Khor Mor

IRAN
IRAQ
Security Issues
Security issues concern threats on several fronts: direct
confrontation with the Islamic State of Iraq and alSham (ISIS); Turkish military intervention in the north
of KRI in order to assault Turkish Kurdistan Workers
Party (PKK) forces who have based themselves there;
tensions along the Iranian border where Iranian forces
have taken up positions within the KRI, arguing that
the KRG’s Peshmerga forces are incapable of keeping
order there; and ongoing tensions and occasional
clashes with security forces supported by the federal
government in Baghdad or Shia militia forces acting
on their own initiative.
From a KRG perspective, it seems possible to argue
that the ISIS threat may be the least important. The
KRG’s own Peshmerga forces are involved in USbacked coalition efforts that appear to be making
some progress in pushing ISIS back toward Mosul from
positions near the boundaries of the Kurdistan Region
of Iraq. And, indeed, they have taken casualties in fierce
clashes in villages near Mosul. ISIS does remain active
specific KRG oil output and export figures. One article—Patrick
Osgood, Kamaran Al-Najar, and Ben Lando, “Kirkuk crude shut
in despite export pipeline restart,” Iraq Oil Report, March 15,
2015—is particularly relevant.
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Peschmerga forces in June 2014. Photo credit: Enno Lenze/Flickr.

on the southwestern approaches to Kirkuk, threatening
areas controlled by Peshmerga forces. But they no
longer seem to pose a direct threat to the Kurdistan
region itself. ISIS forces damaged the Khabbaz oilfield
in 2015 and may have been responsible for a fire at
Khabbaz on April 5, 2016. A series of ISIS assaults on
July 30, 2016, briefly put the Bai Hassan field, operated
by the federally owned (but now KRG-controlled)
North Oil Company, out of action, along with a nearby
gas processing plant. Production was resumed by
August 2, initially at a rate of around 100,000 b/d
compared to pre-attack output of around 170,000 b/d.
Potentially more serious, at least in the long run, are
the regular standoffs with either federal government
forces or Shia militiamen in lands bordering the south of
KRI, not least near Kirkuk. And while both Kirkuk itself
and the entirety of the giant Kirkuk oilfield is currently
under Peshmerga control, there is no likelihood that
any government that may emerge in Baghdad will
accept the status quo, particularly in the event of the
KRG declaring independence. Baghdad continues to
regard both the city and the bulk of the Kirkuk oilfield
as falling rightfully under its authority, although since
the rise of ISIS caused a collapse of federal forces in
the area, it is the KRG and its Peshmerga forces that
have exercised de facto control. Kirkuk thus remains
a massive bone of contention between the KRI and
Baghdad with its long-term future intimately bound up

6

with Kurdish aspirations for independence. However, in
July 2016 a major effort was reported to be under way
to try to resolve the immediate question of North Oil
Company production in areas controlled by Kurdish
forces but not acknowledged by Baghdad to be part
of the KRI.7
In the north of KRI, where PKK fighters have set up
mountain bases from which they can strike back
into Turkey, the KRG faces a problem that is as much
diplomatic as military-related. On the one hand, it has
to stand by while Turkish warplanes—and sometimes
intruding Turkish troops—wage war in territory that
is supposed to be under KRG control; on the other,
it has to hope that the PKK fighters will not become
embroiled in the politics of the Kurdistan Region of
Iraq. For while the PKK fighters still look to Marxist
principles and rely on continuing practical support
from Moscow, the KRG’s thinking remains shaped by
the need to maintain good relations with both the US
and Turkish governments.

The Domestic Front
There is little or no political consensus within Kurdistan
beyond a shared aspiration that the region should

7

See Patrick Osgood, “New talks aim to break Kirkuk oil impasse,”
Iraq Oil Report, July 20, 2016, http://www.iraqoilreport.com/
news/new-talks-aim-break-kirkuk-oil-impasse-19380/.
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become an independent state. Tribal loyalties ensure
that the Kurdish Democratic Party is still led by the
Barzani family and the Patriotic Union of Kurdistan by
the Talabani family. Both have their own Peshmerga
forces and in the 1990s fought a four-year civil war,
which was resolved only through an uneasy powersharing arrangement. Since then, the PUK has
generally had to take second place to the KDP in Erbil
politicking, while the creation of the Gorran movement
by disaffected PUK elements in 2009 had, by 2013,
reduced it to third place in parliamentary support.
However, the PUK still remains a strong and coherent
force in its own heartlands along the border with Iran.
Until 2014, the PUK was the KDP’s principal partner in
governing Kurdistan. But in that year the KDP formed
a brief alliance with Gorran, a party formed in 2009
by the former deputy leader of the PUK, Nawshirwan
Mustafa, which overtook the PUK in the 2013 Kurdistan
parliamentary elections. That poll saw the KDP secure
thirty-eight of the Kurdistan National Assembly’s one
hundred eleven seats, followed by Gorran with twentyfour and the PUK with eighteen. In the autumn of 2015,
the KDP-Gorran alliance collapsed in the wake of KDPbacked moves to extend the presidency of Masoud
Barzani beyond the end of his scheduled term. In
October 2015, subsequent moves were made by KDP
security forces to prevent the speaker of parliament,
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Gorran’s Yusuf Mohammed Sadiq, from entering Erbil;
this was followed by the dismissal of Gorran ministers
from the KRG. The Kurdistan National Assembly has
not met since then, with Gorran insisting that it be
reconvened without any preconditions and with the
KDP apparently loathe to permit a reconvening until it
is clear that the assembly will endorse an extension to
the Barzani presidency.
On May 17, Gorran and the PUK announced a new
alliance that called for the reconvening of parliament
without preconditions, and that also stated that
while both parties supported independence for the
Kurdistan region, any move to hold an independence
referendum would first have to be approved by the
Kurdistan National Assembly. The agreement also
allowed for the creation of a joint list of candidates in
parliamentary elections due next year. In 2013, the two
parties jointly outpolled the KDP, but the KDP was the
largest party with 743,984 votes to Gorran’s 476,736
votes and the PUK’s 350,500 votes.
The new alliance threatens the KDP’s dominance of
Kurdistan politics as never before. What remains far
from clear, however, is how this challenge will play
out given the Gorran’s and PUK’s opposition to a
continuing Barzani presidency and the KDP’s de facto
control of most elements of government in Kurdistan.
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The Reliance of the Kurdistan Regional Government
and the Regional Economy on Oil and Gas
Oil receipts constitute the overwhelming majority
of KRG revenues. But these have proved volatile
for three main reasons: revenue-sharing disputes
with the federal government in Baghdad; the fall in
international oil prices; and disruption to the export
pipeline carrying Kurdistan crude to the Turkish port
of Ceyhan. On a more positive note, the fact that the
KRI’s oil and gas resources are largely being developed
by private companies operating on
production sharing agreements
(PSAs) has contributed to a
degree of flexibility, since the
companies have a significant
incentive to weather the trials and
tribulations besetting the region
and its government.
In December 2014, the KRG and
Baghdad appeared to have at
least temporarily resolved their
differences with an agreement
that Erbil believed would ensure it
would receive some 17 percent of
revenues from all Iraqi oil export
sales, including oil produced in
Kurdistan as well as in federal Iraq.
The agreement did not work out.
In the first six months of 2015, the
federal government secured $26.7
billion in oil export earnings, but
passed on to Erbil just $1,986.7
million, less than half the amount
to which Erbil considered itself
entitled.

While the resort to
direct exports more
than compensated
for the fall in oil
prices during the
year . . . it was
not sufficient to
meet KRG’s two
biggest domestic
obligations: its
estimated $730
million per month
wages bill . . . and
payments due to
the companies
developing
Kurdistan’s oil.

On June 24, 2015, the KRG
therefore moved to organize its
own sales of oil produced in Kurdistan or from wells in
the Kirkuk region under its control. The improvement
was instantaneous, with revenues from June 24 to
December 31 totaling $3,949.7 million. In volume
terms, from July 1 to December 31, 2015, the KRG
exported around 565,000 b/d by pipeline to Ceyhan,
while truck shipments, which had averaged 11,900 b/d
up to June 24, fell to below 2,000 b/d throughout the
second half of the year.
While the resort to direct exports more than
compensated for the fall in oil prices during the year
(these had averaged $60 per barrel in the first twentyfive weeks of 2015, but were down to $47 for the
8

period covering direct KRG sales), it was not sufficient
to meet KRG’s two biggest domestic obligations: its
estimated $730 million per month wages bill (some
1.3 million people are on the government payroll in a
territory whose total population is estimated at around
7.5 million) and payments due to the companies
developing Kurdistan’s oil. Payments to both groups
remained subject to severe delays. By March 2016,
civilian pay was reported to be
commonly running four months
late, even as the government
began a major program to lay off
staff. And on April 3, the head of
the Kurdistan region’s Security
Council, Mansour Barzani, said
the region’s Peshmerga forces
had also not been paid for four
months.
While 2016 might appear to have
started brightly, with oil export
receipts of around $650 million
in January, they plummeted the
following month to just $303
million, essentially because the
pipeline to Ceyhan was cut on
February 16 (some reports say
February 17) and flows did not
resume until March 11. Yet, it should
be noted that such figures do not
represent the true value of actual
exports, since they consisted
of pre-payments by oil traders
handling Kurdish exports who had
committed to providing such sums
in exchange for receiving specific
volumes of crude. An investigation
by Iraq Oil Report concluded that the true value of
Kurdish oil exports in January was around $400 million
and in February around $259 million. The $250 million
gap in January and the $44 million gap in February
become, in effect, debts that the KRG will have to
repay to the traders at some stage. While the pipeline
was out, one senior Kurdish source said: “We‘re losing
$13 million to $14 million a day. And without this the
government cannot pay the Peshmerga or government
salaries.”8

