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EXECUTIVE SUMMARY AN D RECOMMENDATIONS

A simmeringconflict over territories and resources in hert Nouri akMaliki to amass power at the expense of his rivals
ernlraq is slowly coming to a boiln early April 2012, and rebuild a strong state, armed with U.S. weaponry, under
the Kurdistan regional government (KRG) suspended itsis unchallenged control.

supply of oil for export through the national Iragi pipeline,

claiming Baghdad had not fully rajal operating costs to Ever since arriving in Baghdad on the coattails of the U.S.
producing companie$he federal government respondednvasion in 2003, the Kurds understandably haee treeir

by threatening to deduct what the oil would have generat&@Ww position and the cenfeeweakness to develop their

in sales from the KRG annual budget allocation, pote own regionThey seek to reverse a legacy of discriain
tially halving it. This latest flareup in perennially tense tion and economic neglect but also to create an escape
Erbil-Baghdad relations has highlighted the troubling fagtoute should relations with Baghdad sour beyond repair.
that not only have the two sides failed to resolve thgir di Yet, in many ways, this approach contains elements of a
ferences but also that, by striking out on unilateral coursesgluffilling prophecy: by pressing their advantage, Kurds
they have deepened them to the point that a solution dnevitably aggravate matters, convincing the federa go
pears more remote thawer.lIt is late already, but the best ernment that they are aiming for secess$i@amd aiming

way forward is a deal between Baghdad and Erbil, centréd take with them a good ohk of disputed territory that

on a federal hydrocarbons law and a compromisessn diKurds claim as historically part of a notional Kurdistan
puted territoriednternational actorsthe UN with its teh-  but that also appears to be immensely rich in oil and gas.
nicalexpertise, the U.S. given its uniquspensibility as _ .

well as strategic interest in keeping things on an even kdggrhaps most worrying to Baghdad, Kurdish leaders have

i should launch a new initiative to bring the two back tdured international companies to explore and explhit t
the table. regiorts suspected hydrocarbons wealllor have they

stopped at the Green Line that divides their region from

Each side has its narrative, based on history, accumulatég rest of Iraq; instead, they have signed contracts for
grievances and strong sense of entittement. Foyne-  acreage located squarely in disputed territofibe.latest
ther is inclined to settle the conflict peacefully througHand largest) to agrée play this game was ExxonMobil,
serious, sustained negotiations, as each believes its fortundtch arrived on the scene in October 2011, taking six
are on the rise, and time is on its sileey are wrong: time blocks, two of which, along with a corner of a third, lie
is running out, as unilateral, mutually harmful moves aracross the Green Link thus placed itself at the heart of
pushingthe relationship to the breaking point, with thethe conflict, potentially accelerating the céutal forces
hydrocarbonsliriven stakes and attendant emotions so higiiat are tearing at the Iraqgi fabrid/hile ExxonMobil

that conflict looks more promising to them than aseo Mmay have calculated that by doing so it could help bring
modation and compromise. Baghdad and Erbil to the table and effect progress on a

federal hydrocarbons law, the likelier outcome is that both
The two unwilling partners in an Iraqi enterprise born ogides will futher entrench their positions, thus increasing
colonial madinationsi Arabs and Kurds have spent 90 the chances of violent conflidtrom Baghdaé perspe-
years in unhappy cohabitatidfurds have waited for the tive, the Kurds are making mincemeat of any attempt to
moment when they will succeed in removing the shackldsave a unified federal oil strategy; increasingly, it views
of an overbearing, at times highly repressive, central stathem as untrustworthy partners in gaverent who are
They know that when Baghdad is wedleyt can take steps seeking to break up the country.
to bring their dream of statehood closer to reality, but that
when the centre is strong it will use its superior resourcdyit the Kurds face a probleM/hile they pursue an ired
to push them back into their plaicer worse This iswhy — pendenbil policy and have taken important steps toward
the Kurds are so alarmed at attempts by Prime Ministéfat end by drafting their own oil law in 2007 and signing
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over 40 contracts with foreign oiliepanies without Bdg  ernment surrendering resowieeh territories it deems its
dads input or approval, they lack the means to exporown and has the means to hold on to by fokoel.it is not
their oil without Baghdai help and therefore its pesni  to gamble on a radical move by Turkey toward a separate
sion.To date, the federal government has used its contrdeal with the KRG when Ankara has its own, dsegted
over the national pipeline network, as well as its hold ofears concerning a potentially newly invigorated Kurdish
thetreasury and budget, to rein in the Kudmbitions. population on its own territory.

Hemmed in by Baghdad and anxious to become eueno For Baghdad and Erbil, reaching a deal will beadiffi-
ically selfsufficient, Erbil is turning its eyes to anothercult. But the alternatives surely would be far worse.
potential outlet for its oil: TurkeyMasoud Barzani, the
Kurdish regiot@s president, reptdly told foreign vis
tors to his mountain redoubt that if Maliki remains in
power beyond the 2014 parliamentary elections, the Kur
would go their own wayNot coincidentally, 2014 is when
the Kurdish region expects to complete construction of i
own grategic oil pipeline, one that skirts (federal gover
ment)lraqi territory before reaching the border withrTu
key.For Kurdish leaders, economic dependency oma de
ocraticneighbour with an attractive window on the West @) re-committing publicly to a nemiated solution to

is far preferable to a continuedakehold by a regime the status of disputed internal boundaries and the
displaying authoritarian tendenciesll of whichraises conflict over oil and gas contracts;

the question of what Ankara would do if the Kurds ask it ) agreeing to take no further unilateral steps in di

to take their oil without Baghdasi approval. puted territories, such as issuing new oil and gas
contracts; and

RECOMMENDATIONS

qso the Government of Iraq and the Kurdistan
{egional Government (KRG):

Reduce tensions and improtree environment for
resolving differences by:

O

Turkey®s main objective in Iragq has been to keep it un
fied. To this end,tihas undertaken economic steps since  c) refraining from inflammatory rhetoric concerning

2007 that would bind the counésyvarious parts into an mutual relations, the status of disputed internal
economic union, hoping that politics, especially tha-rel boundaries and the issuance of oil and gas contracts
tionship between Baghdad and Erbil, would follow suit. in disputed territories, especially (in the Kuicksse)

also has encouraged both sides to agree édexdl ly- in the runup to provincial elections in the iKdish

drocarbons law, the added benefit of such legislation being region on 27 September 2012.
that energypoor Turkey could import oil and gas from
Iragds immense southern fields, as well as from thelKur
ish region, coming closer to fulfilling its aspiration @b
coming a major ansit corridor for regional hydrocarbons.
The Kurds hope, however, that Turkeyhirst for oil and

