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 Many of my Kurdish colleagues, members of the Finance and Oil 

Committees in the Iraqi federal Parliament, asked for my opinion on 

these deals. In response to that request and due to the importance of the 

deals and their potential impacts on the Iraqi national interest, I 

prepared this contribution.  

  

Kurdistan-Iraq Regional Government (KRG) and the Russian oil company 

Rosneft signed a series of agreements on oil matters, on crude oil supplies with 

upfront payment in addition to an "open memorandum"; that was done during the 

period between February and June of this year. 

As usual, the main contents and components of those agreements, the financial 

and economic conditions and their governing modalities have not been disclosed. 

While these agreements have attracted the attention and opposition of some 

Kurdish political blocs and members of the Iraqi parliament, the federal 

government and the federal Ministry of Oil both kept silent as if the matter does 

not concern them!  

In spite of the lack of information and the confidentiality surrounding the details, 

what is available indicates, obviously, to their economic and financial importance 

for KRG; to the geopolitical considerations of the Russian government; to the 

profitability and the external strategic positioning considerations of Rosneft; and, 

finally, to the important implications and impacts of all that on Iraq and the 

federal government. 

This demonstrates the complexity of the subject and the intertwinement of the 

matters relating to it; the contradictions or similarities of interests of the 

concerned parties; the necessary compliance with constitutional and sovereignty 

prerequisites and legal procedures, among others.  

These are what this contribution tries to present, analyze and discuss. It deals first 

with the governing frameworks of the signed agreements; then addresses Russia 

strategic and geopolitical positioning. Thirdly, it discusses the possibility that 

these agreements could represent the last life-saving rope for KRG and, finally, 

questions the suspicious silence of the federal government and the Ministry of Oil 

on these agreements. 

 

THE GOVERNING FRAMEWORKS OF THE SIGNED AGREEMENTS 

In the light of the available information, three different frameworks, in terms of 

substance, objectives, time horizon and other issues related to each of them, have 

been agreed upon and could be summarized as follows.   

 First: Oil Supply Contract with Upfront-payment 



According to Rosneft’ Information Department-ID, the two parties signed in 

February 2017, in London (UK), a contract for the purchase and sale of oil to 

Rosneft from 2017 to 2019. The contract provides for an advance/ upfront 

payments. The buyer is Rosneft's trading subsidiary-Rosneft Trading SA. The 

crude will be delivered to Rosneft's refining network, in Germany and elsewhere.  

 

Apart from the above, ID has not specified any of the basic components and terms 

and conditions of this contract such as: price setting mechanism; quantities of oil 

involved; issues relating to prepayment, especially if there is a minimum 

obligatory supply; fines in case of non-compliance, interest rates, etc.; Banking 

matters relating to the deposit and withdrawal of proceeds; operational procedures 

for the loading and transportation of oil and other related matters. 

 

For its part, KRG did not specify any of the above, though the adviser to the 

Prime Minister of the Region, Dilshad Shihab, has reportedly said, "the terms of 

the agreement with the Russian company includes the purchase of oil according to 

global oil prices."  

This is a general statement; the advisor does not disclose anything: the price 

equation and the variables it includes, such as specifying the “marker crude” and 

the discounts or premium related to the qualitative aspects (such as the specific 

API density, sulfur content, etc.). In addition, though minor, he set the duration of 

the contract by two years, while most sources mention a three years term. 

 

Despite the scarcity of information, their disparity, the secrecy surrounding this 

contract and the lack of transparency in the oil sector in the Region, it is possible 

to provide the following observations: 

First: KRG suffers from a severe financial crisis (for many reasons) and is in dire 

need of financial resources (as discussed below). Therefore, it is in a rather 

weak bargaining position, under which it cannot impose contractual terms 

that work for its favor to achieve the minimum. These are known and 

expected conditions; and KRG has to prove the contrary by declaring, in full 

the transparency, everything related to this contract. 

Second: Rosneft has repeatedly emphasized the principle of "profitability" in this 

contract. Needless to say, in the circumstances of abundance/glut in the 

international oil market and the prevailing sentiments of “lower-for-longer”, 

profitability, in such an upfront-payment contract, could be realized by, and 

mostly related to, the magnitude of discounts from the prevailing oil prices- 

given the quality specifications of the supplied oil. 