8

Senior Kurdish source, Briefing to the author, February 29, 2016.
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Although official figures appeared to show some kind
of a recovery in March, with the government receiving
$557 million in trader pre-payments, far above the
value of actual oil exports for the month given the
pipeline closure, the accuracy of KRG statements
concerning income receipts has been challenged. Thus,
Ali Hama Salih of the Gorran party said in April that
the government had actually acknowledged receiving
$1,871 million in revenues from pipeline exports in the
first three months of 2016, some $361 million more
than the pre-payment totals. A more important charge,
however, was that the government had disclosed only
some $800 million in spending, in this case salary
payments for January and February. As a result, Salih
claimed, “about $1.071 billion is missing.”9 In fairness
to the KRG, Salih’s charges concerned three months
of income but just two months of spending. But that
is not what counts: it is the populist slogan that the
region’s government has failed to account for a billion
dollars at a time when cash is short that impacts both
the popular and political imagination.
As for oil income in 2016, the Middle East Economic
Survey (MEES) reported in July that monthly payments
from buyers had averaged $453 million in the first half
of 2016 and that, for the year as a whole, the KRG’s
oil export earnings were set to total $5.44 billion,
a 3 percent increase on 2015. However, the MEES
report also noted that “with buyers having overpaid
by around $200 [million] in advance payments so far
this year, revenues would fall below 2015 levels if these
debts are called in over the coming months.”10
Kurdistan has never enjoyed real financial stability, but
there was a point in 2015 when it looked as if it might
have a chance of achieving a degree of stability, so long
as it could sustain export flows of around 600,000
b/d and curb government spending by reducing
the government’s payroll and subsidies. The KRG’s
problems on both fronts are not only exacerbated by
low oil prices but also by the drying up of investment
in the wake of diminishing returns for oil companies
operating in Kurdistan.
In 2015, the World Bank noted that Kurdistan was
failing to secure the kind of inward investment that
might enable it to ride out the current downturn in
its fortunes. In 2014, foreign investment all but dried
up, with the bank noting that “the combination of the
9

Millet Press, “MP: Over $1 billion from Iraqi Kurdistan Oil
Revenue Missing in 1st Quarter of 2016,” April 7, 2016, http://
www.milletpress.com/Detail_EN.aspx?Jiamre=713&T=MP:%20
Over%20$1%20billion%20from%20Iraqi%20Kurdistan%20Oil%20
Revenue%20Missing%20in%201st%20Quarter%20of%202016.

10

MEES, “KRG Crude Revenues Set To Edge Higher For 2016,”
vol. 59, no. 28, July 15, 2016.
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ISIS crisis and the (Baghdad) budget freeze has had
a chilling effect on all investment, which has declined
by two-thirds so far in 2014.” It added that national
investment had fallen by more than 50 percent since
2013 and foreign investment by more than 90 percent.
It continued: “Particularly striking is the decline in the
share of foreign investment between 2013 and 2014
from more than 40% to 5% as a consequence of the
uncertain political and economic climate.”11

Aid Negotiations
The KRG’s dire financial straits have led to agreements
and negotiations with a host of institutions to help
improve its finances.
In April 2016, a high level delegation led by KRG Deputy
Prime Minister Qubad Talabani visited Washington
for talks with the International Monetary Fund, the
World Bank, and the US government. It was seeking
to ensure that the IMF’s discussions on a $15 billion
funding package to Iraq would take KRI-specific issues
into consideration. A KRG spokesman said on April 16
that Kurdistan should not only receive 17 percent of
this aid, equivalent to around $2.55 billion, but extra to
compensate for Baghdad’s failure to honor previous 17
percent commitments. “The sum must be more than
this (17 percent), because from the beginning of 2014
until now Baghdad has not paid Erbil’s budget,” the
spokesman, Safeen Dizayee, said.12 On May 19, federal
Finance Minister Hoshyar Zebari announced that
the IMF had agreed to lend Iraq $56.4 billion to help
restore public finances hit by the fall in oil prices. There
was no immediate word on whether any of this would
be passed on to Erbil.
During his visit, Talabani said the KRG delegation also
met with European Union officials in Washington to
seek economic support.

US Aid
For its part, the United States is currently implementing
an aid package. Defense Secretary Ashton Carter
originally announced this as totaling $415 million;
however, several reports from Erbil, citing an official
source in the United States, reported on April 19, 2016,
that the United States would actually be committing
twice as much. The reports indicated the additional
funds would be used to form two new Peshmerga
brigades, each numbering 2,100, for the campaign to
11

World Bank, The Kurdistan Region of Iraq: Assessing the
Economic and Social Impact of the Syrian Conflict and Isis
(Washington, DC, 2015).

12

Zehlwan Z. Wali, “Erbil says it is entitled to more than $2.5bn of
IMF funds for Iraq,” Rudaw.net, April 16, 2016, http://rudaw.net/
english/kurdistan/160420162.
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take Mosul from ISIS, with funding coming out of a
larger package for the whole of Iraq.
At the same time, Russia and France are also being
tapped for military supplies, with former Kurdistan
Prime Minister Barham Salih requesting increased
military assistance during a visit to Moscow in midApril 2016. Also in April, in Erbil, French Defense
Minister Jean-Yves Le Drian promised the Peshmerga
would receive a weapons delivery in June.
In addition, as the Kirkuk-Ceyhan pipeline came back
on stream on March 11, Turkey was reported to have
dispatched a $200 million emergency aid package to
help the KRG cope with the loss of oil export revenues
due to the outage. However, as the following section
explains, this might be because it was the Turkish
authorities who closed down the line in February.

The KRG and Kurdistan utilities are also in debt to
external partners, notably Turkey and Iran. As of
December 2014, the KRG was reported to owe Turkey
$2 billion and private lenders a further $1 billion.
In public, the KRG accepts the need for reform. “We
have to cut subsidies and shed workers. That’s what’s
happened in the Gulf states and they have more
money than us. And we’re subject to the same market
pressures as they are—only it’s taking us longer to
realize it,” one Kurdish source said.13
But with the region’s political process in deadlock, and
with corruption undermining society, the formation
of a new government that is both willing and able
to tackle such politically charged issues is far from
certain.
13

10

Briefing to the author, February 29, 2016, op. cit.
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The Core Issue: Turkish Transit
Turkey’s Kurdish Policies
For the KRG, the most important issue is the security
of energy transit through, and sales to, Turkey. The
overriding question is whether this can be guaranteed
so long as the Turkish government remains, in effect,
in a state of war within Turkey itself.
The pipeline from Kirkuk to Ceyhan constitutes the
KRG’s revenue lifeline, while its plans for further
development depend largely on plans both to expand
oil exports through this line and to develop a gas
export program that would deliver an initial 10 billion
cubic meters per year (bcm/y) to Turkey within two
or three years and some 20 bcm/y in the early 2020s.
However, the resumption of open
warfare between the Turkish
government and the forces of
the PKK in Turkey is having major
repercussions for the finances of
the KRG, whose need to maintain
good relations with Ankara is
increasingly leading the militant—
and military—PKK element of
Turkey’s Kurds to regard the KRG
as an antagonist, if not an outright
enemy.

The lack of information and the length of time it took
to get the line back into service prompted some
Western commentators to suggest that Ankara might
be getting nervous about Iraqi Kurdistan’s increasing
autonomy, with one analyst, Marina Ottaway, saying:
“It’s not impossible that the Turks are sending a
warning to Iraqi Kurdistan saying, ‘You can only go so
far before we yank your leash’.”14

Not only have the
PKK attacked the
Kirkuk-Ceyhan line in
the past, they have
also signaled that
the planned gasline
from Kurdistan to
Turkey constitutes
a natural target for
future assault.

The PKK has on several occasions
attacked
the
Kirkuk-Ceyhan
pipeline. In August 2015, when PKK
sabotage disrupted flows through
the line, the KRG estimated the
value of lost exports at $250 million. When the line
was closed from February 16-17 to March 11, 2016, a
senior Kurdish source said this meant the government
was losing more than $13 million per day. As a result,
over the twenty-three-day stoppage, the government
lost around $300 million in export earnings.

This latter outage remains highly controversial.
Although it began on February 16-17, there was no
indication that the line had been damaged, and it was
not until February 25 that Turkish officials reported
an explosion. On February 18, the KRG declared that
the line had been put out of action by an attack near
the Turkish city of Urfa. It did not name the attackers,
but the immediate presumption was that it was a PKK
operation.
However, Turkish officials said that pipeline operations
had been suspended because Turkish security forces
ATLANTIC COUNCIL

were carrying out a major operation against the PKK
and, essentially for safety reasons, had halted the oil
flow through the line while this crackdown was in
progress. Kurdish sources then speculated that the line
might have been heavily mined and that, in the course
of rendering it “safe,” a mine had been detonated.

Turkey’s announcement, as the
line reopened, that it was sending
$200 million in aid to the KRG to
help compensate for lost revenues
takes on a somewhat different
complexion should Turkey itself,
rather than the PKK, be held
responsible for this outage.

