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IRAQ OIL AND FINANCIAL DATASET ANALYSIS: FEBRUARY 2017
INTRODUCTION

This edition of the IOFD monthly analysis covers the following topics:
* The finalization of 2016 federal financial data, allowing for an end-of-year look at actual
spending as compared to budgetary allocation
* Alook at KRG pipeline throughputs, disaggregated by KRG and NOC contributions

NEW IN THE IOFD IN FEBRUARY

We added no new rows to the IOFD spreadsheet in February. Notably, Iraq’s Ministry of Finance
has now released data for all of 2016, so we have completed filling in the federal financial data
for that year. Please be sure to download both your updated 2017 and 2016 IOFD spreadsheets.

Federal finance data: Now that the Iraqgi Finance Ministry has compiled its December spending
data, we have a relatively full picture of the country's 2016 finances (rows 28 to 50 in your 2016
IOFD spreadsheet). Among other things, this allows us to compare some key numbers in Iraq's
2016 budget with the government's actual spending, providing some unique insight into Iraqg’s
fiscal health.

Budgeted Actual Actual
performance
compared to
budget

Total value of oil exports $59.13 billion $43.50 billion 73%
Oil revenue to federal treasury | $59.63 billion $38.11 billion 64%
(after TSC liftings)

Non-oil revenue $10.19 billion $8.25 billion 81%
Gross revenue $69.83 billion $46.37 billion 75%
Current expenses $68.50 billion $43.68 billion 64%
Investment spending $22.00 billion $13.55 billion 62%
Total spending $90.51 billion $57.23 billion 63%
Deficit financing (estimated) $20.68 billion $21.46 billion 104%
Percentage of revenue from oil 86% 84%

Percentage of spending on | 24% 24%

investment

Deficit financing as percentage of | 23% 37%

total spending (estimated)

Some key observations and explanations:



As we have noted in previous editions of the IOFD analysis, Irag's budget execution is
lacking. The government finished the year executing just 63% of its projected spending,
according to the Ministry of Finance’s own data. One positive, however, is that actual
spending at least seems to be broadly proportional to the budget. Given the
atmosphere of financial crisis and war, one might have expected the government to
skimp on investment spending. But spending on investment composed the same
percentage of total expenditures as the budget dictated — that is, about 24 percent.

There are some major discrepancies between the value of the Oil Ministry's reported
exports and the Finance Ministry's reported revenue from oil. In many months, we can
chalk this up to "TSC liftings": the State Oil Marketing Organization (SOMO) designates
several cargos to be loaded onto oil tankers as in-kind payments to international oil
companies working under technical service contracts (TSCs). This practice allows 10Cs to
receive payments while avoiding most of Baghdad's bureaucracy; it also has the effect
of keeping billions of dollars' worth of oil payments off the Finance Ministry's books.
Given this dynamic, one would expect the Oil Ministry's "value of exports" to be higher
than the Finance Ministry's "oil revenue" on a monthly basis.

In two months, however — May and December — the Finance Ministry reported much
higher oil revenues than the Qil Ministry did. Iraq Oil Report has interviewed several
Iragi and western government officials in an attempt to clear up this confusion, but
nobody has offered an authoritative explanation. In the meantime, absent clarification
from the Iragi side, our prevailing theory is that the government has been borrowing
money, possibly from the foreign currency reserves of the Central Bank of Irag. This
theory gains support from the fact that the months in which MOF "oil revenues" are
artificially high, the Oil Ministry also shows surges in investment spending. It seems
plausible that the government, under pressure from the IMF to settle debts with oil
companies, has been using financing to pay back IOCs in cash as well as oil, categorizing
those cash payments as "investment spending." This theory does not explain why loan
proceeds would be categorized as "oil revenue."
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* Government spending surged in December. (See chart above.) Unlike previous months,
where the major fluctuations came mostly from investment spending, the biggest
anomaly in December was current spending. So far we have not been able to figure out
what accounts for this surge.

* The MOF did not produce an official tally of the amount of money Iraq borrowed in
2016. Our calculation — $21.46 billion — is a rough extrapolation based on our
assumption (explained above) that a significant portion of the MOF's reported "oil
revenue" included both oil proceeds and loans.

KRG PIPELINE THROUGHPUTS

The Ministry of Natural Resources ceased in December 2016 providing monthly updates on
pipeline throughputs and sales. Field research for a much vaunted third party audit is ongoing,
according to several KRG officials, though the inaugural report is yet to be released. As a proxy,
we are relying on data obtained from federal government sources to understand pipeline

throughputs.
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B KRGinputs BNOC inputs

NOC pipeline inputs recommenced in Q3 2016 with a "handshake agreement" between the KRG
and Gol over utilization and marketing of crude from NOC-operated Kirkuk-area fields. In brief,
NOC commenced diverting crude from Avana, Jambur and Khabbaz back into the KRG’s export
pipeline in exchange for the KRG turning over volumes commensurate to half that crude to
SOMO at Ceyhan.

Per data obtained from federal government sources, NOC began sending approximately 40,000
bpd to KAR Group’s so-called "Ninewa Refinery" in Kalak. We assume this 40,000 bpd is
deducted from crude allocated to SOMO at Ceyhan. As evidenced in the chart above, despite
this reallocation of crude for refining at Kalak, NOC pipeline input volumes remain in line with six
month averages. This can be attributed to higher-than-average pipeline inputs in the first half of
February, due in part to a reduction in the trucking of crude (historically fluctuating between
roughly 5,000-20,000 bpd) to a power plant in Baghdad. We anticipate that in March the
amount of NOC production flowing to Ceyhan is likely to decrease.