In this regard it is necessary to refer to two considerations that could induce 

Rosneft to achieve the highest possible level of profitability through such a 

contract: 

The Russian government owns 50% plus one share of the company's capital. 

This means financial and economic considerations are of great importance to 



the other shareholders, including the private investors, as well as the 

geopolitical considerations for the majority owner (as discussed below). 

As for the second consideration, Rosneft may not accept the upfront payment 

with terms that are not equal if not better than what KRG had offered to other 

companies under similar prepayment arrangements. It is expected that oil 

prices during the three years of the contract are the most important conditions 

that Rosneft seeks to have in its favor. 

Third: Competition with or substitution for or in addition to the current 

prepayment arrangements. 

KRG begun, through the Ministry of Natural Resources-MNR, publishing 

information on the amounts it paid for the prepayment arrangements to the 

concerned companies as well as the amounts it received from those 

companies that would be paid in the future.  

It began publishing the information in April 2016, but that was suspended 

altogether after October of the same year until now. During those five 

months, KRG paid more than $594 million of prepaid receivables, 

accounting for more than 22% of the Region's total oil export revenues 

during the same period. KRG has received, during same period, more than 

$325million in advanced payments; that would be repaid in future dates.  

The suspension of these data publications since November 2016 makes it 

difficult to know the current balance of these upfront-payment arrangements 

with concerned companies such as Trafigura, Vitol, Glencore, and Petraco – 

which have often used tactics like ship-to-ship transfers to help obscure the 

source of their cargos; thus, asking for higher price discounts . 

This leads to the following questions: Is Rosneft’ contract a competitor with 

or replacement of or in addition to the upfront-payment contracts signed by 

KRG prior to February 2017 which are still binding? If Rosneft contract 

competes with or replaces existing pre-payment contracts, this replacement 

may not require significant increase in the amount of oil to be exported 

under prepayment mechanisms. But if Rosneft contract is in addition to the 

existing ones, then, it is legitimate to know from where all these significant 

additional oil volumes come?  

This is particularly sensitive contentious and important issue since oil 

production in the Region has been impacted as a result of slowdown in IOCs 

activities due to deep financial crisis of KRG, especially in the short and 

medium term. It is likely that all or most of these additional quantities will 

come from the fields of the North Oil Company of the federal government; 

this leads us to the next paragraph. 

Fourth: The Federal Government Obligations to React  

Several fundamental considerations make it imperative for the federal 

government to respond effectively and expeditiously to these deals. 

The first is the possibility of Rosneft buying oil extracted from NOCs fields 

without the consent of the federal government.  



The second consideration concerns the necessity to uphold the legal 

procedures and actions taken by the federal government at the international 

level regarding the illegality and unconstitutionality of oil exports by KRG. 

The third consideration is that the Russian government owns the majority of 

Rosneft shares, which makes the contract of this state-owned company fall 

within the framework of the Iraqi-Russian Joint Commission for Economic 

and Technical Cooperation, which has been effective and functional for six 

decades.  

Moreover, Russia, by virtue of being a member of the UN Security Council, 

knows that Iraq's oil exports (including oil exported by KRG) are still 

governed by the deduction of 5% for Kuwait war reparation.  

And the fourth consideration is related to the joint statement, by three 

Kurdish political groups of Goran/Change Movement, the Islamic Union 

and the Kurdistan Islamic Group, which demands "the federal government 

to adhere to its constitutional and moral responsibilities to stop this oil and 

financial havoc in the Kurdistan region of Iraq and not to stand watching the 

lives of more than five million Iraqi citizens dragged, by a failed and corrupt 

political class, towards the abyss". 

 

The Second Framework: Exploration Blocks and Infrastructure Projects 

In the beginning of June 2017, Rosneft announced that it and KRG signed, as part 

of the XXI St. Petersburg/Russia International Economic Forum, “a series of 

agreements on widening their cooperation in exploration and production of 

hydrocarbons, commerce and logistics.” The announcement says further, “The 

Parties signed an investment agreement under which they committed to develop 

cooperation in exploration and production, agreed on monetization of the export 

oil pipeline in Iraqi Kurdistan, as well as entered into a number of production 

sharing agreements.” And “Also, the Parties committed to enter into effect of the 

PSAs signed as part of the Forum with respect to five blocks with substantial 

geological potential and outlines other perspective areas of cooperation in 

exploration and production, including the gas sphere.” 