Yet, there are very real reasons
to regard the PKK as a threat
to KRG aspirations for energy
exports through Turkey. Not only
have the PKK attacked the KirkukCeyhan line in the past, they have
also signaled that the planned
gasline from Kurdistan to Turkey
constitutes a natural target for future assault.
On February 18, the Group of Communities in Kurdistan
(KCK), an offshoot of the PKK, issued a warning that
moves to build a gas pipeline from Iraqi Kurdistan to
Turkey would stand to benefit only Turkey’s ruling
Justice Party, known by its Turkish initials as the AKP.
KCK spokesman Demhat Agid, in comments that
were interpreted as a warning that rebel Kurds would
regard the gas pipeline as a target for attack, slammed
Turkish and Kurdish plans for large-scale flows of gas
from Kurdistan to Turkey. “We will not accept such an
agreement to bolster Turkey and to let it stand on its
feet since this agreement is a conspiracy putting the

14

Marina Ottaway quoted by Keith Johnson, “A Mysterious
Pipeline Closure Is Bankrupting Iraqi Kurds,” Foreign Policy,
March 2, 2016, http://foreignpolicy.com/2016/03/02/amysterious-pipeline-closure-is-bankrupting-iraqi-kurds/.
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lives of the Kurdish nation at risk,” the KCK spokesman
said.15
For its part, Turkey’s state pipeline company, Botas,
issued in April 2016 a revised tender for construction of
the planned 40-inch, 185-kilometer (km) gas pipeline
from Sirnak on Turkey’s border with Iraq to a junction
with Turkey’s existing gas network at Mardin. For
Turkey, this gas pipeline is far more important than the
Kirkuk-Ceyhan line since, as Russia moves to reduce or
even terminate gas exports through Ukraine in 2020, it
would enable Turkey to secure alternative supplies of
the 14 bcm/y it routinely receives from Russia via the
western (or Balkans) route through Ukraine, Romania,
and Bulgaria.
Before the rise of ISIS, relations between Erbil and
Ankara were relatively straightforward. Ankara wanted
Erbil to help as much as it could in progressing the
indirect dialogue between Turkey’s Prime Minister
(and later President) Recep Tayyip
Erdoğan and the imprisoned PKK
leader, Abdullah Öcalan. It was
a time when it seemed possible
that these talks might lead to a
general resolution of the Kurdish
issue within Turkey and that,
at the same time, Turkey might
just be prepared to accept the
independence of a Kurdish state in
northern Iraq, albeit one that was
heavily dependent on Turkey for
its economic lifelines.

PKK terrorists but of much of the country’s sixteen to
twenty million Kurdish population. In Syria, where it
regards Kurdish forces as indistinguishable from the
PKK, it faces a problem in that, outside of ISIS, it was
these Syrian Kurdish forces that have for some time
constituted some of the most effective opposition to
the forces of Syrian President Bashar al-Assad, whose
continued rule is also opposed by Ankara.
And then there are the Kurds of northern Iraq. They
possess the most accessible sources of new gas that
Turkey can reasonably hope to tap, but while Ankara
might once have seemed inclined to accept or even
aid their aspiration for independence, the current
climate within Turkey makes it much harder now to
envisage even limited endorsement for an independent
Kurdish state in northern Iraq. Ankara also seems to
be increasingly worried about one party in the KRG,
the Talabani-led Patriotic Union of Kurdistan. It fears
that PUK demonstrations of solidarity with the Kurds
of northern Kurdistan and western
Kurdistan—a common Kurdish
description for the Turkish and
Syrian Kurds, respectively—are
tantamount to support for the
PKK in Turkey and the PKK’s
sister organization in Syria, the
Democratic Union Party. The PUK
denies this is the case.

Turkey has to come
up with radically
different policies
with regard to its
own Kurds, the
Kurds of Syria,
and the Kurds of
northern Iraq.

The situation has changed radically
since then. The peace process
between the Turkish government and the PKK came to
a shuddering halt in July 2015, with violence the order
of the day in the form of suicide bombers in major
Turkish cities and clashes between security forces and
Kurdish activists in major cities, towns, and villages in
southeastern Turkey. Today, the path back to peace
talks looks very rocky indeed.
Other factors complicate the issue still further. Turkey
has to come up with radically different policies with
regard to its own Kurds, the Kurds of Syria, and the
Kurds of northern Iraq. The current AKP government
in Ankara regards the former with apprehension, and
with moves to rescind the parliamentary immunity of
the main Kurdish party in the Turkish parliament, the
HDP, it appears to be making an enemy not just of

15
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Rudaw.net, “PKK official says group opposes KRG-Turkey
natural gas agreement,” February 18, 2016, http://rudaw.net/
english/kurdistan/180220161.

In addition, there are the external
actors, notably Moscow and
Washington, in the ongoing
conflicts in Syria and Iraq. When
Turkey shot down a Russian
warplane over the Turkish-Syrian
borderlands on November 24, this epitomized the
strains in a relationship that had become progressively
difficult as a result of opposing views concerning
the future of Syria and their persistent failure to
develop closer energy ties, specifically in the form of
implementing a Russian project for a new 63 bcm/y
gas pipeline to Turkey under the Black Sea.
One of the worries concerning Ankara in the first
half of 2016 was that Moscow might once again be
reverting to the old Soviet policy of supporting the
PKK to weaken Turkey. In this regard, one of the
key developments in the Syrian conflict was the
emergence of a de facto coalition involving not only
the Syrian government of President Bashar al-Assad
in Damascus and his Russian and Iranian allies, but
also, at one stage, formerly anti-Assad Kurdish forces
in Syria, who now control large swathes of borderland
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along the Turkish frontier in northern Syria.16 How
much this situation might change as a result of the
Russian-Turkish rapprochement that began at the end
of June 2016 remains hard to assess.
As of late April 2016, a major assault by pro-Assad
forces on Syrian Kurdish positions appeared to signal
the end of Damascus’s acceptance of a de facto
ceasefire with the Syrian Kurds. But the renewed
fighting also highlighted the deep rift between
Ankara, which regards Syrian Kurdish forces as an
extension of the PKK and is thus bitterly opposed to
helping them, and Washington, which regards them
as being amongst the most effective—if not the most
effective—of the anti-Assad forces. So Ankara has to
be wary of how it treads in order not to damage its
ties with Washington—or at least to limit the damage
as it ponders how to deal with Syrian Kurdish fighters
and with prospective Iraqi Kurdish gas suppliers, while
waging war on its own Kurdish rebels within Turkey.
Turkish military commanders are emphatic that it is
indeed a war that they are fighting. In October 2015,
Air Force Commander Abidin Ünal declared: “Today
the Turkish Air Forces are actually waging a war. More
than just a medium-scale war, it is fighting on two
fronts.”17 The two fronts to which Commander Ünal
was referring are southeastern Turkey and northern
Iraq.
But with whom is Turkey at war? Commander Ünal was
in no doubt that it was the PKK, which has, indeed,
established bases in districts of northern Iraq that
are within the formal designation of the KurdistanIraq autonomous region but, in practice, lie beyond
effective KRG control.
Is the government of Turkey, particularly since the
return of a single party AKP government in October,
waging war against just the PKK? This is, perhaps, the
most controversial question in Turkish politics. It is
reasonable to argue that the severity of the Turkish
crackdown on the PKK in the wake of the shooting of
two policemen in July 2015 has, in effect, turned much
of Turkey’s Kurdish population against the government
and may well be driving many Kurds into the arms
of the PKK. Nonetheless, the government is also
marginalizing the role of the predominantly Kurdish
HDP party that Turkey’s allies regard as a moderate
force in contrast to the PKK, which Turkey and its
16

See John Roberts, “Turkey, Kurds in Duel over Energy,” Natural
Gas Europe, February 19, 2016, http://www.naturalgaseurope.
com/turkey-and-the-kurds-energy-security-28260.

17
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European and NATO allies consider to be a terrorist
organization. On August 12, 2016, Turkey’s Chief
Prosecutor issued an indictment against Selahattin
Demirtaş, the HDP co-chair and party’s most public
face, accusing him and a colleague of spreading
terrorist group propaganda for praising the PKK and
Öcalan in speeches dating back to 2013, when the
government was engaged in indirect talks with Öcalan
on the terms of a possible peace agreement with the
PKK. If convicted then Demirtas, who on July 23, 2016,
had called on the government and the PKK to return to
the table for peace talks, would face a five-year prison
term.
In conventional terms, the fighting has been intense.
On April 11, reporting on the expropriation of land
to build new security outposts in four provinces in
southeast Turkey, Turkey’s Hurriyet newspaper argued
that “recent fighting has marked the deadliest period
in at least two decades of the conflict.”18 Much of
this fighting has taken place in major urban centers,
notably Diyarbakir itself, the principal city in the
Kurdish-populated southeast. On the Kurdish side,
at the forefront of demonstrations in these cities—
demonstrations that have led to bloody clashes—are
militants from the Patriotic Revolutionary Youth
Movement, (YDG-H), the PKK’s youth wing. The
full extent of the conflict remains unclear, in that
casualty estimates differ massively according to
whether government, PKK, or independent sources
are used. But, as of late May 2016, the government
acknowledged the death of 483 members of the
security forces since fighting broke out in July 2015
while claiming to have killed 2,583 PKK fighters and
youth-wing militants in Turkey itself and a further
2,366 in air strikes in northern Iraq. On June 26, a
PKK commander acknowledged the death of 721
PKK fighters and militants, while claiming that 6,705
members of the Turkish security forces had been
killed. For its part, the International Crisis Group, in a
report published in March 2016, considered that some
400 civilians had been killed and no less than 350,000
people had become displaced.19
18

Hurriyet, “Turkish gov’t takes ‘urgent expropriation’ decision for
properties in southeast,” April 11, 2016, http://www.hurriyetdailynews.com/Default.aspx?pageID=238&nID=97619&NewsCatID=34.
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President Erdoğan himself appears totally committed
to taking a hard line in combatting the PKK. On April
4 he declared: “Leaders of the terrorist organization
and those who act under their orders talk about
negotiations and talks from time to time. There is
nothing to negotiate and nothing to discuss. This
should be known.”20 He added: “The terrorists can
choose two paths: they will either surrender and accept
the ruling of the judiciary or they will be neutralized
one by one in the holes they are trapped in. There
is no other way for them.”21 The next day President
Erdoğan proposed that supporters of terrorism should
be stripped of Turkish citizenship. “These people don’t
deserve to be our citizens. We are not obliged to carry
anyone engaged in the betrayal of their state and their
people,” he said.22 The following day, Turkish Justice
Minister Bekir Bozdag said Turkey would be developing
new regulations to implement such measures.
How much this situation might change as a result
of the Russian-Turkish rapprochement at the end of
June 2016 remains hard to assess. But it is just possible
that moves to improve relations with Moscow, which
appeared to gather pace in the immediate aftermath
of the abortive Turkish military coup of July 15-16,
might lessen tension between Ankara and rebel
Kurdish forces. This is partly because Moscow and
Ankara might well decide that they now wish to work
together, rather than in opposition to each other, on
core regional issues, notably the civil wars in Syria. But
it may also reflect the impact of the post-coup purge
of senior officers in the Turkish armed forces, which
is likely to reduce for a while the ability of the Turkish
security forces to wage an effective war against PKK