Work, along with other Iraqi parties and alliances,
toward the success of a planned but delayed national
conference regarding a practicable powsiearing
arrangement in Baghdad.

gas will align with their own thirst for statehood. 3. Resume negotiations promptly on the statidis-

puted internal boundaries and a federal hydrocarbons
Ankara is unlikely to shift course, frustration with its feig law and agree, as part of such negotiations, to open
bourgs failure to agree on oil legislatiand its eagerness channels of communication and coordinated action,
to purchase oil and gas from the Kurdish region natwit including:

standingldeally, it would import Kurdish products Wit
out jeopardising its relationship with Baghdad, though
that seems beyond reach.

a) a channel for frequent communication between
Prime Minister Nouri aMaliki and KRG Pres$-
dent Masoud Barzani or their designated senior

The Kurds have not lost hopas they see ita regional representatives; and

crisisi such as war between Iran and the U.S. orthebreak b) the appointment of a neroting official from each

up of neighbouring Syria might constitute a game side to, respectively, the Iragi cabinet and the ERG
changing occurrence, persuading Ankara to risk its relations council of ministers to promote early flagging of
with Baghdad in exchange for energy security and a stable disputes.

(Kurdish)buffer against an unpredictable, possibly chaotic,

suspiciously prdranian and increasingly authoritarian To the Governmert of Irag:

Arab Iraq.But such scenarios might not unfold and, for a

multitude of reasons, one must hope they do not. the &4. Speed up payments to producing companies operating
swer to the current impasse, in athrds, is not to wish in the Kurdish region, as agreed.

for a_cataclysmic_event with potentially devastatingrrepe 5. Refrain from inflammatory rhetoric toward Turkey.
cussiondor all. It is not to bank on the central Iragivgo
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To the Kurdistan Regional Government:

6.

Resume export of oil through the Iragitionalpipe-
line at agreed volugs.

To International Oil Companies:

7.

Refrain from signing contracts with either thevgo
ernment of Iraq or the KRG for acreage located in
disputed territories; and suspend all operationssin di
putedterritories until the status of internal disputed
boundaries has been resolved.

To the Government of Turkey:

8.

Refrain from inflammatory rhetoric tondthe Maliki
government, continue to emphasise Tukényterest

in the unity of Irag and engage with tiialiki gov-
ernment and the KRG to assist them to come to an
agreement over the status of disputed internaldboun
aries and a federal hydrocarbons law.

To the UN Assistance Mission for Iragq (UNAMI):

9.

10.

Revive the higHevel task force, at least to address
flare-upsalongthe trigger line; support negotiations
between Iragi stakeholders on disputed internaldhoun
ariesby providing technical expertise and political
advice at all levels; and propose specific confidence
building steps in the disputed territories lthea its
April 2009 report.

Shouldthese negotiations reactdaadend on their
individual tracks, move Iraqi stakeholders toward a
grand bargain combining the issues of power, r
sources and territories, as proposed in the mi&sion
April 2009 report.

To the U.S. Government:

11.

12.

Support the early start of negotiations between the
Iragi government and the KRG on the status sf di
puted internal boundaries and a federal hydrocarbons
law and provide full financial and diplomatic thac

ing to UNAMI in mediating stakedider talks.

Use military assistance (equipment and training) as
leverage to press the Iragi government and the KRG
to refrain from unilateral steps in disputed territories,
including by army and Kurdish regional guard units or
by issuing oil and gas coatits; and strengthen nfec
anisms aimed at improving communications and-sec
rity cooperation to reduce chances of violent conflict.

13. Announce and reaffirm publicly its policy of advising

international oil and gas companies not to sigmco
tracts for acreaglocated in disputed territories, and
persuade those that have signed such deals to suspend
all operations in disputed territories until the status of
internal disputed boundaries has been resolved.

Baghdad/Erbil/Washington/Brussels,
19 April 2012
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. INTRODUCTION ‘ unilaterally developed acreage under their coritidie

Kurds argued that Baghdad was seeking to perpetuate the
] ] ] ) pre-1991 situatior,when Saddam Hussémnregime k

Until ExxonMobil, the worlds largest oil company, inves  |o\ved no significant development in the Kurdish region,
edin Iraql Kurdistan, contractlng for six oil exploration especially not in hydrocarbons, so as to dam up Kurdish
blocks in October 2011, the region had beera steady pationalismKurdish leaders, thefore, claimed the right
path toward developing its hydrocarbons resources ind; nqer their interpretation of the 2005 constitutico

pendent of the federal government in Baghdad but alsgyn more than 40 contracts to date with international oil
without a clear prospect of independently monetising itg,q gas firms without BaghdédapprovalThis has e-
wealth.The political standoff between Baghdad and Erbil ;e the federal government, which accuses the KRG of
had left pressing disgies over oil and territories W | nqamining its authority to set a national energy strategy

solved.In Fhe vacuum, the_Kurdistan _regionql government g thys IraGp unity, given the countéy heavy dependence
(KRG) unilaterally issued licenses to international oil firms, ;) exports,

asserting that the regim2007 oil and gas law permitted

this. However, the region remaineépendent on B&g  |f this dispute were not sufficiently incendiary, the KRG
dads permission to put the oil and gas it produced into thgecision to direct international investments to areas it
national pipeline and continued to rely on the 17 per ceglaims for the Kurdish region that were designatedss di
share of the federal budget Baghdad allots it, which isuted in the 2005 constitution could provide new triggers
funded almost entirely by revenues from oil and gas e for conflict. Just as negotiations over a hydrocarbons law
ports: The Kurds have long chafed under Baghtdad have stalled, so has the process designed to address dispu

chokeholctontrol exercised in this fashion but had Ro v edinternal boundarie$Despite the release of a major UN
able means to extricate themselvesxonMobilis entry

could tip the balance in their favour but also carries the
potential to ignite a more serious conflict

2 They have done so within the confines of a federal revenue

It has long been arguédby the U.S., Turkish and other sharing arrangement that sees all profits ngadacentrally.
: The term fiunil aterallyo shoul

governments$ that Irag should remain united and that th raqbés federal system o owhi
best mechanism to ensure this is a fe_deral hydrocarb%ﬁresentaﬂon in the KRG, while Kurdish officials play anpro

law that would draw the Kurds closely into the statecstru jnent role in Baghdad, occupying the senior positifpsesident
tureon terms acceptabte both Baghdad and ErbBut  (jalal Talabani), deputy prime minister (Rozh Nouri Shaweis)
negotiating such a law has proved devilishly difficft.  and foreign minister (Hoshyar Zeibgramong others. This is
effort foundered in 2007 and has not been revived, despés issue that has long rankled Iraqgi officials, who frequently

multiple attemptsFrom 2007 onward, both sides havedescribe it in conversation as a basic unfairness deriving from
the 2005 constitution.

