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Introduction 

Extractive Industry Governance is one of the most critical components of the broad, good, 

democratic and inclusive governance, especially for the developing countries that are highly 

dependent on revenues generated from this industry; and also for those in a transitional post-

conflict situation.   

 

More relevant information and professional knowledge is vital for formulating and 

functioning of country specific extractive industry governance. For these purpose two issues 

has to be properly explored and understood: Analytical framework and basic premises of 

governance in the extractive industry, on one side and the reality of such governance within 

the socio-political setup of the specific country, on the other.  

 

In Iraq, the parliament has, through its oversight and legislating authority, an important role as 

one of the important entities impacting the governance of the extractive industry in general 

and upstream petroleum in particular. For the parliamentarians to have an effective 

contribution in this arena they surely need to have the professional and knowledge capacity 

pertaining to the extractive industry to complement and support their constitutional authority 

and mandate.    

 

Recently and for that purpose, Natural Resource Governance Institute (USA/UK) organized 

workshop on the “Role of Parliamentarians in the Extractive Industries Transparency 

Initiative (EITI)”. The workshop was attended by 27 Iraqi Parliamentarians and Parliament 

staff, was held in Beirut-Lebanon from 13 to 15 September 2015 and I was commissioned to 

research, prepare and present substantive issues for the event.1 

 

The first part of this intervention provides very brief review of the analytical framework, the 

main components and premises of extractive industry and related governance. The second part 

highlights related empirical aspects of governance in the Iraqi extractive industry with focus 

on the upstream petroleum. This part draws from data and analyses offered through four 

lengthy PowerPoint presentations I delivered before the workshop. This paper ends with 

evaluation and final words relevant to the Theory of Change in this regard.   

 

First: Analytical Framework and Basic Premises  

Global Extractive Industry comprises three broad categories of industries with different and 

distinct characteristics; business models and standards; legal governing frameworks; strategic 

                                                           
1 Acknowledgment and Disclaimer: I am thankful to NRGI for the kind invitation and to NRGI-Beirut 

competent staff for profoundly helping with the necessary logistics. The contents of the presentations are my 

own responsibility and thus do not represent the views and positions of any entity referred to in the presentations 

and/ or involved directly and indirectly in organizing this event. This contribution is intended for public 

knowledge and thus it is not intended to be and should not be construed as legal recommendations and or advice. 
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and geopolitical importance; economic and financial aspects; local, political and social 

dimensions; environmental impacts, among others. These three broad industries are: 

1- Upstream petroleum/ oil and gas (comprising both conventional O&G, 

shale/ fracking  O&G and tar/oil sands and oil shale); 

2- Mining, minerals and quarrying  (comprising many natural resources and 

industrial metals with different distinct activities); 

3- “Rare Earth” (Comprising high-value Light and Heavy Rare Earth 

Elements, though these activities are, sometimes, considered among the 

Mining category). 

The implications of the above may require differentiated approach and thus entails extractive 

industry-specific governance frameworks. Hence an Extractive Industry Governance- EIG 

has to take the above into consideration in order to be feasible, functional, credible and useful. 

 

It is vital to emphasise that any EIG should be perceived, structured and operated within the 

context of sustainable development comprising interaction and interdependency of the three 

pillars of: Economy, Society and Nature.  

For a developing country with high dependency on the extractive industry, especially 

petroleum, sustainable development has to be understood as a process of transforming 

depleting natural assets into human, physical and institutional capacities and through 

horizontal and vertical diversification of the national economy.      

 

Among the three extractive industries above mentioned, Upstream Petroleum Industry 

occupies significant importance in development discourse generally and the Extractive 

Industry Governance in particular. Issues of Economic Rent; Dutch Disease; Absorptive 

Capacity Limitations; Sovereign Wealth Funds, Resource Curse; Revenue Management and 

Sharing; Oil for Sustainable Development; Dependency and Vulnerability; the danger of 

dismantling the “Failed/ Fragile Nation State” are among critical issues impacting the 

components, design and relevance of a specific Upstream Petroleum Industry Governance.   

 

The International Political Economy of the extractive industry- IPEEI concerns the 

complex relations between the Transnational Corporations-TNCs, or International Oil 

Companies-IOCs in case of upstream petroleum, and host governments.  

In the upstream petroleum industry, IOCs drive, primarily, to:  

 have access to a strategic natural resource, i.e., petroleum reserves;  

 maximise their internal rate of return-IRR;  

 enhance their fiscal positioning through “book reserve” and finally;  

 secure supplies to their “integrated operations” to maximize investment return 

along the value/supply chain.  