March 2016), https://www.crisisgroup.org/europe-centralasia/western-europemediterranean/turkey/human-cost-pkkconflict-turkey-case-sur.
20 President Recep Tayyip Erdoğan, “Turkey’s Erdoğan says time
for talking with PKK is over,” Reuters video news, April 4, 2016.
21
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22 Al Jazeera, “Erdoğan: Strip PKK supporters of Turkish
nationality,” April 5, 2016, http://www.aljazeera.com/
news/2016/04/Erdoğan-strip-pkk-supporters-turkishnationality-160405142826976.html.
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guerrillas. Adem Huduti, the experienced commander
of the Second Army, the prime force engaged against
the PKK, was detained on July 16 as an alleged coup
leader while several Air Force commanders were also
allegedly implicated—and the Air Force plays a major
role in taking the fight to PKK bases in northern Iraq.
It is against this troublesome background that the
KRG has to consider how best to balance the current
requirement to continue exporting oil through Turkey,
the prospects for exporting gas to Turkey, and the
need to keep Turkey on its side should the KRG finally
declare independence.
In the immediate future, the most worrisome factor
for the KRG is simply the security of export routes
through Turkey. The Kirkuk-Ceyhan pipeline has long
been vulnerable to direct attack by the PKK, but now
the KRG has to at least consider whether it is also
vulnerable to suspension by the Turkish authorities.
One Kurdish source, worried about how thinly
stretched the Turkish security forces were along
the 500 km length of the pipeline within Turkey,
commented: “If they can’t protect the oil lifeline for
Kurdistan-Iraq, then how can they protect the gas
lifeline for Turkey?”23
In strictly military terms, this is now an open question.
In the long term, however, the only way to ensure the
safety of either the current Kirkuk-Ceyhan oil pipeline
or of the prospective Sirnak-Mardin gas pipeline is
to end the Turkish-Kurdish conflict within Turkey.
For Turkey, and for its NATO allies and friends in the
European Union, the issue now is quite simply how to
ensure a revival of the peace process with the Kurds
in Turkey, since only that might be able to resolve the
tensions inherent in relations between Ankara and the
Kurds of Turkey, Syria, and Iraq.
In the absence of any such development, the prospects
for an economically viable Iraqi Kurdistan, whether
independent or not, look bleak.
23 Briefing to the author, February 29, 2016, op. cit.
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The Current State of Oil Production Plans in the
Kurdistan Region of Iraq
Kurdistan’s oil and gas sector is suffering from the
combination of low oil prices and export-related
doubts concerning the time it is taking to get major
field developments under way.
Plans that envisaged the region producing as much as
1 million b/d by mid-2016 have already proved overly
ambitious. To achieve this target, output should have
reached 865,000 b/d by the end of 2015; in practice,
current capacity stands well short of that figure, while
actual output in 2015 amounted to just 577,287 b/d.
The companies developing Kurdistan’s oil and gas
resources have to cope not only with the massive
decline in oil prices, which characterized the last
year or so, but also with the prospect of, at worst,
a prolonged continuation of low prices or, at best,
the prospect of oil price volatility that might boost
immediate revenues from time to time but which would
still serve as a deterrent to long-term investment.
Four companies—DNO, Genel Energy, Gulf Keystone,
and the KAR Group—constitute the core of Kurdistan’s
hopes and fears concerning the future of its energy
sector. As operators of the region’s biggest fields, they
were, at one stage, slated to account for close to twothirds of the planned 1 million b/d target.
In practice, however, they are producing well under
the level required to meet such a target, although,
collectively, they should manage to raise output by
some 106,000 b/d by the end of 2016.
In 2015, according to the KRG’s Ministry of Natural
Resources, DNO at Tawke produced 49,337,889 barrels
(equivalent to 135,172 b/d); Genel Energy at Taq Taq
produced 42,378,998 barrels (116,107 b/d); and Gulf
Keystone at Shaikhan produced 11,134,567 barrels
(30,506 b/d). For its part, according to official MNR
statistics, KAR produced 103,849,143 barrels (284,518
b/d) at Khurmala. This is probably a little disingenuous.
Khurmala is the northernmost element of the giant
Kirkuk field and, almost certainly, the figure refers to
the total volume of oil for which KAR is responsible,
which comprises both crude from Khurmala itself and
crude from other elements of the Kirkuk field, notably
Avana, for which KAR is acting as de facto operator in
the absence of officials from federal Iraq’s North Oil
Company.
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Collectively, according to MNR calculations, these
four companies accounted for 206,700,597 barrels
(566,303 b/d) or 98.1 percent of the region’s total
production of 210,709,588 barrels (577,287 b/d) in
2015.
All of the KRI oil operators suffer from current
constraints. They are collectively owed several hundred
million dollars by the KRG, and have to work out a way
to continue to fund production expansion plans at a
time when oil prices are low and prospects for fresh
investment poor.

DNO
In 2004, Norwegian-registered DNO became the first
Western company to secure a PSA in the KRI, and has
since developed the Tawke field, which lies close to the
main crossing point between the KRI and Turkey, into a
field that routinely produces in excess of 100,000 b/d.
Output in early 2016 was down, due both to workovers
and the closure of the Kirkuk-Ceyhan export pipeline
for three weeks in February and March. After averaging
91,700 b/d in the first quarter of 2016 (of which 87,200
b/d was dispatched to Ceyhan for export), output rose
in April to 118,918 b/d before slipping a little in May to
117,757 b/d. DNO’s current plan is to take Tawke output
back to 135,000 b/d by the end of the year. Overall
production could rise above this limit by the end of
the year or, more likely, in early 2017 if approval is
secured for development of a nearby DNO discovery,
Peshkabir, which DNO says, “can be quickly tied into
existing facilities.”24
In the future, DNO’s role may no longer be confined to
Tawke, or to the Dohuk and Erbil concessions in which
it is a partner. On July 29, 2016, it launched a $300
million bid for Gulf Keystone, operator of the Shaikan
field (see below).

Gulf Keystone
The company worst hit by current financial problems
is Gulf Keystone. In 2012, in an era of relatively high
prices, it was looking at output reaching 40,000 b/d
in 2015, with capacity reaching 60,000 b/d by the
24 DNO, “DNO Steps up Kurdistan Activity, Reports First Quarter
Results,” Press Release, May 4, 2016, http://www.dno.no/
en/investor-relations/announcements/2016/dno-steps-upkurdistan-activity-reports-first-quarter-results/.
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Table 1. Oil production at KRG-operated fields

Current

Projected

Field

Operator

Sales to
refineries

Bai Hassan/
Avana Dome

KAR Group

0

0

230,000

230,000

230,000

Khurmala
Dome

KAR Group

40,000

0

63,000

103,000

153,000

Taq Taq

TTOPCO

15,000

0

55,000

70,000

65,000

Tawke

DNO

2,000

0

122,000

124,000

135,000

Ain Zalah

NOC (KRG controlled)

0

8,000

0

8,000

8,000

Khalakan

Gas Plus Khalakan

4,000

0

0

4,000

10,000

Demir Dagh

Oryx Petroleum

0

0

3,500

3,500

10,000

Shaikan

Gulf Keystone

0

0

35,000

35,000

32,000

Sarsang

HKN Energy

0

0

4,000

4,000

15,000

Sarqala

GazpromNeft

5,000

5,000

0

10,000

10,000

Khor Mor

Pearl Petroleum

0

14,100

0

14,100

14,100

Atrush

TAQA

0

0

0

0

30,000

66,000

27,100

515,500

605,600

712,100

Total

Sales to
Sales via
Total current
local market KRG pipeline production

Production
end-2016

Source: Patrick Osgood, “New investment revives modest hopes for KRG oil sector,” Iraq Oil Report, May 18, 2016.

end of the year, and an ultimate production profile of
100,000 b/d. Such expectations fueled anticipation
of a takeover by some oil major, which in early 2012
sent Gulf Keystone’s share price in London as high as
412 pence sterling. In practice, although production
capacity was raised to 40,000 b/d, actual production
in 2015 totaled only 30,506 b/d. This yielded revenues
of just $86.2 million, a figure that appears to imply
an average price of little more than $7 per barrel, but
which in fact relates much more to delayed payments
by the KRG and high transportation costs in the first
half of the year (when much of the oil was trucked all
the way to Ceyhan) at a time when average export
prices for the heavy crude produced at Shaikan were
around $18 a barrel.
As of March 2016, Gulf Keystone was indeed
anticipating being able to produce an average 40,000
b/d throughout the year and had enough cash in the
bank to meet immediate interest payments on its $575
million debt. However, it had almost run out of cash for
further capital expenditure making it difficult to see
whether it would be able to implement its so-called
“bridge” project of raising capacity to 55,000 b/d, a
project projected to cost $71-88 million.
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The lack of investor confidence in the company was
demonstrated by the share price: at one stage in April
2016, it stood as low as 3.52 pence sterling. Although
Gulf Keystone received a $15 million payment from the
KRG at the end of March 2016, just in time to help
it meet a debt repayment of $26.8 million due a few
weeks later, its situation remained parlous as of mid2016, when a rescue plan was reported to be near
completion. Under the plan, creditors were reported
ready to write off most of some $575 million in debt
repayments due by end-2017 and institutional investors
ready to lend the stricken group a further $40 million
to enable it to continue operations at Shaikan.25
As of August 1, 2016, the company’s fortunes looked
decidedly uncertain. GKP was both in the middle
of restructuring its debt profile and the target of a
prospective takeover by DNO. The company’s debts
included a debt coupon of $26.4 million that should
have been met on April 18, a similar-sized coupon
falling due in October, major payments of $250