% In October 1991, Kurdish rebel groups gained full control over

most of the thee Kurdish governorates of Erbil, Suleimaniya
'The revenues from al | cenfal | anéd Dobuk, fadldwing aeunilateral trasi aamy withdrasval too
coffers and are distributed as part of the annual budget to téhat became known as the Green Line. Elections in May 1992
governorates proportionally, based on population (calculated, brought to power a Kurdish government that ruled independent
the absence of a census, on the UN food ration system creatddaghdad.
in the 1990s and regularly updated). As an exceptioiutee  * See Crisis Groupliddle East Report N°8@il for Soil: To-
ish region (three governorates) receives a flat 17 per cent of thard a Grand Bargain on Iraq and the Kur@8 October 2008.
federal budget annually (before deductions to cover federal €® During the 2003 U.S. invasion of Iraq, Kurdish security forces
penditures from which the region benefits). This system, whileushed across the Green Line to gain control over areas they
fair to individual Iraqi citizens, who theoretically receian  considered historically paof the Kurdish region. In the 2005
equal share, is weighted against the producing governoratesonst i t uti on, these areas were
especially Basra in the s o uwtaths,waswdbe resolved threughmadiydee p t yr ard e 4 g «
wealth is located. mal i sationdo, a census and a p
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study on this issue in 2009 that the UN Assistancg Mi Kurdish regiods loundaries places it at direct loggerheads
sion in Irag (UNAMI) had prepared in the hope it wouldwith Baghdad and potentially accelerates the centrifugal
form the basis for negotiations leading to a compromisi®rces that are tearing up Irathe cardinal question is
solution? Baghdad and Erbil have barely discussed thehether the looming conflict can be prevented, and if so,
matter.In the meantime, the Kurds have continuedxto e how.

tend their writ beyond the Green Line that divides the

Kurdish region from the rest of the country in the clire

tion of a newfitriggemline that runs somewhere along the

centre of the disputed terriies and along whichre

trenched Iragi and Kurdish security forces face each other

in an uneasy military stalemate.

As part of this effort, the KRG has also signed contracts
with international oil companies for acreage that is sguar
ly located in territdes whose status remains unresolved,
that remain under Baghd@dsovereignty, and over which
the federal government in theory continues to exercise a
thority. In practice, Kurdish security forces control these
areas, and the KRG exercises de facto sovesetiigrough

its political representatives and the civil servants it has
appointedThe voluminous presence of oil and gas in the
disputed territories raises their economic and political
value; the KR@s active development of these resources
makes it an iage of imminent concern to Baghdad, which
fears that a sizeable chunk of the naisowealth could
soon slip from its control.

ExxonMobilé decision to deal directly with the KRG over
Baghdads protests not only shifts momentum for further
hydrocarbons deVepment in Iraq to the Kurds with
pressures building on Baghdad to allow greater volumes
to be exported from the Kurdish region through the n
tional pipelinei but also increases chances for a violent
backlash from the federal government, since two af Ex
onMobilés blodks and a small part of a third are situated
across the Green Line inside disputed territofiies.can-
panysacceptance in effect of the KiR&nterpretation of
the Iraqgi constitution as well as the KBX@lefinition of the

of 2007. While some Arabeft or were pushed out of theseli
puted territories, and many displaced Kurds returned, no census
or referendum has taken place, primarily because the federal
government has had no interest in organising a population
count it believes would embolden the darby potentially
showing a Kurdish plurality in some disputed areas such as
Kirkuk, or in staging a plebiscite it fears the Kurds might win.
See Crisis Group Middle East Report N°3fq and the
Kurds: The Brewing Battle over Kirkud8 July 2006), and
Crisis Group Middle East Report N°6#aq and the Kurds:
Resolving the Kirkuk Crisj49 April 2007.

® The UN Assistance Mission in Iraq (UNAMI) released this
detailed report on the disputed territories only to the principal
stakeholders. It has never memade public.

" See Crisis Groupliddle East Report N°8&agq and the Kurds
Trouble Along the Trigger Lin@& July 2009andCrisis Group
Middle East Report N°103rag and the Kurds: Confronting
Withdrawal Fears28 March 2011.
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. THE KURDSASTRATEGY mediateaim is to stay within a united Iragjust as the

U.S. and Turkey are telling them should be their objective.

Since the 20081.S. invasion, Irag Kurdish leaders have Crisis Group has highlighted the Kuddgiest to incorp-
repeatedly stated they are prepared to see the resionate disputed territories into the Kurdishimgin prewv-
main part of Iraq as long as the state is federal, dem ous reports, while noting their parallel effort to strengthen
cratic and pluralisti¢ even as they never cease to drearthe regioiis economic bas®espite the Kurdish regids
they will gain their independence one déydeed, Kud-  potentially strong agricultural sector (fed by riversafio
ish officials have played their part in Baghdad ag-go ingin from Turkey and Iran), this latter effort has focused
ernment leaders, military commanders and senior civdlmostexclusively on its suspected vast hydrocarbons
servants, sometimes mediating irfieab conflicts and  wealth.Already a decade ago, the KRG signed contracts
otherwise playing by the rules of the game established lpyith small Norwegian and Turkish companies to start
the U.S. occupyinggwer and elected Iraqgi governmehts. prospecting for oit! These were productiesharing agree
Throughout this period, however, and notwithstandingnents, whose terms on balance were favderabthe
their constructive participation in the federal government,ompanies in recognition of the highdnpnt risk involved
these leaders have also taken advantage of their poweiifukxploration of new and difficult terrafdToday, these
positions in Baghdad to enhance the Kurdishae@ companies are pumping Gilevidence of their success.
chances of seceding sometime in the future, if and when
the international situation permits. From the beginning, the KR&strategy led by its nai-

ral resources minister, Ashti Hawrami, and escalating
To this effect, they have worked hard to maximise thefter the failure in 2007 to agree with Baghdad on federal
KRGGs autonomy and extend its control over territory antkgislationi has been to gradually draw in evarger
resourcesThey hope that by ruling independehBagh-  companies based on the success of their predecedsors, o
dad, establishing a historical record of sovereign acts afgring new fields and allowingigger companies better
creating a powerful economic base, they will be able tequipped to handle the multifarious aspects of oil éxplo
seize the opportunity to declare statehood wheneit prtation to buy out the scalled wildcatters? This strategy,
sents itself and be widely accepted as a new member of
the community of natias’® In public, they insist theini-