In addition, KRG adviser Buwar Khansi reportedly said that "Rosneft ... will 

contribute to help the Region in the establishment of some refineries"; but Rosneft 

announcement did not mention the establishment of some refineries. 

 

In the light of the above one can make the following remarks:  

First: Total Absence of Transparency. 

As in the case of the pre-paid oil purchase contract mentioned above, no 

provision has been published or any information made available regarding 

the contents of these agreements; their terms and conditions or timing or the 

contractual provisions and other important matters;  

Second: There are at least four types of agreements here: the investment 

agreement; the production-sharing agreements for the five exploration 



blocks; the agreement on the “monetization of the export oil pipeline”, and 

finally (perhaps) a gas agreement.  

However, because of lack of transparency, it is difficult to identify and 

analyze the relationship between these agreements, if any, or whether each 

agreement is independent of the other. For example, do the provisions of the 

investment agreement apply to the rest of the agreements or not? Does this 

investment agreement cover infrastructure projects, logistics, refineries and 

others? In terms of the export pipeline agreement, is it a management or 

operating agreement (independent or joint), or a combination of all this; the 

modality of financing? 

Third: The PSAs for the Exploration Blocks  

None of the five blocks has been named and, accordingly, their geographic 

location remains unknown. Are all of them within the four provinces of the 

Region or all or some of them are located in what is known as the “disputed 

areas”? Is Rosneft the operator on its own or within a consortium in all or in 

some of these blocks? Are all these blocks among the relinquished or 

include some of those that have not been contracted previously?  

In spite or because of the lack of transparency, it is expected that these 

agreements work in favour of Rosneft on the expense of interests of both the 

Region and the country- Iraq at large, for the following considerations: 

I- It is a well-known fact that PSAs signed by KRG offer IOCs lucrative 

advantages and conditions from financial, economic, administrative and 

legal aspects, among others. These previously signed PSAs constitute, for 

Rosneft, powerful "legal precedent" that represents the minimum the 

company expects to have and would build on them its negotiating 

position for better terms.  

Among the most important financial, economic and contractual factors 

that Rosneft could negotiate to achieve them are briefly:  

 (A) Reducing KRG “royalties” and change the base for their calculation; 

(B) Increase the percentage allocated to the “Cost Oil” to ensure rapid 

recovery of the invested capital and this necessarily means reducing 

the ratio of (Profit Oil); 

(C) Change the table and premises related to the R-factor, which gives 

Rosneft a higher percentage of profit oil; 

 (D) Reducing KRG’ “Carried Interest”, which effectively reducing 

KRG’s share in profit oil; 

(E) Reducing cash payment amounts such as the signature bonus, 

production bonus (or alike), and or consider these as recoverable cost 

items (i.e., include them within cost oil); 

(F) In the event that the exploration blocks are, all or some, among the 

relinquished by IOCs, the financial assessment of all assets, data and 

information and activities shall be at its minimum fiscal value; 

 (G) Any other factors of financial, managerial or operational nature.  

   



II- In contrast, KRG is in a seriously weak negotiating position that, 

practically and theoretically, makes it incapable to having PSAs, with 

Rosneft or any other company, work for the Region’s interest.  

As it is document and well-known matters among international oil industry 

that, since 2014, IOCs have relinquished (19) exploration blocks and 

terminated the related PSAs. 

All these oil companies have based their decisions on abandoning 

production sharing contracts, despite their many advantages, to economic 

considerations, which are compounded by the high risk of discovering 

economically profitable gas or oil reserves to ensure the recovery of the 

invested (sank) capital and the anticipated Internal Rate of Return (IRR).  

It is worth mentioning that these companies include major oil companies 

such as ExxonMobil (American) and Total (French); medium companies 

such as the Korean Oil Company and the Hungarian (MOL); and relatively 

small companies such as Oil Search, Perenco, Gulf Keystone Petroleum, 

Genel Energy and others.  

In addition to these relinquished blocks, there are three blocks (Shorish, 

Mala Omar and Qush Tappa), which have been on display, as “Open 

licenses” for years but have none received any attention. This means that 

there are 22 blocks available for contracting, giving Rosneft the 

opportunity to pick and choose the most promising five of them.  