25 Danny Fortson, “Gulf Keystone close to debt rescue deal,” The
Sunday Times (London), July 3, 2016, http://www.thetimes.
co.uk/article/gulf-keystone-close-to-debt-rescue-dealnghp3fgdr.
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million due next April, and a further $325 million due
in October 2017. In other words, Gulf Keystone had to
find a way not only to implement its bridge project but
also to secure further investment to take output far
beyond that project’s 55,000 b/d target.
GKP’s own solution was to secure a financial
restructuring that would center on a $500 debt-forequity swap. As of August 2, 2016, some 82 percent of
existing bondholders had said they were prepared to
accept an arrangement that would reduce shareholder
stakes to a tiny fraction of their one-time value.
For its part, when DNO outlined its proposed $300
million bid for GKP on July 29, 2016, DNO Executive
Chairman Bijan Mossavar-Rahmani declared that
“combining these two companies will create further
scale and unlock operational synergies that will
reinforce DNO’s already formidable presence in
Kurdistan.” He added: “We understand Shaikan’s
challenges and opportunities and we are well
positioned to focus financial, technical, commercial
and logistical support to maintain and then grow
production at this field to the benefit of both Kurdistan
and our investors.”26
However, DNO stressed that its offer was conditional
on a successful restructuring of GKP’s debt. GKP’s
reaction to the DNO bid was that it would not
commit itself to any further course of action until it
had completed its debt restructuring operation. The
restructuring and the DNO offer were expected to
be core issues under discussion at a special general
meeting scheduled to be held in London on August
5, 2016.
Should Gulf Keystone go under, Kurdistan’s reputation
as a go-to place for investors looking for productionsharing agreements would take a very severe hit
indeed.

Genel Energy
The Anglo-Turkish Genel Energy has itself taken a
pretty bad knock, but as of May 2016 it looked as if
it may have found a fresh investor who would enable
it to proceed with major developments as planned.
On February 29, 2016, it disclosed that following
an internal review into production declines at Taq
Taq, in which it has a 44 percent working interest
in the Taq Taq Operating Company, it concluded
that the field contained much less oil than it had

26 DNO, “DNO launches offer to acquire Gulf Keystone,” Press
Release, July 29, 2016, http://www.dno.no/en/investorrelations/announcements/2016/dno-launches-offer-to-acquiregulf-keystone/.
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originally considered to be the case. Consequently, it
announced, “Genel expects to record an impairment,
subject to audit, of approximately $1 billion to the Taq
Taq field carrying value in its 2015 accounts.”27 The
company added: “The impairment includes the revised
assumptions on recoverable reserves announced today
and the impact of lower oil prices.”28
In specific terms, the field was considered to possess
683 million barrels of proven plus probable (2P)
reserves in June 2011. With 184 million barrels produced
between June 2011 and the end of 2015, on the original
estimate, the reserve base at the end of 2015 should
have been 499 million barrels. The revised estimate is
that the field originally contained 2P reserves totaling
356 million barrels, and that consequently, as of the
end of 2015, it possessed only a further 172 million
barrels available for extraction. Both estimates were
carried out by McDaniel & Associates.29
Taq Taq was producing around 155,000 b/d in early
2015, but by the end of the year this was down to
around 80,000 b/d, a level that the company initially
considered it could maintain in 2016 but with further
declines expected subsequently, to 65-75,000 b/d in
2017 and to 50-70,000 b/d in 2018. But with output
falling to just 63,000 b/d in June, it currently looks as
if Genel will have to settle for an average output of well
under 65,000 b/d from Taq Taq this year.
Genel currently has the following expectations for 2016:
•

Production (this relates to Genel’s own share of
production at Taq Taq, Tawke, and other fields in
which it has an interest, rather than to total output
from any particular field): 53-60,000 b/d

•

Revenue: $200-230 million (previously $200-275
million), based on a Brent oil price of $45 per
barrel in 2016

•

Capital expenditure: $90-110 million (previously
$80-120 million), of which $70-80 million
(previously $50-90 million) is net spend at Taq
Taq and Tawke (includes the Peshkabir appraisal
well)30

The reserve downgrading and the consequent
reduction in actual production have major implications
27 Genel Energy, “Taq Taq reserves update,” Press Release,
February 29, 2016, http://www.londonstockexchange.
com/exchange/news/market-news/market-news-detail/
GENL/12715716.html.
28 Ibid.
29 Ibid.
30 Genel Energy, IH 2016 Results, July 28, 2016, http://www.
genelenergy.com/media/1995/genel-hy-2016-results-final.pdf.
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for longer-term KRG energy development. They reduce
the value of Genel Energy, whose shares fell by around
40 percent on news of the reserve re-evaluation, and
thus at a time when cash for upstream hydrocarbons
development is already tight, they make it tougher for
Genel to pursue its gas development plans. And it is on
these plans that the KRG is pinning much of its hopes
both for long-term good relations with Turkey and for
an improvement in the region’s economic prospects.
Two further elements should perhaps be borne in mind.
The first is that Genel Energy did not seek to hide the
bad news, thus demonstrating that companies in the
KRG do operate with a degree of transparency that is
not always apparent in frontier locations, and which is
also at odds with governmental practices in a number
of developed as well as developing countries. The
second is the increasing interest of Turkish companies
in Genel’s operations in Kurdistan.
On April 22, Genel announced
that the Bilgin Energy Group had
purchased a 10.5 percent stake in
the company, and five days later
it confirmed that it had started
what were later described as
preliminary talks with the Turkish
Energy Company (TEC) on
prospective TEC investment in
Genel’s major projects to develop
the Miran and Bina Bawi gasfields
and the necessary pipeline to
carry the gas to Turkey. This $5.4
billion program is considered in
Section 6. TEC is a natural fit for
Genel since it is a special purpose
vehicle in which the overseas arm
of Turkey’s state-owned Turkish
Petroleum is involved. TEC was set
up by the Turkish government in 2013 to handle new
Turkish investments in the KRI energy sector. However,
it should be noted that Genel’s discussions with TEC
appear to be preliminary contacts, rather than formal
negotiations for a farm-in at Bina Bawi and Miran.31

on which Iraq’s oil wealth was originally based. It
is therefore operating established fields and is the
best placed of the four main companies to weather
current troubles. At the Avana Dome and the nearby
Bai Hassan field, which came under effective KRG
authority in June 2014, KAR is currently producing
230,000 b/d. At Khurmala, it produced 103,000 b/d
in 2015.
Production is expected to rise significantly in 2016,
mainly through a large increase in output at Khurmala,
where the current goal is to produce 153,000 b/d by
the end of the year. In May, KAR President & CEO Baz
Karim, apparently referring to plans to be implemented
this year, said: “We would like to raise output from
350,000 b/d to 410,000 b/d.”32
KAR is also the most diversified of the companies,
since it operates the region’s
principal private sector refinery,
which is served from Khurmala,
as well as a 640 megawatt
power plant in Erbil. In addition,
it is Kurdistan’s main pipeline
developer and regards itself as
crucial to both existing and future
relations between the region and
Turkey.

In May, KAR
President &
CEO Baz Karim,
apparently
referring to plans
to be implemented
this year, said:
“We would like to
raise output from
350,000 b/d to
410,000 b/d.”

The KAR Group
The KAR oil and gas group is something of an anomaly
in Kurdistan, since it produces crude from two of the
three elements, the Khurmala Dome and the Avana
Dome, of the long-established Kirkuk field complex
31

18

“Farm-in” in this context refers to an arrangement in which an
operator purchases a lease (or obtains interest in a lease) for a
site where the oil and/or gas has been discovered by another
company. Definition and further information at Mineral Wise,
“Farm-in, definition,” http://www.mineralweb.com/library/oiland-gas-terms/farm-in-definition/.

KAR is certainly the de facto
operator
of
the
Khurmala
Dome—commonly termed the
Khurmala field—but the KRG’s
Ministry of Natural Resources
is usually careful to list output
from the field as coming from
federal Iraq’s North Oil Company.
This reflects a combination of
geographical and historical factors. The Khurmala
Dome lies entirely within the Kurdistan Region of Iraq,
but as an established field and, moreover, as part of
the Kirkuk complex, it was developed long before
Kurdistan secured de facto autonomy in 1991 (by
virtue of the international community’s declaration
of a safe haven covering northern Iraq) and formal
autonomy in the wake of Saddam Hussein’s overthrow
in 2003. In the pre-autonomy era, Khurmala was the
only significant field in Kurdistan to be developed,
and thus it falls outside the mainstream of the region’s
modern oilfield development, which according to
KRG legislation provides for the development of fields
discovered in the autonomous era to be conducted on

32 http://investingroup.org/interview/209/baz-karim-kar-group/.
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a production-sharing basis, a formula opposed by the
federal authorities in Baghdad.
KAR entered the picture in 2004, when it secured
engineering, procurement, and contracting contracts
from the KRG to revive Khurmala and take production
up to 100,000 b/d—and to connect the field to
a new central processing facility 20 km away. In
effect, Khurmala’s development became increasingly
separated from that of the other two elements of
the Kirkuk formation, the Baba and Avana geological
formations, which remained under the effective control
of the federal Iraqi authorities until they came under
KRG control in the wake of ISIS assaults in June 2014
which drove away federal Iraqi forces in that area.
Baghdad disputes Erbil’s authority to export
Khurmala’s output (as, indeed, it disputes all direct
exports from the region) but effectively can do little
to change the current state of affairs, not least since
it is KRG Peshmerga forces who provide security from
ISIS, and not just for Khurmala but for most of Kirkuk
province.
But the KRG remains careful to attribute output to the
federal Iraqi North Oil Company, even though it is the
KAR Group that is, in practice, the field’s operator.