' The KRG signed a contract with Genel Enerji of Turkey in

2002 to develp the Taq Taq oil field in Suleimaniya gave
8MasoudBarzani t he Kur di sh r egi o nndrate, and with DNDeofNbrway in 2G04tadeelb the Tasviee
to the Kurdsdé right to secehblakinDomukgosemaatd anguage that his
interpret as such. On the occasion of the Kurdish New Year ii Under a productiossharing agreement, companies, in return
2012 (Nowrwuz, 21 March), h e fostheirimvestmiersr thei woak s the commiercial aridipolitt i n
enough is enagh. The current state of affairs is unacceptable toal risks they assume, receive a share of profits rather than co
us, and | call on all Iraqi political leaders to urgently try andoensatiorior their services, as Baghdad prefers. Moreover, they
find a solution or we will return to our people and will decideare allowed to list oil reserves they discover as their owathol
on whatever course of act i &gs, whbiahhelpgpdave ypthevalae efthair stack markeesha i a t
speech, 20 Mah 2012 (in Arabic)http://krp.org/arabic/article Many Iragis consider such practices an intolerable transfer of
display.aspx?id=25866; for a summary in English, see http:/krp.o n't r o | over their countryods
orglenglish/articledisplay.aspx?id=25868. Those commentahich is the key reason Baghdad has not supported production
came only five days after he said in a speech to a youthreonfesharing agreements.
ence that soon theveould be (unspecified) good news, (inrA *The wi | dcatt er s topesationsdottheldy i s
abic), http://krp.org/arabic/articledisplay.aspx?id=25859. Thagstbidder. To this end, they try to stay in the game as long as
was widely interpreted in the Kurdish media as hinting thapossible, with international oil prices rising and oil development
Barzani would decl are Kur di isthe Kundisheggieniatiegroft. Hawrami sditit $1 eN esuna¥ d &
speech. the beautiful [oil companies] fourtde oil, and they are normally
°In his 2012 Nowruspeech, op. cit., Barzani put it this way: more aggressive, very quick movers [who] put their investment
il ragqg is facing a seri ou®- cvely@pidy.into\tte grouadv Eheytdiscoverdd [ailly and then mo
vent Iraq from descending into a sectarian conflict, and we hay®u need a new way of managing these finds. So they require
consistently avoided taking sides in this conflict. The Kurds havaore, for example, more drilling, morecflities, more inves
played a pivotatole in bringing about the new Iraq, partiaula ments’ where the medium size and the large companieslactua
ly two years ago when our initiative resulted in the formationof y have better skills to do t
the current government. Had it not been for our role,onecano | | ow E x x o n Finantiab Timeg2d Movesnbea n 0 ,
only guess what an unknown 2014.ARrkishenirépenetr aaid é refpenseddikeonMoa q 0 .
YFor an analysis ofths strategy, s ee DildealsnvththdKRGieohagnt haTKHKRG a@ref e
Protect or to ProjectMddiétBastqni KEer ddlaamd aTh Riers oluutcierse dMi ni s
Report no. 247 (Summer 2008), http://merip.org/mer/mer247¢onsolidation. Before, it was only smaller companies that
hiltermann.html. would take the risk, but now things have changed. There are
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which makes great commercial sense, found its apogee witilem into the Kurdish regioA U.S. official commented:
ExxonMobilGs arrival. Other major companies, such agiThe KRG has insisted that American companies come in
Chevron, Total, ENI and Statoil, reportedly are deliberatingn oil development in the disputed territori€bey want
whether they also should take the pluttge. to bring in the U.S. governemt that wayThe KRG is

very smarb.'®
The KRG has been keen to attract companies from-Wes

ern countries, especially the U.S. and Turkey, in hopes 8bme companies were aware that theirksazere loct
securing political support and even physiratection from ed across the Green Line; others apparently wer& not.
those countrigggovernments should the Ku@gins in - The KRG has used subterfuge, pretending thakbslot
northern Iraqg, and the companies operating there, corttee disputed territories were actually inside the Kurdish
under threat®? U.S. companies, ranging from Hunt Oil to region? Ashti Hawrami has explicitly stated théve
HKN, Murphy, Hess, Marathon and now ExxonMobil,dond have anything in disputed territoriggndfihere is
have descended on thistpntially lucrative new acreage. no particular liné* i a position that directly contradicts
During a visit to Washington in early April 2012, the
president of the Kurdish region, Masoud Barzani, sought
to persuade the Obama administration to agredéigpea  *° Crisis Group interview, 19 May 2010.

cial relationship between the U.S. and the KRG, ore el “See Ben Lando, fHunt Oilr knew
mentof which would be a U.S. security guarantee for thé i t ¢raqyibReport 25 August 2011, which quotes a U.S.
Kurdish region and another its green light for a gaspipSt @t € Depart ment cable rksleas
line running directly from the Kurdish region to Turk8y. are in an area that has a mixed population of Kurds and Ghaldo

The visit reportedly was not a great success in this regaé'ssyrian Christians. Anecdotally, some oil company executives

. L expressed surprise after signitigeir contracts to learn that
with the U.S. merely régrating the need for the KRG to their operations were situated across the Green Line. Crisis

work closely with Baghdad in a unified Irg. Group interviews, oil industry experts, Europe and the Middle