 

On their side, host governments, especially in the developing countries, attempt, in the 

normative and as mentioned above, to transfer these depleting “natural assets” into productive 

human, physical and institutional assets to ensure sustainable development through an 

efficient, cost-effective and prudent resource management.   
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In addition to TNCs/IOCs and host governments, two groups of actors play crucial role 

impacting the political economy at different levels and dimensions. One group comprises the 

international inter-governmental organisations (for example UN & its specialized agencies; 

UE) while the other includes big number of NGOs, civil society organisation-CSO, 

community based organisations-CBOs, think-tanks, research & academic institutions among 

many others.    

Obviously, this IPEEI and the concerted involvement of stakeholders/ actors are bound to 

impact the industry governance in different ways and magnitude. 

 

Country-specific extractive industry governance across the globe differs in many aspects 

reflecting various realities. These include: Institutional setups and authority (federal, central, 

regional or provincial); Ownership and partnership (public, private, or partnership by both); 

Foreign direct investment FDI and related bilateral and multilateral investment 

agreements/treaties (BIAs & MITs); Type, structure and specifics of the legal instruments/ 

Contracts (concession, production/revenue sharing; buy-back, conventional service contracts, 

hybrid long term service contracts); Location (onshore, offshore- deep-sea /arctic); Category 

of the EI and scale of related project, especially for mining and excavating.   

The “Global-National-Project” pyramid of knowledge and analysis pertaining to the 

three categories of the extractive industry is vital for successful undertakings of different 

initiatives to enhance their governance, especially at national and sub-national levels.   

  

Special attention should be given to the above when addressing Theory of Change-ToC 

pertaining to extractive industries governance initiatives; Differentiated approach and 

orientations are vital for introducing desirable and development-oriented changes. 

The three basic components, and related interlinks, assumptions, indicators, benchmarks 

etc., of ToC relevant to extractive industry governance are presented in the following 

diagram; this could be modified (in the details of each component) for the specific extractive 

industry within the particular socio-political and cultural conditions of the concerned country/ 

region.   
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Existing extractive industry governance frameworks provide invaluable analytical, 

operational, institutional, data and insights. Experience, evaluation and reports by: Extractive 

Industry Transparency Initiative-EITI; Natural Resource Charter-NRC; Chatham House; 

Energy Charter Treaty; Publish What You Pay-PWYP among others are relevant examples.  

It is worth highlighting that annual country reports under EITI new Standard are the most 

articulated, country specific and regular source of data and information highly relevant for 

designing national governance framework.    

 

There are many “Indexes” , “Indicators” and “Benchmarks” with a varying degree of 

complexity, methodologies and data requirements; they are prepared and issued regularly, 

annually or longer, by different entities and institutions; few are directly related to the 

extractive industry, such as Resource Governance Index-RGI by the Natural Resource 

Governance Institute-NRGI, while many others are general, though comprise some aspects 

pertaining to extractive industry, such as Transparency International-TI’ Perceived Corruption 

Index; Global Integrity; The Worldwide Governance Indicators (WGI) project, The Failed/ 

Fragile States Index, among many others.  

 

For global extractive industry, as mentioned above, the EITI presents the most articulated 

framework with recognized and growing international applications, manifested by many 

annual national reports. Also NRC comprises 12 analytical policy-oriented “precepts”, 

offering and constituting fundamental sustainable development guidelines and road-maps for 

extractive industry.  

In a nutshell, both EITI and NRC are formulated around the concept of Value/Decision Chain, 

comprising the following five components: 
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 Deciding to Extract; 

 Getting a Good Deal; 

 Ensuring Revenue; 

 Managing Volatile Resources; and 

 Investing for Sustainable Development.  

The Sydney 2013 EITI new Standard offers the latest and elaborated operational requirements 

for the concerned countries to ensure compliance.   

The above was kept in-mind and also reflected in my four sessions during the workshop 

aiming at providing knowledge and capacity enhancement activity on Iraq extractive industry.   

Second: Empirical aspects of governance in the Iraqi extractive industry with focus on 

the upstream petroleum  

As mentioned above NRGI organized a workshop on the “Role of Parliamentarians in the 

Extractive Industries Transparency Initiative (EITI)”. The workshop was attended by 27 

Parliamentarians and Parliament staff, and held in Beirut-Lebanon from 13 to 15 September 

2015.  