TAQA
The Abu Dhabi National Energy Co.—commonly known
as TAQA—has a production-sharing agreement for the
Atrush field and is currently expected to start Phase
One production there before the end of 2016 at a rate
of 30,000 b/d. Whether it will still be the operator at
that time is not clear. The company suffered financial
losses in the first quarter of the year and was reported
on May 1 to be considering whether to sell its overseas
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assets, including Atrush, to another Abu Dhabi state
entity. However, a junior partner at Atrush, Canada’s
ShaMaran Petroleum Corp., announced in April that
it had secured shareholder approval to issue some
$17-20 million in new bonds to meet its share of 2016
investment required for first phase development at
the field, in which it has a 26.5 percent stake. This
indicates that some progress has been made on an
internal dispute, since TAQA had claimed in September
2015 that ShaMaran and another junior shareholder,
Marathon Oil’s local MOKDV subsidiary, were not
delivering on their investment commitments. But it
also makes clear that the initial 30,000 b/d target,
which should have been met by end-2015, has been
missed and that it is not clear exactly when either
Phase One or a planned second 30,000 b/d phase will
be fully operational.

New Production
There are some encouraging signs concerning smaller
fields with new production due to come on line in
the near future. By the end of 2016, the Shewashan
field being developed by GPK is expected to be
producing at a rate of 10,000 b/d as the Shewashan-2
development well, spud in October 2015, comes on
line. On the strength of Shewashan, in which it is a
junior partner, Canada’s Range Energy announced in
April that it had arranged a private placement of new
shares to raise C$3.5 million from investors.
At Sarsang, the United States’ HKN energy is expected
to take output from 4,000 b/d last year to 15,000 b/d
by the end of this year, while at Demir Dagh, Canada’s
Oryx Petroleum is expected to hike output from 3,500
b/d in 2015 to 10,000 b/d by the end of 2016.
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The Current State of Gas Production Plans in the
Kurdistan Region of Iraq
Kurdistan wants to become a gas exporter as well as an
oil exporter, and it has a willing partner close at hand:
Turkey. In November 2013, the KRG signed a binding
gas supply agreement with Turkey, which envisaged
exports starting in 2017 at a rate of 4 bcm/y, then
climbing to 10 bcm/y by 2020 and eventually moving
to 20 bcm/y. At this stage, the major driver for such
exports was the natural desire of the Anglo-Turkish
Genel Energy, as operator of Kurdistan’s biggest gas
fields, Miran and Bina Bawi, to monetize its assets and
the opportunities afforded by the fact that Turkey
had the fastest growing gas market in Europe and
that additional gas would be particularly required in
the industrial and merchant centers of south-central
Turkey around the ports of Mersin and Iskenderun and
a string of cities from Antalya to Diyarbakir.

however, was the resumption of Russian tourist traffic
to Turkey, of regular bilateral trade and investment, and
of the multi-billion dollar “suitcase” trade between the
two countries. On the political front, there is also the
possibility that the rapprochement might contribute to
an improvement in Turkey’s internal stability, in view of
former Russian support for Kurdish separatist forces.

What now drives the project is quite different. Turkey
started to undertake serious efforts to diversify gas
imports when its relations with Russia, which routinely
supplies between 50 and 60 percent of its gas,
became strained as a result of Russia’s role in the Syria
conflict, and also by Moscow’s apparent decision to
place the planned new Turkish Stream gas pipeline
on the back burner, if not to cancel it altogether. In
its strategic plan for 2015-19, presented in the second
half of 2015, Turkey’s Ministry of Energy and Natural
Resources set a new target limiting the amount that
any single supplier should deliver to the Turkish market
at 50 percent by the end of 2019. In practice, given the
anticipated increase of Turkish demand from around
50 bcm in 2015 to around 60 bcm in 2020, this would
have frozen the level of Russian gas supplies to Turkey
at around 27-30 bcm/y.

In the wake of such tensions, KRG Minister of Natural
Resources Ashti Hawrami and Genel Chairman Tony
Hayward, addressing the Atlantic Council’s Energy and
Economic Summit in Istanbul on November 20, 2015,
said that the Kurdistan Region of Iraq expects to be in
a position to start delivering up to 10 bcm/y to Turkey
in three or four years’ time and double that amount in
the early 2020s. Hayward said that gas exports would
be far more strategic than oil exports for the KRG. He
added: “My expectation is that by the early 2020s,
more than 20 billion cubic meters of gas a year will
flow from the Kurdistan Region of Iraq into the Turkish
market and into Europe. This will be a completely
transformative step for both Turkey and the Kurdistan
region.”33

For Turkey, which produces just one percent of the gas
it consumes, a more immediate issue concerns Russia’s
own planned policies. At present, Russian gas giant
Gazprom is still reiterating statements that it intends
to limit its supplies to export customers via Ukraine
once the current transit agreement with Ukraine
comes to an end in 2019. Almost certainly, this means
that some 14 bcm/y of gas delivered to the Istanbul
area via Ukraine, Romania, and Bulgaria will have to be
replaced. There are strong indications that Moscow, as
part of the current Turkish-Russian rapprochement, is
now working to revive the previously stalled Turkish
Stream gas export project across the Black Sea. Of
more immediate economic importance to both sides,
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Compared to the issue of the loss of 14 bcm/y of
Russian gas via the Trans-Balkan line and uncertainties
as to when—or even whether—Turkish Stream might
take its place, the delivery of some 6 bcm/y of
Azerbaijani gas from the giant Shah Deniz II project,
to start in the second half of 2018, will not contribute
that much to resolving Turkey’s anticipated supply
problems. Hence, the niche for Kurdish gas.

Turkey, for its part, announced just two weeks later
that it was organizing a tender for construction of a
185-km, 20-bcm/y capacity pipeline from Sirnak on the
Iraqi-Turkish border to a connection with the Turkish
grid at Mardin. However, after evaluating responses to
this initial tender, Botas said in February that the low
bid of $29.8 million was still too much above the target
cost of $25 million, and that a fresh tender would
therefore be issued on April 26, 2016.
The Kurdistan region certainly possesses the resources
to provide Turkey with gas on the scale envisaged.
33 Genel Chairman Tony Hayward, “Address to Atlantic Council,”
Istanbul, September 20, 2015; Hurriyet, “KRG plans 10 bcm
in natural gas exports to Turkey in two years,” November
20, 2015, http://www.hurriyetdailynews.com/Default.
aspx?pageID=238&nid=91471&NewsCatID=348.
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KRG Minister of Natural Resources Ashti Hawrami addresses the Atlantic Council’s Energy & Economic Summit in
Istanbul on November 20, 2015 Photo credit: Atlantic Council.

At Miran and Bina Bawi, Genel is responsible for
developing fields that it considers to be world class
resources, with 11.4 trillion cubic feet (tcf), or about 320
bcm, of gas in place (technically, gross mean raw gas),
which in turn is expected to yield some 8.4 tcf (about
240 bcm) of gas available for actual sale (technically,
gross mean sales gas). The fields also contain around
eighty million barrels of liquid hydrocarbons.

be responsible for selling it on the international and
domestic markets.

Genel also considers that the Kurdish domestic
market can take around 300-500 million cubic feet
per day (about 3.1 to 5.2 bcm/y) and argues that the
commercial structure it has developed for selling the
fields’ output means that it is indifferent to who the
actual end user is. Current commercial arrangements
provide for the KRG to pay a delivery rate for raw gas to
Genel of $1.20 per thousand cubic feet, while the price
for raw gas required for Turkish exports is guaranteed
by Turkey and the KRG under their November 2013
general sales agreement (GSA). The principle here is
that Genel, which is both the operator and 100 percent
owner of Miran and Bina Bawi, will be wholly and solely
responsible for developing the upstream facilities; it
will then sell the raw gas produced from the fields to
the KRG. The KRG would then pipe the raw gas to
a company set up to handle midstream processing,
with the fees for this work already covered in the 2013
GSA. The raw gas dispatched for processing would
then return as sales gas to the KRG, which would

The gas export project should not prove particularly
costly to implement. Genel considers that initial costs
will be around $3.5 billion, with $1 billion required for
Genel itself to start raw gas production and $2.5 billion
for the midstream company to develop the processing
facilities required to convert the raw gas into actual
sales gas. A further $1.9 billion in upstream expenditure
would be required over the life of the field. Overall,
Genel estimates the cost of production to be $5.50 per
barrel of oil equivalent, or less than $1 per thousand
standard cubic feet.

ATLANTIC COUNCIL

Genel has said it is targeting a 10 percent stake in this
midstream company and is currently leading efforts
both to secure financing for the midstream and to
prepare a tender for engineering, procurement, and
contracting.