The leaked documents published by WikiLeaks at the beginning of this 

year also revealed a clear discrepancy, in the economic valuation of certain 

fields and exploration blocks, between the KRG’ Ministry of Natural 

Resources and the Turkish Ministry of Energy. 

The documents also revealed the real reasons that led ExxonMobil to 

relinquish three blocks: Qara Hanjeer, Arbat East and Betwata.  

While initial information provided by the Ministry of Natural Resources 

indicates their economic significance; drilling activities and resulting 

formation evaluation proved the contrary. It’s worth mentioning in this 

juncture that ExxonMobil was the operator with 80% interest in every one 

of all the three blocks.  

That, probably, explains the obvious caution in Rosneft announcement 

regarding the size of oil and gas reserves in the region, where it offers a 

caveat by saying, "according to the estimates of the Ministry of Natural 

Resources of the Kurdistan region."  

It should be noted, further, that the MNR estimates and credibility of the 

Regions’ petroleum reserves has been seriously questioned after the 

relinquishment and abandonment of 19 blocks and after the dissemination 

of leaked information referred to above.  

In addition, the study recently prepared by McDaniel & Associates has 

reduced Taq Taq reserves from 172 million barrels estimated at the end of 



2015 to 59 million barrels at the end of March this year. The company 

operating this field (Genel) had already reduced the reserve estimates by 

half in February last year.  

Other information points to the geological similarities between the Taq 

Taq field and Kurdamir field, which may mean the possibility of reducing 

the reserves of the last field as well.  

 

 The Third Framework: The Open Memorandum 

"The Kurdistan Regional Government has signed a memorandum of 

understanding with Russian company Rosneft in the field of energy," as 

reportedly said, Buar Khansi, KRG  adviser, stressing that "this memorandum is 

now an open memorandum for 4 months to discuss delegations between the 

company and KRG in the field of work”; Rosneft did not mention this Open 

Memorandum. 

It is important to note that this memorandum may represent a transitional period 

during which all the formal and operational procedures relating to the contracts 

and agreements mentioned above will be completed.  

  

RUSSIAN STRATEGIC AND GEOPOLITICAL POSITIONING 

Analytically, the agreements and contracts resulting from them offer unique 

invaluable opportunities for Rosneft strategic positioning in the oil sector of the 

Region on the one hand and for Russia geopolitical advantage and leverage in the 

Region, in Iraq and in the entire region on the other hand. 

For Rosneft, these agreements are the actual entry into the Region after previous 

attempts, especially through ExxonMobil (which has with Rosneft exploration 

cooperation agreements in the Russian part of the Arctic), failed. 

In February 2014, international oil industry sources revealed information on 

serious negotiations between ExxonMobil and Rosneft on the participation of the 

later in the contracts signed by the former in the Region. 

The negotiations did not bear fruit for several reasons, including: 

 1 – Da’esh (ISIS/ISL) occupation of Mosul in mid-June 2014 and quickly 

other areas later, constituting "political/security risks"; 

 2 – That coincided with the beginning of oil prices collapse, which constitutes 

"effective economic and financial risks"; 

 3- The possibility of Rosneft obtaining information concerning ExxonMobil's 

relinquished exploration blocks, which was subsequently revealed by 

WikiLeaks as mentioned above, and this represents a diagnosis of 

"business risks";  

4- Rosneft's unwillingness to appear to be standing with ExxonMobil against 

the federal government. (It is worth mentioning that ExxonMobil has 

already tried in 2012 to involve Rosneft in West Qurna1 oilfield in the 

south of Iraq, but it did not succeed and that opened the field for the 

Chinese company-CNPC) 



5. The recent decision by the US government not to exclude ExxonMobil from 

the economic sanctions against Russia (effectively meaning cooperation 

with Rosneft) has greatly diminished or eliminated any possibility of 

cooperation between the two companies in Iraqi Kurdistan. 

  

As for the Russian government, these agreements will strengthen its geopolitical 

position and enhance its leverage in Kurdistan, in Iraq and in the region at large 

for the following considerations: 

1. The entry of this Russian company (which the government owns the 

majority in its  financial structure) and the wide scope of its involvement 

in the Region comes after leaving or reducing the activities of large 

Western oil companies such as ExxonMobil and Total; 

 2 - There is another Russian company in the region, Gasprom Neft. 

