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IRAQ OIL AND FINANCIAL DATASET ANALYSIS: September 2016
INTRODUCTION

This edition of the IOFD monthly analysis covers the following topics:
¢ Several new cells introduced to the spreadsheet covering KRG crude storage and trader
debt
* Ananalysis of Q2 financial data the federal government's Ministry of Finance
* Anupdate on KRG efforts to pay down trader debt

NEW IN THE IOFD IN SEPTEMBER

We added two new categories of information to the IOFD spreadsheet in September:
* Rows 73-74, which speak to crude in KRG storage tanks at Ceyhan.
* Rows 75-77, which details the volume of crude allocated to pay down trader debt, and
the assumed monetary value of that crude.

Row 73 in your spreadsheet tabulates the volume of crude oil remaining in KRG storage tanks at
Ceyhan at the end of each month. The data has been filled in retroactive to Jan. 2016 (cell 75:B
on your IOFD spreadsheet) through Sept (75:) on your IOFD spreadsheet).

Row 74 (also filled in retroactively to Jan. 2016) details the volume of crude either added to or
sold from storage in a given month.

Over the past four months the beginnings of a trend may be emerging, wherein the KRG sells
crude from storage when oil prices/the KRG sales price is higher — ie, June (84:G on your IOFD
spreadsheet) and Sept. (84:) on your IOFD spreadsheet) — and puts crude in storage when prices
are lower — as was the case in July (84:H on your IOFD spreadsheet) and Aug. (84:I on your IOFD
spreadsheet). However, it is too early to definitively link price to the KRG's behavior regarding
crude in storage.

Rows 75 and 76 disaggregate crude allocated to pay down trader debt from gross export
volumes by month and bpd respectively. IOFD subscribers can cross reference these rows with
row 69 (which looks at pipeline throughput) and row 71 (sales volumes) to gain a precise
understanding of what percentage of KRG crude exports are going to pay down trader debt.
Row 77 assigns a monetary value to that crude, which IOFD subscribers can cross reference with
row 108 to understand — on a month by month basis — what percentage of overall crude export
values are going to pay down trader debt.

FEDERAL IRAQ FINANCES

In early October the federal Ministry of Finance (MOF) compiled the government's monthly
expenditure data for the second quarter of 2016. This edition of the IOFD updates the "Federal



finances" section (rows 27 to 45). Many of the numbers help illuminate the ways in which Iraqg's
budget process remains broken.

* Iraq's budget bears little resemblance to actual spending. Half way into the year, Iraq
had spent $25.95 billion, according to the MoF data. If the reporting from MoF is
comprehensive, and this rate of spending continues at year's end, the government's
total expenditures will be $51.9 billion - about 58 percent of the $90 billion called for in
the budget law.

* High military spending requirements and low oil prices have left only paltry amounts of
money for investment spending. Current expenses account for four-fifths of the
government's spending. About 38 percent of Iraq's current expenses support the day-to-
day operations of the ministries of Interior and Defense.

* Iraq is doing little to diversify its economy beyond oil. Out of the $5.29 billion spent on
investment in the first half of 2016, $4.61 billion - 87 percent - was spent by the Oil
Ministry. Oil revenues accounted for about 88 percent of government revenue in the
first half of the year.

* Iraq has not been able to access as much financing as the budget anticipated. While the
Ministry of Finance does not release data on the government's accumulated debt, we
have extrapolated deficit financing (Row 43) by taking the difference between monthly
revenues and expenses. (We can make this simple calculation with confidence because
we know that Iraq has negligible cash savings to draw on.) Whereas the 2016 budget
law calls for $20 billion in financing (which includes accessing foreign currency reserves),
spending exceeded revenues by just $6.79 billion in the first half of the year, suggesting
the government was able to access about two-thirds of the financing it had hoped to
secure.

The MOF data also includes a significant irregularity that we have not yet been able to explain or
reconcile in follow-up reporting.

In a typical month, we see that the Oil Ministry reports more oil export revenue than the MOF
receives. (This is because much of that revenue never reaches the MOF: it is taken directly by
international oil companies in payment for their technical service contracts (TSC), in the form of
tanker ships filled with oil. We have extrapolated the monthly value of these TSC liftings in Row
32 by taking the difference between the MOO and MOF revenues.) In May 2016, however, the
numbers flipped: the MOF recorded more oil revenue - $5.637 billion — than the $3.745 billion
reported by the Oil Ministry. It is not clear how this can be possible.

One possibility is that the Iragi government has started making forward sales of oil, akin to the
Kurdistan Regional Government (KRG).

Another possibility is that the Iragi government has concluded a foreign investment deal in one
or more large projects. This theory gains some support from other MOF data. In May, Iraqg's
investment spending - which had not exceeded $122 million in any of the first four months of
the year - jumped to $3.42 billion. Almost all of this was on the Oil Ministry's balance sheet. So,
it seems possible that the Qil Ministry concluded a deal in which a foreign investor committed
more than $3 billion, and the MOF recorded this as both "oil revenue" and "investment
spending."



An accounting error also cannot be ruled out an explanation, at present time.

Irag Oil Report will continue investigating this topic, and explore further in next month's IOFD
analysis.

KRG TRADER DEBT

The KRG took a step in reducing its trader debt in Sept. We track the KRG's year-to-date debt to
traders by looking at rows 103 (value of KRG exports), 104 (payments from oil traders), 105
(implied debt to oil traders), 106 (accumulated year-to-date debt to oil traders) and 101
(additional payment or loan to KRG, which typically takes the form of new forward payments
from oil traders).

KRG oil payments and loadings values, 2016
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For the first time in 2016, the KRG's year-to-date account with oil traders is in the black. After
trader debt remained relatively static May — Aug (111:f-I on your IOFD spreadsheet), the KRG
allocated nearly $190 million worth of crude to traders in Sept. The upshot is the KRG has
through three quarters provided traders with approximately $85 million worth of crude above
monies paid by traders to the KRG in 2016.

However, a recent World Bank assessment put the KRG's debt to traders dating back to 2014 at
around $2 billion, meaning that while the KRG is in the black for 2016, it is still facing a total debt
pile to traders equivalent to roughly three months of crude exports using Sept. sales volumes
(71:) on your IOFD spreadsheet) and gross value of crude sold (108:) on your IOFD spreadsheet)
as benchmarks.

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 infellectual 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, fransmitted, 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 fort, confract 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 fo 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 frial
period, constitutes its acceptance of these terms. Subscriber’'s access fo 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 fo make a claim through
subscriber, irevocably agrees that any dispute regarding the Reports or any services provided by IOR shall be
submitted to 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
aftempting 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 infended recipient. If you are not the intfended recipient, please do not read, disclose, copy, or distribute
this message or any aftachment. 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.
Infended and unintended recipients of this email and any attachments are hereby notified that copying,
disclosing, distributing or taking any action in reliance on the contents 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 take action (or refrain from taking action) in reliance on
the contents of this email or any atfachments, or who cause or influence another party to so take action (or
refrain from taking action), without such reliance being specifically authorized in writing by an officer of Irag 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
aftachments is provided “as is” and all implied warranties, including warranties of merchantability and fitness
for a particular purpose, are hereby disclaimed.