These figures, intended to result in first production by
2019 and to raise output rapidly so that the KRG could
export 10 bcm in 2020, appear very modest indeed
by comparison with, for example, the $18.9 billion
required for the upstream and midstream elements
of the massive Shah Deniz Phase Two program in
Azerbaijan, which is intended to add some 16 bcm to
annual production from current production levels of
around 10 bcm/y.
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As of early 2016, Genel was looking to take a Final
Investment Decision on the project by the end of 2016,
with first gas delivered some thirty to thirty-six months
after financial close.
But while development of the Miran and Bina Bawi
fields is clearly very enticing and potentially profitable,
Genel is still suffering from missed payments for oil
deliveries, as well as the downgrading of reserves and,
more importantly, of production at Taq Taq. In a lowprice era, raising funds for Kurdistan’s big gas project
may prove difficult unless the Turkish government, as
the principal beneficiary of the project, should step in
with some financial assistance of its own. Moreover,
as noted previously, the very act of development
begs the question as to whether Ankara will be able
to guarantee security for the pipeline in the face of
what would appear to be direct threats by pro-PKK
elements in Turkey to attack any such line.
Genel is not the only company developing gas in
Kurdistan. Spain’s Repsol has said it is working closely
with the Ministry of Natural Resources to develop gas
reserves in the four blocks where it operates in the
region.
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Then there is Dana Gas, which still appears to be
waiting for a $1.98 billion payout from the KRG
following a ruling by the London Court of International
Arbitration in a case concerning alleged shortfalls in
payments for condensate and liquefied petroleum gas
products from the Khor Mor field. Dana Gas, which
produced its first gas at Khor Mor in 2008, is currently
producing some 340 million cubic feet per day,
equivalent to around 3.5 bcm/y, as well as condensates
and liquefied petroleum gas. Dana and its affiliate
Crescent Petroleum are currently embroiled with the
KRG in a massive arbitration case at the London Court
of International Arbitration in which they are suing
the KRG for $11 billion in alleged overdue payments
and contract-related damages. For its part, the KRG’s
Ministry of Natural Resources has said that “the KRG
has substantial and long-standing damages claims
against Dana and Crescent that will also be determined
in the next phase of arbitration.”34 Dana Gas has said it
thinks the case will be settled by the end of 2016.

34 Rudaw, “KRG refutes Bloomberg report about gas
arbitration case,” June 30, 2016, http://rudaw.net/english/
kurdistan/300620164.
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Alternative Options: Iraq
Energy relations between the Kurdistan Region of
Iraq and federal Iraq depend very much on three
interrelated political issues. The first is whether there is
a resolution to governmental paralysis in both Baghdad
and Erbil; the second concerns the status of Kirkuk;
the third is whether subsequent federal Iraqi and KRG
administrations would have an interest in reviving the
December 2014 agreement under which KRI should
receive some 17 percent of federal Iraqi expenditures.

On August 18, 2016, Iraq Oil Report said the “North
Oil Company (NOC) is again pumping crude into the
Kurdistan region’s export system” at a rate of 75,000
b/d and that the Iraqi “Oil Ministry had instructed
NOC to hike export flows to 100,000 b/d as soon
as possible.” There was no immediate indication as
to whether this meant that Erbil and Baghdad were
moving closer to reaching a new agreement over
sharing oil revenues.

At the time of writing, there is no indication of how the
political crises in either Baghdad or Erbil will end. Iraqi
Prime Minister Haider al-Abadi is
still trying to secure approval for
a technocratic cabinet. Should he
prove successful in this endeavor,
it ought to result in improved
relations with Erbil. Disputes
over such issues as the number
of seats allocated to Kurds in
the federal cabinet demonstrate
that federal politics still contain a
distinct Kurdish element, although
whether this is helpful in the long
run remains an open question.

Kirkuk Governor Najmaldin Karim, although a member
of the PUK politburo, said in June 2016 that the time is
not ripe for Kirkuk to formally join
the KRG but that it should become
independent of Baghdad. As of
mid-2016, there is no indication of
how the long-term status of Kirkuk
might be resolved.

[T]he KRG
is well aware
that, in practice,
past failures
to implement
agreements in
full between
Baghdad and Erbil
resulted in the KRG
securing twice as
much revenue in
the second half of
2015 . . .

The Kirkuk issue essentially
concerns the long-term future
of both the city of Kirkuk and
the surrounding territory, which
includes two of the three domes
of the giant Kirkuk oil field, on
which much of Iraq’s oil wealth
was initially founded. Kirkuk,
which the Kurds consider to be
a historic Kurdish city, does not
constitute part of the KRG, but since the collapse of
federal forces in the region in the face of ISIS attacks in
June 2014 it has been under the control of Peshmerga
forces. One particularly complicating factor is that the
federally controlled North Oil Company, which the
Kurdish-dominated Kirkuk provincial council sought to
rename as the Kirkuk Oil Company in August 2015, was
ordered by Baghdad in March 2016 to cease pumping
oil to market via its traditional export route, the IraqTurkey pipeline to Ceyhan, substantially reducing KRG
control of revenues derived from exports at Ceyhan.35

35 See Osgood et al., “Kirkuk crude shut in despite export pipeline
restart,” Iraq Oil Report, op. cit.
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For the KRG, preservation of
the region’s current de facto
financial autonomy is probably
more important than a revival
of any agreement dependent
on payments from the federal
treasury. In theory, the KRG might
well stand to gain more from
securing 17 percent of federal
expenditures than from securing
its own revenues, which are
primarily derived from direct oil
sales from Kurdistan-Iraq. But the
KRG is well aware that, in practice,
past
failures
to
implement
agreements in full between
Baghdad and Erbil resulted in the
KRG securing twice as much revenue in the second
half of 2015, when it handled its own crude exports,
then it did in the first half, when Baghdad handled such
sales and Erbil relied on receiving a share of federal
expenditure. The 17 percent formula is at least likely to
be a subject for discussion, not least because the KRG
is citing it in connection with arguments that it should
receive at least 17 percent of the IMF aid package for
Iraq under consideration in April 2016.
Whether exporting crude from the region via federal
Iraq is a viable option very much depends on the weight
accorded to quite contradictory political and economic
factors. In political terms, Kurdistan exporting crude
via federal Iraq would almost certainly imply that Erbil
had, at least for the immediate future, forsaken its
23
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Erbil, Kurdistan, at sunset. Photo credit: Alan Farhadi/Flickr.

dreams of moving from autonomy to independence.
It really does seem unlikely that even a semi-effective
government in Baghdad (in other words, one that still
possesses enough control to be able to offer relatively
secure passage for crude from Kurdistan to its ports
on the Gulf) would agree to such exports in the event
of Kurdish independence. In addition, any agreement
on such exports would almost certainly involve tough
negotiations on whether revenues derived from oil
produced from the Khurmala Dome would accrue to
Baghdad or to Erbil.
Economically, moreover, Baghdad might not be really
interested in enabling the KRG to dispatch its own
oil output for export through federal Iraqi facilities,
since, despite all the obstacles posed by an uncertain
security situation, oil production in federal Iraq is
booming.
Indeed, the real paradox at present is that Kurdistan,
where the energy sector was booming just a few
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years ago, is in many ways far more stable in terms
of security than federal Iraq, but its energy sector is
in much worse shape. In federal Iraq, there may be
political paralysis, control of whole regions of the
country may be contested with ISIS, and sectarian
divisions between Shia and Sunni may remain as
sharp as ever. However, oil output is booming with
production reaching a record high of 4,550,000 b/d
in early April 2016, while exports through oil terminals
on the Gulf held steady through the first half of 2016,
ranging from a record of 3,363,000 b/d in April 2016
to a low of 3,175,000 b/d in June 2016.36

36 Between February 2016 and mid-August 2016, there were
no federal Iraqi exports via the Ceyhan pipeline. The author
understands from private sources that during that time some
30,000 b/d of oil produced at NOC fields was dispatched
to the Kirkuk refinery; up to 50,000 b/d was sent south to
Baghdad’s Doura refinery, and an unknown volume was reinjected, sold locally, or smuggled offsite.
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Alternative Options: Iran
Iran Export Talks
The KRG is exploring the possibility of exporting crude
oil to Iran via a prospective 250,000 b/d pipeline from
Koysinjaq, near Lake Dukan in central Kurdistan, to
Kermanshah in western Iran, where it would connect
with the main Iranian oil trunkline system.37 But details
remain sparse and it is far from clear how the Iranians
propose to square the purchase of oil from Iraqi
Kurdistan with their close alliance with the federal
authorities in Baghdad. In early April, the head of the
KRG’s representative office in Tehran, Nazim Dabagh,
referring to plans to use an existing Iranian oil pipeline,
said that “Iran has agreed to have Kurdistan’s oil
exported through it” and that current talks “revolve
around exporting oil through Iran and importing
natural gas from Iran to Kurdistan.”38
Dabagh did not disclose what kind of export volumes
the KRG was looking to secure by this route; however,
he did add that he thought the negotiations on oil
exports had slowed down as a result of Kurdistan’s
financial crisis.
If so, that might indicate either of two main possibilities.
The first is that Tehran may have been putting pressure
on Erbil, possibly in connection with Peshmerga
military activities in Iraq against ISIS.
The second is that Erbil is also holding out for fresh
financial assistance from Washington and additional
commercial and physical security from Ankara for
exports via Turkey.
The problem is simply that while it is in Kurdistan’s
commercial interest to secure alternative export routes

37 Bijan Khajehpour, “Iran’s pipeline politics reaches Iraqi
Kurdistan,” Al-Monitor, June 29, 2016, http://www.al-monitor.
com/pulse/originals/2016/06/iran-kurdistan-regionalgovernment-pipeline-energy-deal.html.
38 Rudaw.net, “Tehran-Erbil talks to resume after Newroz,”
March 23, 2016, http://rudaw.net/mobile/english/
kurdistan/280320162.
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for its oil, these run counter to many of its hard security
interests, which largely depend on its accommodation
with the Turkish government and on friendly relations
with the US government. In addition, Iran remains
hostile to the Iraqi Kurds’ aspirations for independence,
with Iranian officials stressing their support for the
continued unity of Iraq.
Kurdistan has for many years dispatched crude oil
by truck to Iran for refining, but this has then been
re-imported for use within Kurdistan itself. It also has
arrangements to import electricity from Iran. But while
Tehran has indicated its willingness to provide roundthe-clock delivery to regions of eastern Kurdistan,
actual deliveries have so far fallen well short of initial
plans. On April 4, 2016, after the KRG failed to pay
$27 million in fees, Iran cut electricity deliveries to the
Penjwen district east of Sulaimaniyah, a move that
prompted the local mayor to threaten to close down
the local border crossing, which generates cash for the
KRG, unless the matter was resolved and electricity
supplies restored.
Iran has also beefed up its military positions along its
border with the Kurdistan Region of Iraq saying that
the KRG is incapable of defending its borders. Such
nervousness may stem from ongoing rivalries between
the KDP, which tends to look to the Barzani family and
thus to Washington and Ankara, and the PUK, which
tends to look to the Talabani family and which, not
least for sound geographical reasons, is careful to
maintain working relations with Tehran.
Sporadic shelling of Kurdish positions by Iranian
forces has been reported in recent months, and it
was significant that a statement issued by the KRG
authorities on June 26, 2016, called for a halt to
bombardment of KRG border areas by both Turkish
and Iranian forces.39
39 BasNews, “KRG Calls a Halt to Bombarding Its Borders by Iran
and Turkey,” June 27, 2016, http://www.basnews.com/index.
php/en/news/kurdistan/283968.