) ) East, March 2012.
Furthermore, the KRG has tried to lure companies-esp2 contracts state that blke are located in the Kurdish region,
cially U.S. companies, into those parts of the disputed teand there is anecdaitevidence to suggest that the KRG natural
ritories its security forces control in order to strengthen itesources ministry actively discourages contracting companies
claim to these areas and increase chances it can integffater using maps that show the Green Line. Crisis Group-inte
views, oil company staff, Kurdish region, 2010 and 2011. As
early as 2008ministry officials instructed oil and security

companies operating under KRG contracts to remove any maps
more flights and better hotels and better organisation ame goin their possession that showed the Green Line, wbilracts
ernance. So small companies like ours will get pushed out of employees working for such companies stated they were
the Kurdish region. We will sell our assets to the biggen-co employed in the Kurdish region, even whesytlvere operating
panies. This is the nat ur alindisputedteremialrisisnGrood interviewsncgnspany offCr i s
interview, AnkaraMarch 2012. cials, during visits to drill sites in the disputed territories, &ebr
14 Crisis Group interviews, oil industry experts, Europe and thary and October 2009 and June 2010. The companies in question
Mi ddl e East, Mar ch 2012; a ralhadiraps that pugpartedly showed theeBieiner Howepel, a y |
versus sout ho, Reuter s, 5 Ahesedisplaypdsigrificant differences, and all were very much
A Turkish entrepreneur B-aiad, ofidtdhse (Hxnx otnh ed eKaR G 6vsa sf anvootu r ¢)
troversial in Turkeybecause by this point, both the Turkish andan adviser to the KRG prime minister gave Crisis Group imJan
Iragi Kurdish sides have realised that we need each other. Vdley2 008 as showing the Ghhelen Li
provide them with security,termapdthe¢ dagsyorthbermaps intheApperdixtoithis repod.n e
Crisis Group interview, Ankara, March 2012. 21n a November 2011 interview with Ben Lando (BL)afq
'%raq has no gas pipeline, as it has ngweduced gas or tried  Oil Report Ashti Hawrami (AH) made the following comments:
to export its associated gas (gas released when drillingforoifj, BL: Taki ng i nt o considerati ol
preferring to flare (burn) it. A pipeline from the Kurdish regionwhich will be part of the discussion to update the draft law,
to Turkey not only would give the KRG a strategic advantagbow do you deal with the contracts that are in disputedderrit

over Baghdad in Iraqgi gas exports bubalould constitute r i es? AH: No, we dond6t have an
ot her step towar d -suffitiencyraedghuso fihére arehtooks, such as thesHumt block A H: 't is
political independence. In that sense, the decisionto buildsugit hi n Kur di stan. BL: 1 tés not

a pipeline would be considered highly provocative by BaghdadVe are administering, we have elections, we have everything
Crisis Group interviews, Baghdad, Janud611, and Erbil, which is run from Kurdistan. What are you talking about? We
December 2011. have everything contracted by Kurdistan, within Kurdistan.

" The White House announced on the heels of a meeting bRemembertheies di sputed territories
tween Obama and Barzani thatthe U.S fi c o mmi t Ther is hoartwular line. It comes down to who is in charge
close and historic relationship with Kurdistan and the Kurdislof it, now or then. It is bigger than where you draw a line. It
people, in the context of our strategic parghip withafederal, needs t o be fundamentally sor
democratic and uni fied | rsaqdffererBtt mitregnenltt 6 Offocempf dmpar VYir
ident,4 April 2012. vol ved waqtOhRepoh B5iNdvember 2011. A senior
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the same constitudh that the Kurds say they considercontracte offer very rare rates of return@talmost like
sacrosanct and repeatedly accuse the Maliki governmegambling.*
of violating? Hawrami also routinely claims the Kurdish
region holds 45 billion barrels of oil, a figure that aimosirhe KRG aggressive entry into the disputed territories
certainly includes oil in the disputed territs, such as through oil contracts is at variance with its position on the
the Kirkuk fields reservoir (which alone holds aniest federal @vernments role thereln its own 2007 regional
mated ten billion barrel$jRegardless, for companies theoil and gas law, the KRG seeks to prohibit Baghdad from
disputed territories hold great promise, despite the evide@@rrying out hydrocarbon®lated operations in thesdi
political risk. An oil industry expert saidithe risk with  puted territories without the KR approval, as long as
the contacts in the disputed territories is huge, but theséese ared@status has not been resadvthrough a refe
endun?® This injunction makes it difficult to justify the
KRGG own unilateral operations there, especially because
the disputed territories remain under the federal gover

ments jurisdiction until their status is resolved.

Kurdish official similarly has been quoted as saying, fi
dealing with these areas a9dheKRErbiggst coMpmasigainingaacess to Khurmale a g
fi K u seikeson lagicrisis toadvancebid for oil anddisputed Dome, geologically an integral part of the Kirkukfald

Ia n d Ehé Wall Street Journa2 February 2012. Hawrami has that is located in a small part of Erbil governorate across
along record of wishing away the Green Line. In 20084id, the Green Liné®The KRG started pumping there in 2008,
iyou show me the green | i nepjinfmdstoftheol ifprddiickdtd therdiomai®ed s h o
a green line that offially anybody signed on to. There are ma”yflnery outside Erbif and the rest into the export pipeline

green lines. But what counts really is what is currently under
the KRG authorityod. Quoted wﬁhBa hdads grudgin conseﬁ‘iHuntOﬂ Dana?as

i
June 2008. Earlier he sae-d, ancEsn% sn]a(%’erCHerarll]l ?'WV%SR’? mgberdéwn
where that says this is KR@ntrolled territory, and these are Putedterritories, as ExxonMob 011(See maps
disputed territories; it is all gray areas. We provide the security;

administratively we run the towns and villages in that area. Itis

and has always been under control of KRG, under ourisecuf* Crisis Group interview, Erbil, 4 October 2009.

tydo. Quot e dslhtematibnalj 28 ModemPer 2067. *° Article 19(4) of the 2007 Oil and Gasw of the Kurdistan
2Hawrami 6s position is diffRegonll t agjostatescifithei Eddehal K
stated adherence to the 2005 Iraqi constitution, including Articlany new Petroleum Operations in the disputed territories without
140 on disputed territories. The constitution (by incorporatinghe approval of the Regional Government until such &sthe

Article 53A of the 2004 intém constitution) defines the Green referendum required by Article 140 of thederal Constitution

Line as the line bordering the area the KRG administereduntis conduct edo.