 

The following provides very brief review of the contents of my four sessions (each session 

lasted ca. 90 minutes comprising elaborated PowerPoint Slides highlighting the linkages of 

the addressed topic to the Value/Decision Chain and discussions)  

 

First session: Upstream Petroleum Development 

The presentation provides thorough and updated analysis on the economic, financial and legal 

aspects pertaining to the development in this sub-sector.  

The first part addresses the contractual modalities, process, outcomes and implications of the 

actions taken so far by the Iraqi federal government-IFG through the Ministry of Oil knowns 

as Long Term Service Contracts-LTSC.  

The second part addresses the same issues at the KRG level and its adopted Production 

Sharing Contracts-PSCs. 

The third part highlights the most pressing challenges and problems facing both governments 

in their efforts in developing the country’s upstream petroleum. Five main challenges were 

suggested and generated at some topics, an expected heated debate.  

These challenges are: 

1- What I called Da’esh, Nussrah, Qaeda and Alike- DNQA-effects on security; upstream 

petroleum development efforts; petroleum production and pipelines; refining and 

petroleum products; on national budget (on both sides of revenues and expenditures; 

2- Domestic Politics, especially IFG-KRG relationship: which is categorized as complex 

and acrimonious relations with  reciprocal symmetrical blame-game; though policies 

and actions by KRG contribute most and frequent t such a state of relationship;  

3- Logistics Infrastructure and Human Resources; 

4- Absence of Sound & Comprehensive Planning on Sectoral and Marco Levels; 

5- Decline in Oil Prices & Export Revenues. 
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Second session: Revenue Management- Generation and Allocation 

This session began by explaining the flow of resources (petroleum) to domestic and 

international markets; revenues (generated in Iraqi currency (ID) and in US Dollars from oil 

export) and their allocation among different ministries, entities and provinces through annual 

budget laws. 

A comparative assessment focusing on the basic budget parameters for the period 2009 to 

2015 covering revenues, expenditures, fiscal deficit, investment and current expenditures  

allocations. Detailed data on these parameters were compiled and presented, comparing their 

planned (budgeted) values with actual levels.   

Attention was granted to two budgetary components, the known Petrodollars and the Regional 

Development Program, and highlighting the legal difficulties and shortcomings impacting the 

proper use of funding offered under these two channels.     

Due emphases was placed on the “Resource & Revenue Flow Cycle of the LTSCs” in Iraq 

because of the long durations of these service contracts (more than 20 years) and the 

significant magnitude of both investment requirements and generated revenues. There is a 

need to have in place a systematic and systemic approach to provide, monitor and cross-

checking the magnitude of the components according to the related LTSCs: IOCs investment; 

resulted oil production and generated export revenues; and payment to IOCs for cost 

recovery, remuneration fess and other dues after deducting income tax, state-partner share. 

The Ministries of Oil and Finance are the two entities capable to do this function.  

The most unquestionable and apparent failures in resource-revenue management during the 

last ten years are:  

 inability to reduce oil-dependency;  

 insignificant progress on development performance; and  

 non-existing protection from revenue volatility.  

Third session, Oil Prices & Impacts on Iraq  

The third session was devoted to provide detailed, thorough review and data  of the following 

issues: Basics of International Oil Pricing; Factors Affecting Oil Prices; Iraq’ Oil Export to 

Major Markets; Brent & Iraqi Oil Prices ; Iraq’s Oil Pricing Mechanism; and Oil Prices, Oil 

Exports and 2015 Budget . 

The Basics of International Oil Pricing discussed the following topics:  

 The international crude oil Benchmarks namely WTI (NYMEX) and  Brent (ICE) in 

addition to OPEC basket of 12 benchmark crudes;   

 Daily Trading (in NYMEX & ICE): Opening, closing, highest, lowest, average; 

Bearish vs. Bullish;  

 Spot price; future deliveries (front month), Term Contracts;  

 Price “Yoyo” Movements Pattern: upward, downward or horizontal “yoyo” range;  

 Price Forecasting/ Reports: Mostly short and mid-terms by different organizations, 

entities, banks, consulting firms among others.          

 

Oil prices are affected by multiplicity of factors, which include the following: 
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 Market fundamentals; (supply, demand, growth rates, seasonal variations, inventories, 

strategic and commercial reserves/stocks, petroleum products, shale O/G, alternatives 

energy, etc.,);  

 Exchange rates ($);  

 Geopolitical factors and considerations (tensions, wars, regional/ international crises);  

 Natural factors (hurricanes, volcanos, storms, floods, earthquakes, etc.)  