Gazprom Neft is the operator of two blocks Shakal and Halabja with an 

80% interest in each. In August 2012 Gazprom Neft took a non-operator 

40% stake in the Garmian block; then it became the operator at the end of 

February 2016.  

This means that eight exploratory blocks in the Region will be managed 

by two Russian companies and under the production sharing agreements; 

3. In the rest of Iraq, where long-term service contracts are the norm (not 

PSCs), Russian oil companies are involved in two oil fields and two 

exploration blocks.  

Gazprom Neft is the operator of Badra field with 30% participation 

interest (in the remuneration fee prior to income tax deduction).  

Rosneft is the operator of exploration block Nr. 12 with full participation 

interest, after acquiring this block from another Russian company, 

BashNeft and the withdrawal of Premier Oil (UK) from the consortium 

by end of 2015. 

In addition to Rosneft and Gazprom, Lukoil is the operator of the giant 

West Qurna 2 field with 75% of the service remuneration fee before 

income tax deduction (after Statoil's Norway withdrew immediately after 

signing the contract).  

Lukoil is, also, the operator of exploration block Nr.10 with 60% stake. It 

is noteworthy that oil was discovered in this area and believed to be large 

and of good quality (details of the results are under evaluation). 

 

While Russian oil companies boosted their positions in central and 

southern Iraq, the role of the two US companies has declined significantly. 

ExxonMobil's share in West Qurna 1 fell to 32.7 percent after China's 

CNPC and Indonesia’ Pertamina joined the consortium; though 

ExxonMobil retaining the operator's role. Then, Occidental (Oxy) 

relinquished to the Iraqi government its full interest in Zubair oilfield, 

which is 29.69%. 



4 - The involvement of Rosneft in the Region’s oil export pipeline (which 

has a capacity of 700 thousand barrels per day and planned to increase to 

one million barrels per day) compels, by necessity (for legal, sovereignty 

and operational premises), the company to coordinate with and get the 

approval of both Iraqi and Turkish governments; as both countries have a 

bilateral pipeline agreement that is still effective since mid-seventies of the 

last century.  

This provides a historical opportunity for Russia to play the role of the 

"honest mediator/broker" capable of bringing together the views of the 

three parties: the federal government, KRG and the Turkish government. 

This Russian role may gradually expand from matters relating to the 

export oil pipeline to important and complex economic and political 

issues. 

It is worth mentioning here the recent Russian role and cooperation with 

OPEC, as well as the potential role of Russian oil companies in the 

development of fields located in western Iran, affecting the joint border 

fields with Iraq. 

 

LAST LIFE-SAVING ROPE FOR KRG 

In short, as is well known, KRG is suffering from a severe economic crisis, which 

is largely of its own making, except for the collapse of world oil prices since mid-

2014. The lack of transparency, rampant corruption and lower oil export revenues 

due to the magnitude of discount it offers off the selling price due to the twisted 

nature of the export shipment process, the accumulation of external indebtedness 

and the unpaid dues of oil companies are all factors contributing in deepening the 

financial crisis.  

In addition to this is, there is an apparent failure in the management and bad 

governance of the oil sector in the Region, as manifested clearly by the results of 

international arbitration concerning Dana Gas and Perl;  these “real and 

substantive legal awards”, facing KRG are testimony of short-sightedness in 

governing and managing contracts that are originally unfair.  

When KRG secretly signed PSCs for six exploration blocks with ExxonMobil it 

gave these contracts a "military" dimension and significance. Parallel with that, 

the Minister of Natural Resources announced the beginning of an overwhelming 

season of "merger and acquisition", pointing to the dominance of large IOCs on 

the smaller ones. Thus, a “crowd-out” policy may have been practiced by MNR.  

But now, ExxonMobil has relinquished and abandoned three of its exploration 

blocks, and there is doubt that it will retain the remaining three. As mentioned 

above, IOCs, in total, had relinquished 19 blocks despite the three-digit millions 

of dollars they did spend and no company has submitted any merger or acquisition 

of any of these 19 blocks! 