the previous regi meods r e mo v?aSee CrisislGhoeRepor, FralilesAbray the TRgger Limep. a | G
ernment is recognized as the official government of the territoriest., pp. 2022. Baghdad, along with major oil companies, sees

that were administered by thgdvernment on 19 March 2003 the Kirkuk field and its four domes (Baba, Avana, Khurmala

in the governorates of Dohuk, Arbil, Sulaimaniya, Kirkuk; D and Zab) as a single geologicalist t ur e, t her ef or
yala and Neneveho. fALaw of fleldedeAtdensrmmsiofshe 2085 constitutioh, which BaghreladS t

Il rag for the Transitional PendErbilgdhouldjairthsnmanager dhe KRGalsy cdntnast, sBeBr a
Admi ni strati ve LianwmyisioralAuthar, KhurBala aS a separate structure, not developed before 2007
ty, 8 March 2004. (Article 143 of the 2005 constitution incerp and therefore in its view a new field ovehieh it should have
ratesArticles 53A and 58 of the TAL.) This leaves little doubt sole authority, according to the constitution. Crisis Group-inte

as to what is meant by the Green Line. Moreover, UN maps exigew, oil industry expert, Erbil, 22 January 2011.

from the 1990s showing its location (seea). On the ground, 2’ The refinery is owned and operated by the KAR Group, a

it was marked by Iragaid minefields and, on the roadsnco  Kurdish firm.

necting the two parts of Iraq, Iragi and Kurdish military ¢dhec ?Of Khur mal a Domeds t tproduees par t
points. Crisis Group observations in the Kurdish region at thior export through the Kirkuk pipeline, while Middle and North

time. In a speech in March 2012, Masoud Barzameisident of  Khurmala produce for the Erbil refinery. Crisis Group site visit

the Kurdish region, again accused the Maliki government ab Khurmala Dome, 3 June 2010. The federal governmenttaccep

vi ol ati ng t he -sharingahd parmdrshipin : edtheRuoangement because it saw it as benefiting ledlg(r

tween Kurds, Sunni and Shiite Arabs and othersisnowcot han pri marily serving the KR
pletely norexistent and has become meaningless. Thelraaghdad) , on grounds that the
Constiution is constantly violated and the Erbil agreementsupply of electricity to homes, would be the people of Erbil and
which was the basis upon which the current government wather places in the Kurdish region, all Iraqi citizens. Ehl

formed, has been completely ignored. As soon as they camertdinery currently has capacity to process 60,000 b/d of oil and
power, they disregarded the Constitution, the previousagrehas been producing electrical power as well as other petroleum
ments that we had, atttk principle ofpowes h ar i ng o . byposucts (LPG, naphtha, kerosene, jet fuel, diesel and heavy
org, 20 March 2012. fuel oil). Crisis Group site visit to the Erbil refineB/June 2010;
#Cited in Sylvia Pfeifern A&xkoBesi Yyas Keude | enpl drkeRtG ooni
t r a Eibhasaial Times10 November 2011. p | alra@ Qil Report 29 March 2012.
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in the Appendix below.) Moreover, in 2011 the KRGtstar ducei Taq Taq and Tawkieoperated by companies with
edreplacing foreign security contractors deployed on oivhich the KRG had signed contracts prior to 2807.
and gas fields on both sides of the Green Line withldKur
ish regional guard forces (tkerevart’), sending theill It turned out, however, that the KRG had rushed into the
to Baghdad as part of cost recovery, thus seeking monet&greement, possibly overestimating its leverdigbad
reimbursement for a policy that, contrary to Bagtédad failed to understand that, although Baghdad bpened
interests, keeps Kurdish security forces mobilised, éhclu the pipeline to Kurdish crude, it was only prepared to pay
ing in territories the Kurds hope to wrest from the federdhe producing companies for their costs through the &RG
government® established share of the federal budget. In other words, the
KRG would have to pay the companies from its own funds
On bahnce, the KRG has done remarkably weihce it rather thansa direct cost recovery from Bagh@aby/-
passed its own oil and gas law in 2007, it has signed mogauesThe realisation prompted a KRG boycott of the a
than 40 contracts with international oil companies, givingangement for several monthtssubsequently resumed
out most of the Kurdish region and a good part of the diexports based on a new agreement under which Baghdad
puted territories for exploratio Companies have been would reimburse the companies following an auditeir
conducting seismic tests and initial drilling to assess the@xpenses.
blocksbpotential.Results have varied, but the mood has
been buoyant because of constant finds and the strohfe two sides renewed this arrangement in November
expectation that the area is immensely rich in resource?10, just after the KR& political support had helped
firms report a 7Percent success rate, which they callMaliki to a second term as prime minister. The KRGrpro
fifantasti®.®* In 2009, the KRG forced Baghd@chand isedto export 100,000 barrels per day (b/d) in 20i1.
by offering to export oil and thus contribute to nationaexchange, the fedargovernment pledged to use (a-e
revenuesGiven the dramatic drop in the oil price (from sonable, costovering) 50 per cent of the U.S. dollat-va
$147 per barrel in mi@008 to $8 half a year later), the ue of those expordsevenues to repay (via the KRG) the
federal government was in no position to refuse, and thgoducing companies for their investment and operating
two sides negotiated an agreement by which the KR@dsts {icost oib) i as long as it could audit theeceipts’
would start sending oil through the export pipelifieis T but not to pay their profitgiprofit oilg), because itra
involved oil from the two fields that had started topr gued that productiesharing agreements assigned snju
tifiably high returns to the contracting compantispse
funds would have to come out of the K&@nnual budget

%9 The zerevanire a paramilitary force, technically under the
KRG but in reality controlled by Masoud Barzani 6s Kurdi s
Democratic Party (KDP)n February 2011, the KDP deployed *? Baghdad in principle acknowledges the validity of KR@-co
zerevanunits in Suleimaniya in an attempt to put down aypop tracts signed before 20QwWhen talks over a federal hydroea

lar protest the Kurdish version of the Arab Sprihgnd shortly  bons law broke down, and the KRG issued its own hydrocarbons
afterward sent them to Kirkuk, ostensibly to prevent unrest itaw) but not that they are productisharing agreements, which

Arab quarters; they withdreanly following direct U.S. pre- it claims do not conform to its model contrattsased on its

sure. See Crisis Group Rep@bnfronting Withdrawal Fears interpretation of the constitutid’ and were not approved by

op. cit.,pp. 2526. the federal oil ministry.