 Business abnormalities (strikes, offshore accidents, major maintenance, etc.);  

 The effects of Hedge Funds; Money managers, traders and Speculators – “paper 

barrels” through Contango and Backwardation behaviour.  

 

On the Iraqi side the following issues were discussed at length: 

Explain the monthly procedure for setting oil price for the exported crudes (Basra, Basra 

Heavy and Kirkuk) to the major markets, Asia, Americas and Europe, in addition to regional 

markets- Egypt, Jordan and Turkey.  

Review SOMO’s essential Term Contracts; Actual Deliveries; Loading Certificates &  

Measurement Meters; what they constitute as manifestations for transparency in the export 

operations. 

Present data on the role of oil prices in the annual budget by highlighting the persistent 

deviation between the assumed and actual oil prices and resulted fiscal deficits during the 

period from 2006 to 2015.  

The data clearly indicates that 2015 budget has been so far off-target on both parameters- oil 

price and oil exports- leading to fiscal deficit much higher than anticipated in the budget law, 

with no prospect of reversal in the decline of export revenues during the remaining part of the 

year.  

And due to absence of any fiscal buffer for budget stabilization the government finds itself, 

once again, amid severe fiscal crisis much more acute than the previous one of 2008. 

Fourth session, IEITI Assessment: Pros, Cons and the Way Forward   

The session provides, at length, an assessment of Iraqi experience so far with EITI based on 

my critical review of the four issued IEITI annual Reports for 2009 to 2012.  

The essence of Transparency is:  

 Full disclosure, availability and accessibility;  

 Openness, answerability, accountability;  

 Multiplicity (of involved, reporting or concerned entities); 

 Objective,  Independent & Verifiable Indicators; 

 Transparency is not a claim; it is evidence-based; 

 Reconciliation (of data: Materiality, Identifiably, Measurability); 

 Constitutional (ownership) Right premises.    

 

Based on the follow-up and lessons learned from more than four years of IEITI experience a 

Strengths, Weaknesses, Opportunities and Challenges- SWOC analysis was presented. SWOC 



8 
 

analysis clearly indicates to many serious capacity gaps, especially in the process of preparing 

the IEITI annual reports, work plan and activity program in full compliance with the 20 

requirements of the new EITI Standard. 

Moreover, future IEITI Reports will be more detailed, comprehensive and challenging for 

many reasons such as: 

1- The EITI Standard and its requirements; 

2- The governing modalities and conditions in the Iraqi extractive industry, which characterise 

with:   

 Distinct contracting frameworks: (LTSC; national efforts) & PSCs (KRG).  

 Many major IOCs and many more Service Companies and Sub-Contractors 

 IOCs, such as Shell, CNPC and to some extent BP, with multi-projects involvement 

entails project-by-project reporting; 

 Payment in cash and in-kind (LTSC; KRG) and the implication on revenue 

reconciliation;   

 Many known International Oil Buyers-IOBs (through SOMO) and unknown IOBs 

(through KRG) 

 Different legal obligations pertaining to IOCs; IOBs; PSCs when it comes to revenue/ 

payment reconciliation;  

 Increasing domestic consumption of petroleum products/refining sector (domestic 

revenues in ID, subsidies, accounting prices, etc.,); 

 Inter and intra ministerial flows of resources (oil and gas) and revenues; 

 Many Reporting Entities;   

 

Accordingly, the session suggests a “Way Forward: Capacity Development Action & Priority 

Plan” for IEITI. It provides a step-by-step: target-group approach and proposes a Structural 

Model and Report Process for a well-functioning IEITI to ensure compliance with EITI new 

Standard requirements.    

Evaluation and Final Words 

The evaluation of the workshop by the participants was held during its last session. The 

participants were divided into four groups and each group was asked to make two suggestions 

and give the justification and possible challenges facing each suggestion.  

One suggestion that was made by each of the four groups is to have more of such a workshop, 

preferably in Baghdad, for them and for other parliamentarians to enable them play more 

supportive role for IEITI. Their justification was premised on the quality, comprehensiveness 

and wealth of data presented during the event.  

Actually, many of the participants asked me, outside the formal sessions, to re-present the 

sessions so that they get full understanding of the issues, since most of the parliamentarians 

are newly elected with limited knowledge of the upstream petroleum sub-sector. But again, 

that was not possible due to the tight schedule of the workshop.  

 

The essence of these suggestions and requests manifest a Theory of Change that is premised 

on Information leads to Knowledge which in turn leads into Action and that makes Change. 
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