25

IRAQI KURDISTAN OIL AND GAS OUTLOOK

Conclusions
Two issues lie at the heart of the dilemmas facing the
KRG and the Kurds of northern Iraq. The first is the
desire of both the KRG itself and the majority of Iraqi
Kurds for an independent Kurdish state in what is now
northern Iraq; the second is the security of energy
exports on which the KRG relies for basic solvency.
The two issues are, of course, intimately connected.

Iranian opposition to the emergence of an independent
Kurdish state should not be underestimated. Tehran
has worrisome memories of the Soviet-backed Kurdish
state that existed briefly in Iran in the wake of World
War II and of the de facto Iranian Kurdish autonomy
briefly achieved during Iran’s Islamic Revolution of
1978-79.

Not one of Kurdistan’s immediate neighbors—Iran,
Iraq, or Turkey—actively favors the emergence of an
independent Kurdish state in what is now northern
Iraq. The most that can be said is that the Turkish
government may be prepared to accept such a state
so long as it remains, in effect, a client of Ankara.
But even this approach might
change as a result of Turkey’s
own Kurdish war. And it should
never be forgotten that while
Ankara, Baghdad, and Tehran have
constantly been at loggerheads
over a host of issues in the last
hundred years or so, they have
all pursued policies, sometimes
in coordination with each other,
aimed at suppressing demands for
Kurdish independence.

Divisions in Iraqi Kurdistan over relations with Ankara
and Tehran should also not be underestimated. For
much of the outside world, particularly the United
States and Turkey’s other NATO partners, the
emergence of an independent Kurdish state that has
access to external energy markets via Turkey and
that is consequently on good
terms with Ankara would seem
to be the best way to marry the
aspirations of the Iraqi Kurds for
independence with the practical
realities of creating a landlocked
state in a tough neighborhood.

[I]t seems
inconceivable
that Turkey can
guarantee the
security of the
pipeline in the
absence of a
renewed peace
process within
Turkey itself.

In particular, this makes it
extremely difficult to see energy
exports from the Kurdistan Region
of Iraq via either Iran or Iraq playing
a major role in the long-term
development of an independent
Kurdish state in what is now northern Iraq. If there is
to be such a state, it will have to rely on a complex
approach by Turkey: goodwill by Ankara toward the
new state and the provision of effective security for its
oil and gas sales to Turkey and its oil sales secured via
the Turkish port of Ceyhan, accompanied by continued
hostility to aspirations for independence or autonomy
for Turkish Kurds and outright hostility to the Kurds
of Syria. Whether such an approach towards the Iraqi
Kurds is possible so long as the Turkish government’s
war with its own Kurdish enemies continues remains
very much in doubt. Indeed, as the extensive closures
of the Kirkuk-Ceyhan line in the summer of 2015
and the spring of 2016 have demonstrated, it seems
inconceivable that Turkey can guarantee the security
of the pipeline in the absence of a renewed peace
process within Turkey itself.
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But not all Iraqi Kurds would
concur. The PUK, despite losing
out in political power struggles
in Erbil, still retains considerable
support in large swathes of Iraqi
Kurdistan along the Iranian border
and remains as inclined as ever
to involve Tehran in potential
solutions to Iraqi Kurdish problems.
Moreover, its position in Kurdish
politics has been strengthened by
the rapprochement with Gorran. Equally important,
there is no uniform attitude toward Iran in Erbil. At a
time when there are strong signs of a Moscow-Tehran
axis emerging in the region, one senior Kurdish source
specifically fears that Iran—presumably in the form of
Iran’s Revolutionary Guards, rather than the Rouhani
administration—is aiding the PKK rebels in Turkey.
Any deal to permit significant energy exports from
Kurdistan-Iraq via Iran is therefore likely to come at a
high political price.
Then there is Baghdad. A repeated argument of KRG
officials has been that while the rest of the world
may be waiting for Kurdistan to leave Iraq, the KRG is
waiting for Iraq to leave Kurdistan, by which they mean
for Baghdad to simply give up on its own efforts to
preserve even a semblance of a unitary government.
There is more than a grain of truth in such assertions.
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So long as Baghdad itself remains incapable of both
forming and then running a broad-based government
that is truly prepared to work on behalf of all of Iraq’s
major communities—in particular ensuring that Sunni
as well as Shia interests are promoted and defended—
the KRG will be able to draw not only on Kurdish
separatist instincts but on the larger arguments that
Iraq is either already a failed state or is en route to
becoming one.
But even if Baghdad should tire of trying to keep the
KRI within a federal structure, there is still the problem
of Kirkuk. To the KRG, independence without Kirkuk
might well seem inconceivable. But Kirkuk could also
become a rallying cry for federal Iraqi opposition to
Kurdish independence.
And yet, while the KRG’s political aspirations for
independence remain as strong
as ever, practical realities require
a degree of caution. In particular,
as long as there are doubts
about the security of export
routes via Turkey, the ability of
an independent Kurdish state in
northern Iraq to secure economic
viability remains in doubt. In the
current post-coup environment,
who knows what policies Ankara
will adopt in handling its own
internal Kurdish affairs, or what
consequences these may have
on the great KRG dilemma: how
to secure independence while
still ensuring safe passage for the
KRI’s principal source of revenue
through Turkey.

looking at taking the government out of key
sectors such as fuel and electricity. We wouldn’t
be looking at restructuring the size of our civil
service and some of the real reforms that we’ve
undertaken. So we’re not letting this crisis go to
waste. We’re doing everything we can, but we
cannot do this alone.40
Economic diversification and an end to any dreams
that the KRG may have had of managing an energydependent rentier state are now absolute necessities.
Even if the KRG is able to raise its output from current
production and export levels of around 600,000
b/d to 1 million b/d (a difficult task in the next few
years, given current oilfield investment problems),
then, so long as oil prices remain at anything like their
current levels, this will not yield sufficient revenues
for the KRG to secure the $1 to 1.2 billion per month
it requires to ensure government
spending remains in line with
budgets presented in an era of
$100 oil together with at least
some partial repayments required
to service ever-increasing volumes
of government debt.

[A]s long as there
are doubts about
the security of
export routes via
Turkey, the ability
of an independent
Kurdish state in
northern Iraq to
secure economic
viability remains in
doubt.

In an ideal world, the economic focus of Kurdistan-lraq
in recent years would have been on the development
of a diversified economy. But its status as a landlocked
territory with limited access to the outside world
hampered such development both during and after
the Saddam Hussein era. The KRG recognizes that its
current problems force it to try to turn challenge into
opportunity. Such arguments were neatly summed up
by Deputy Prime Minister Qubad Talabani during his
visit to Washington in April 2016:
The low oil price has had a massive impact to our
current economic state, but on the other hand,
it’s actually been a blessing because had it not
been for the crash in oil prices, we wouldn’t be
looking at some of the reform initiatives that
we’re undertaking right now. We wouldn’t be
looking at reducing subsidies. We wouldn’t be
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On the other hand, while federal
Iraq remains beset by a welter of
sectarian and security problems,
its energy development has
been thrusting ahead. These
may be bad times in terms of
energy prices, but in terms of oil
production Iraq has secured signal
success, raising output levels in
the last five years from an average
of 2.17 million b/d throughout 2011
to a peak of 3.96 million b/d in
November 2015. Moreover, roughly half the reason why
Iraq is not routinely pumping more than 4 million b/d
is that in March 2016 KRG production was down by
almost 300,000 b/d on output a few months earlier,
with exports through the Kirkuk pipeline to Ceyhan
down to 324,000 b/d in March 2016 from 620,000 b/d
in September 2015.
The infrastructure exists for oil from the Kurdistan
Region of Iraq to be exported southwards. Should the
anti-ISIS coalition recapture Mosul and thus ease—
and possibly end—the direct threat posed by ISIS to
40 Deputy Prime Minister Qubad Talabani interviewed in “Kurds In
Iraq Face Economic Woes Amid Refugee Influx, Fight Against
ISIS,” heard on All Things Considered, National Public Radio,
April 12, 2016, http://www.npr.org/2016/04/12/473992325/
kurds-in-iraq-face-economic-woes-amid-refugee-influx-fightagainst-isis.
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communities controlled by the KRG, Erbil would have
to consider the practicality of exporting crude via
federal Iraq as well as via Turkey, even if that meant
a further postponement of independence. It would
also have to consider whether it should step into the
breach and start providing Mosul with energy supplies
from its own resources.
At present, nothing is set in stone. Much depends on
events that lie beyond the scope of this report, such as
the evolution of the wars in Syria; the campaign in Iraq
to retake Mosul; the way that events develop in Turkey
with regard to political circumstances in Ankara and
security conditions in southeast Turkey; and whether
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there is a return to the peace process, which was so
abruptly terminated in July 2015, between the Turkish
government and leading Kurds, including talks with
the imprisoned PKK leader Abdullah Öcalan.
The KRG remains caught in the maelstrom between
these conflicting currents. Its ability to influence them,
let alone control them, is limited. In sum, these are not
good times for the KRG in its search for energy-fueled
independence. It may well have to settle for a further
prolonged period of loose association with Baghdad,
and for an extensive period of highly delicate relations
with Tehran as well as Ankara, while it waits to see
which way the storms will blow.
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