%% |n a deal forged in January 2011, the federal governmeant co ** Under the agreement, Baghdad offered to reimburse the co
mitted to paying half the dollar value of revenues in order tgpaniesdby making upfront lump-sum payments to the KRG, in
reimburse the inv&@ment and operating costs incurred bijpeo  exchange for which the KRG would send receipts for tine-co
panies whose contracts with the KRG preceded the 20@7 stap ani e s 8 e g uratipgerpenses.dollowing gn audit

mate over the federal hydrocarbons law. Baghdad has not agresd determination of acceptable expenses, the federalngover

to pay these companies their profits, saying they should conmeent would then settle any outstanding balance.

out of t he K RBfhéfederal budgetsee beltwd. i & senior adviser to the oil ministry and chairman of thé-adv

By invoicing Baghdad for the cost of protecting cilandgas or y commi ttee t o t hmeapy20line mi
fields in both the Kurdish region and the disputed territories,thiehat t he pr obl em with t he KRG
KRG has shifted the financial burden for keeping some d#ts r the government had not seen them and therefore did not know
gional guard forces mobilised the federal government. Mare t hei r fi nanci al or | egal ter m:
ver,in the disputed territories, this means thatineffectBaghdemlu di t ed, and t her ef sree cwanpvamn a
is paying the Kurds for consolidating their control over thes€risis Group interview, Thamir Ghadhban, Baghdad, 16 January
territories, directly contrary to its declared objective of keepin@011. The government started making payments once it had seen
Kurdish security forcesanfined to the Kurdish region. Crisis t he t ext of the two compathi esd
Group interviews, oil company officials, Europe, March 2012edon its website the text of most of its contractshvatl and

31 Crisis Group interview, oil industry expert, Erbil, 13 Deee  gas companies (not including its contract with ExxonMobil),

ber 2011. http://krg.org/pages/page.asp?Ingnr=12&rnr=296&PageNr=1.
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allocation® In October 2011, Baghdad and Erbil agreedKRG would need to export oil and gas via its own yet
that in 2012 the KRG would contribute 175,000 b/d tdo-be-built strategic pipeline directly to Turkey a value
IragBs exports on roughly the same terifisat deal, B-  equalto or exceeding its annual income from Baghtfad.
shrined in the 2012 budget law, is again for one year, witHaving pledged to export 175,000 b/d in 2012 (with an
no renewal guarantem April 2012, after comg@ining  additional amount produced for local consumption), and
Baghdad had not made payments since May 2011 and weish Iragis overall production expected to rise to 3.6 mi
$1.5 billion in arrearg’ the KRG halted all exports via lion b/d this year, tb Kurdish region would reach roughly
the Iraqgi pipelingiuntil further notice.*” 5 per cent of total Iragi output even as it receives therequi
alent of 17 per cent of the Iragi budget (more than 90 per
To have arealistic chance at becoming politically indepencent of which derives from oil revenues).
ent the Kurdish region would nainly need to gain the
consent of powerful neighbours such as Turkey, but aldo other words, as long as it has no alternative térdug
to reach a degree of financial independence fromhBagpipeline, the Kurdish region remains heavily dependent on
dad.The KRG would have to replace a good share of thieagés southern offields for its incometHowever, Hawa-
yearly budget allocation it receives from Baghdad (almoshi repeatedly has stated he expects to increase tlge Kur
$11 billionin 2012) with its own fund¥ Given the im-  ish regiords oil production to one million b/d by 2015.
portance of hydrocarbons revenues to the budget in bdBven an increase #90,000 b/d, conveyed through a new
Iraq as a whole and the Kurdish regidthis means the Kurdish pipeline to Turkey, would bring the regionam i
portant step closer to political independence by achieving
budgetary selufficiency: at $100 per barrel (which is-b

®I'n April 2011, Shahri st anilovy@%?uger_\}_\%oerlgpr %?’tlﬁ:"dK $voultand tg
it does finot recognize the rpq{(% 'b'IBOH_?r}mé yt%.at _Y]eOf_g ani e
not be paid any profits or profit oil. That is for them to agree wittPil industry expert in the Kurdish region said:

the KRG, which signed the contracts with them. Unless the co o )
tractsare submitted to the government of Iraq and the gover ~ We are giving the KRG a very strong weapon against
ment accepts them, modifies or rejects them, only then can the Baghdad: the promise of one million b/d. This would
amended contracts be the responsibility of the government of lift the KRG over 17 per cent of the imatal budget, and

Il raqgo. Mdde EastdEconomic Survey April 2011. thus the KRG would be a net provider to that budget.

A senior KRG official said tThiewolledgvelstsofleverape and avdeat atkhe.thile ¢
A wiwn nwere as follows: the KRG would start sending oil O jt could contemplate becoming independ@nt.

into the export pipeline by 1 February 2011, pumping 85,000

b/d initially but hopefully going up to 150,000 b/d; the 2011¢ course, as long as Baghdad limits the Kurdish région

budget law would be amended to reflect this and reduce t ; ;
percentage Baghdad dedutt® r fAf eder al ee x%}%oé:%’iéz?b%:\;@gmsngt; Conpeee¥en close to producing

nues would flow to the central treasury; Baghdad would co
duct a full audit of the companpniesp_operat.i ns and f
that, pay them for their costs; Baghdad would supply fuel oiﬁ,,n sBm, ﬂ']e I%urcPs are Rylng tp_%ree(%hemse!ves oﬂ‘Ba_g
gasoline and other fuel products to terdish region; the o!acﬁs embrac;e by creatln_g pollt[cal, constitutional, tefrit