 



The large amount of debt, IOCs unpaid entitlements and legal compensation due 

to international arbitration (in case of final approval) effectively mean mortgaging 

the wealth of the Region and prosperity of its people for many decades to come.  

Since all these entitlements are due to private sources / companies and not 

governmental or sovereign debts, the chances of being exempted from them (i.e., 

debt forgiveness) are largely non-existent. But such debt could be scheduled at 

specific, mostly compound, interest rate; hence, the Region falls into the "debt 

trap" that will drain its resources for decades to come at the expense of the rights 

and welfare of the Kurdish people. 

"Today, the region is under the burden of 30 billion dollars in debt, and there are 

other suits from the UAE company, Dana Gas, demanding compensation of nearly 

26 billion dollars, which means that the economy of the Region will not recover 

until 50 years later," Kurdish journalist Shirzad Shaikhani wrote recently.  

Also, the Chairman of Natural Resources Committee, Kurdistan Parliament, 

Sherko Jawdat said during a press statement on May 30: The reasons for debt 

accumulation in the Kurdistan Region are due to: strategic errors in the oil 

contracts; lack of transparency and the rule of law; confusion in the management 

of oil and gas; concluded agreements between the KRG and Turkey. All the above 

made oil and gas revenues not known and caused the accumulation of the 

Region’s debt, he says. 

In the light of the foregoing, are these agreements with Rosneft the only and last 

rescue of the KRG and its economic future after the failure of its all previous 

policies, especially the oil ones? Will KRG review, reconsider and change its 

wrongful and destructive policies or continue “business as usual” mentality and 

approach of one-sided dominance, denial and militarization of the subject? Only 

time will tell! 

 

THE SILENCE OF FEDERAL GOVERNMENT AND THE MINISTRY OF 

OIL - PUZZLING AND CONDEMNED  

Despite the passage of more than two weeks from signing these agreements in  St. 

Petersburg Economic Forum, which was attended by the Iraqi Minister of Oil, and 

despite the elapse of four months from signing the contract of oil supplies in 

London, the federal government and its oil ministry kept their bewildering utter 

silent! Do these deals not matter to them, or did they not hear or learn about the 

deals, or whether silence is a sign of complacency or combination of all of that!? 

What is even more absurd, the Minister of Oil did not address the issue at all when 

he presided the “Opinion Commission” meeting of the Ministry; the Media Office 

of the Ministry news statement on that meeting, issued 12 June, made no reference 

to the subject!! 

The above information indicates that these agreements have significant impacts 

not only on the Kurdistan Region, but also on Iraq as a whole, in every aspect: 

economic, sovereign, constitutional, political and international relations and 

obligations. 



Thus, both the federal government and the Oil Ministry are constitutionally 

obliged to declare a clear position on these agreements which are clearly 

inconsistent with and contravening the Constitution. The same applies to the 

federal Parliament, the parliamentarians, all political blocs and parties and 

citizens, especially those involved in the oil and gas matters. 

*This article was originally written in Arabic, “ م رأي بشأن اتفاقيات حكومة اقلي

وشركة روزنفط الروسيةكردستان  ” , circulated widely among my and others 

networks and published, in Arabic, so far, in the following Iraqi Newspapers 

and Websites:       

Al-Sabah Al-Jadeed, in three parts: 

http://newsabah.com/newspaper/125104 (on 14 June 2017); 

http://newsabah.com/newspaper/125412 (on 16 June 2017) and 

http://newsabah.com/newspaper/125519 (on 17 June 2017); 

Al-Akhbaar, http://www.akhbaar.org/home/2017/6/229439.html (on 13 June 

2017) 

Yanabe AlIraq (Springs of Iraq) website, 

http://www.yanabe3aliraq.com/index.php/mqalat/mqalat-2016/56077-

2017-06-13-12-40-04 (on 13 June 2017)     

 

Norway 

19 June 2017       

 

http://newsabah.com/newspaper/125104
http://newsabah.com/newspaper/125412
http://newsabah.com/newspaper/125519
http://www.akhbaar.org/home/2017/6/229439.html
http://www.yanabe3aliraq.com/index.php/mqalat/mqalat-2016/56077-2017-06-13-12-40-04
http://www.yanabe3aliraq.com/index.php/mqalat/mqalat-2016/56077-2017-06-13-12-40-04