Irag Oil and Financial Dataset (IOFD)

Irag Oil and Financial Dataset reports, Irag Oil and Financial Dataset downloads, and Irag Oil and Financial
Dataset emails (herein, collectively, the “Report” or “Reports”) produced by Irag Oil Report (“IOR") reflect the
analysis and opinions, not the advice, of IOR. Reports, the copyright and all intellectual property rights of which
are reserved exclusively to IOR, are produced for the eyes only of Reports subscribers, and are for informational
purposes only. The opinions and analysis reflected in Reports are based on information obtained from sources
IOR considers reliable, but IOR neither guarantees nor represents the completeness or accuracy of such
information, nor its analysis and opinions based thereon. IOR's opinions and analysis do not constitute a
warranty of future results.  ALL INFORMATION IN A REPORT IS PROVIDED “AS IS" AND ALL IMPLIED WARRANTIES,
INCLUDING WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE, ARE HEREBY
DISCLAIMED. TO THE FULLEST EXTENT PERMITTED BY LAW IOR WILL NOT BE LIABLE FOR THE QUALITY, ACCURACY,
COMPLETENESS, RELIABILITY OR TIMELINESS OF INFORMATION IN A REPORT, OR FOR DAMAGES OR COSTS OF ANY
KIND AND NATURE WHICH MAY ARISE OUT OF THE AUTHORIZED OR UNAUTHORIZED USE OF ANY REPORT
(INCLUDING BUT NOT LIMITED TO, LOST PROFITS OR OPPORTUNITIES THAT MAY RESULT FROM ANY INACCURACY
OR INCOMPLETENESS OF INFORMATION IN A REPORT), WHETHER IN TORT, CONTRACT OR OTHERWISE. In no event
shall IOR’s liability to any subscriber or third party exceed the amount paid by subscriber, if any, for the specific
Report from which a claim may derive. Copyright to the content of all Reports is either owned by IOR, or is
licensed thereto. Reports are generated for the benefit of Report subscribers only; no Report content may be
copied, reproduced, published, republished, uploaded, posted, displayed, transmitted, modified, used to
prepare derivative works, distributed or redistributed in any way or in any medium whatsoever now known or
later invented except pursuant to separate written authorization given by an officer of IOR as to the specific
content. In the event of a subscriber’s breach of the immediately preceding provision, the subscriber shall: (i)



indemnify, defend and hold harmless IOR, its officers, directors, agents, shareholders and representatives, from
any and all claims (whether or not a lawsuit or formal claim is filed), damages and costs of any kind and nature,
whether in tort, contract or otherwise, which are directly or indirectly related to the subscriber’s breach,
whether or not such breach was intended by the subscriber, and (ii) otherwise be liable to IOR for all damages
and losses IOR may prove (which the subscriber agrees shall be, at a minimum, equal to the then-current fee
typically charged by IOR for a Report, multiplied by the number of unauthorized disclosures made, or other
breaches, by the subscriber), plus all costs of collection, including actual attorney fees (whether or not a lawsuit
or formal claim is filed). Subscriber’s accessing the Reports, including pursuant to any free or reduced-cost trial
period, constitutes its acceptance of these terms. Subscriber's access to the Reports, and any dispute arising
out of or relating to the Reports, will be governed by the laws of the State of Michigan, U.S.A., irespective of its
conflicts of laws provisions. Subscriber, for itself and for any party attempting to make a claim through
subscriber, irevocably agrees that any dispute regarding the Reports or any services provided by IOR shall be
submitted fo a court of competent jurisdiction sitting Kalamazoo, Michigan, provided however that IOR may
pursue injunctive relief in any court having jurisdiction for such actions. Subscriber, for itself and for any party
attempting to make a claim through subscriber, further agrees to submit to the exclusive personal jurisdiction
and venue of the federal and state courts located in Kalamazoo, Michigan.

CONFIDENTIALITY NOTICE: This email and any attachments are confidential and intended solely for the use of
the intended recipient. If you are not the intended recipient, please do not read, disclose, copy, or distribute
this message or any attachment. Please notify the sender immediately by e-mail if you believe you received
this e-mail in error; please delete this e-mail from your system, and please refrain from opening any attachment.
Intfended and unintended recipients of this email and any attachments are hereby notified that copying,
disclosing, distributing or taking any action in reliance on the contfents of this email, or any attachments, is
strictly prohibited unless separate specific written authorization to do so is given by an officer of Irag Oil Report.
Recipients of this email who copy, disclose, distribute or fake action (or refrain from taking action) in reliance on
the contents of this email or any attachments, or who cause or influence another party to so take action (or
refrain from faking action), without such reliance being specifically authorized in writing by an officer of Iraq Oil
Report, shall indemnify, defend and hold harmless Iraq Oil Report, its officers, directors, agents, shareholders
and representatives, from any and all claims (whether or not a lawsuit or formal claim is filed), damages and
costs of any kind and nature, whether in tort, contract or otherwise. The information in this email and any
attachments is provided "as is” and all implied warranties, including warranties of merchantability and fitness
for a particular purpose, are hereby disclaimed.