KRG would close its borders to oil smuggling and close dowfial, €conomic and securifjacton the ground. Should

the small privatetbo wned fbackyardo distilleries (Atopping
plantsd). Crisis Group interview, Erbil, 19 January 2011
% According to U.S. officials, the federal governmentmasle  “*° The KRG is allocated 17 per cent of tiational budget, but

two payments so far to the KRG for oil company payments: $250receives less, perhaps 13 per cent, as a result of deductions to
million in May 2011 and $204 million in September 2011. Crisicover federal expenditures on items from which the Kurdish
Group interview, WashingtoBPC, February 2012. The KRG region benefits along with the rest of Irag. Other factors affect
claims that Baghdad has paid nothing since May 2011 and tise calculation of Kurdish budgetary ssiffficiency, however,
$15bilion i n arrears. i Kur di st auch asthdintematipnal marleet pdce @fail. and may
stopduetonopay ment by federal go*%@irtneme nitrdo,Swwwi. &r Bf @irger and
26 March 2012. Genel Energy, which is the main operatorata st s s had o w oRnancial &imes7rDgcgmbere a | t
the Taqg Taq field that has been producing for export througP011. In 2010, Hawrami said the KRG could reach that volume

the Iragi pipeline, saiit had received two payments in 2011. by 2014. Crisis Group interview, Erbil, 22 May 2010. Thed<ur
Quoted in Ben Lando, fAQ&A: ishegon touldEasebecomedasgasExporter, bttahis is a mode
and Me h mérdaq OBRepoit 22dNovember 201After  distant prospect, as Iraq lacks a gas export infrastructure.

Genel Enerji was bought by Vallares (owned by Tony Hayward’K RG Pr i me Mi ni ster Barham Sal
the former CEO of BP) in 2011, its name whanged to Genel theproduction of oil increasing in Kurdistan we eye the appo
Energy. tunity in the next few years f
%" Reuters, 1 April 2012. oil point of view é a net co
% The KRG was allocated $10.8 billion in the 2012 IragibudgeQu ot ed i n Ben L andolraqQilRebdt: Bar
%9 The 17 per cent allocation from Baghdad constitutes &n es25 November 2011

mated 95 per cent of the KR®dsks Goupdngmiew, Erbil, 13 December 2011.

ol
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they choose to move decisiy¢éoward political indepes-  relations may have appeared a reasonable gamble once,

ence, they would do so only when they believe it would ndive years hence it clearly no longer is so.

render them vulnerable to serious reprisals from Baghdad

or neighbouring stateZherein lies the challenge, for How to escape this bind exploring more blds, find-

Kurds remain at the mercy of their territéyandlocke ~ ing more oil and attracting ever more powerful ingern

characterTheir logical, most commercially lucratives-e ~ tiond oil companies such as ExxonMobil, the KRG hopes

port route runs through Turkey, which has been eager t generate powerful pressures on Baghdad, via A@kara

buy Kurdish crude in addition to the oil it has acquirednediation, to allow greater export volumigially, hav-

from the supepiant Kirkuk field, most of which lies under ever, it would like Turkey to forsake its vision of a ¢un

Baghdads control.Yet Ankara has insisted, in keeping tioning and united Iraq in favour bilateral TurkisRKRG

with its strategic goal of keeping Iraq whole, that all saletglations based on mutual economic interéstkey, in

be made via the Iraqi state marketing board, SOMO (s@éher words, would be the Kur@inal fiacquisitiord in

below). This has reinforced the Kufusliance on Balg-  their hydrocarbons gamble; Anké&sautative abodface

dad instead of loosening it. would release them from 90 years of Iraqgi custody and if
not turnthem into an independent state at least put them

Meanwhile, most interrimnal oil companies that have one step up from their current dependence on Baghdad: a

invested in the Kurdish region have yet to see one penhydrocarbonsich, Kurdish statelet dependent for its e

in return for their efforts. As long as the stalemate betwegorts on a Turkey thirsty for oil and g&3.his would offer

Erbil and Baghdad endures and exports are blcgtkeey them hope they could turn their newly won halfway status

have no realistic prospect of recovering thegtspmuch into real independence sometime in the future, regional

less turning a profifThe question is how long it will take circumstances permittirfg.

before the first company goes belly up or pulls up stakes

in search of more lucrative possibilitiea subject ofni-

tense discussion among these companies and their shar

holders® If banking on a breakthrough in Eddaghdad

“4Baghdad has allowed export of oil only from the two camp

nies, DNO and Genel Eneriji, that signed contracts with the KRG

prior to the 2007 breakdown in negotiations over a fedgral h

drocarbons law, athich point the KRG passed its own oil and

gas legislation. In the absence of export channels, the KRG has

allowed operating companies to sell oil to private (Kurdish)

traders, who have trucked it across the Iranian border. Sam

Dagher, ASmugogtesanichi bril@egalgli nst | rano,

New York Times8 July 2010. Exposure of this illicit trade in

The New York Timesused an outcry in both Baghdad (which

asked the KRG about the revenues) and Washington (which

pushed it to stop breaking sanctions on Irégcording to an

oil industry expert, the trade appears to have continued, mostly

because it provides the KRG with an escape valve: by trucking

oil to Iran (and potentially Turkey), it generates revenues, part

of which it can use to pay the producing cemigs. Even if

trucked oil cannot be sold for more than $50 per barrel, close to

half of which the KRG reportedly keeps, the companies at least

see part of their expenditures reimbursed this way. Indeed, the

expert said, fithe Kdadihaniscouli ¥ Telirgly, the kRE reportédly has aske ail tompany axec
or the Iragi government wants, because it makes more mongyes wantimg to invest in the Kurdish region to team up with
by trucking it outodo. CMDC83 sTuRishcampanictatse rav iweaw, oVWa si hnicnrgetaosni n
March 2012. stake in the region. Crisis Group interview, oil industry expert,
4> Some companies with deep investments and great potentilashingtorDC, March 2012.

face serious decisions. Gulf Keystone, foamwle, a British  *’ As noted above, the KRG does not publicly ackeolge pu-
company, reportedly has invested $7.5 billion for a field fhrat a suing a strategy to achieve political independence. Ashti Hawrami

peardo have 10.5 billion barrels of oil, a major discovery. Yetd e c | ar ed at a conference in
so far it has been able to export only a very small volumeofodl o e s n6t need Baghdadés per mi s
(reportedly 5,000 b/d) and has seen lititeno returnonitsi- We 6 r e not asking. We donét war
vestment. According to local rumours, the companyishopingot after exclusive revenue.
to be bought out by ExxonMobil. Crisis Group interview, oilr e mai n t hat 0. Presentation at

industry expert, Erbil, 13 December 2011. Forum, Istanbul, 1 October 2010.
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IIl. BAGHDAD &8 RESPONSE ‘ The first to bite was BP, which had a long historyof e

gagement with the Rumaila field and now agreed to be the
lead contractor there (joined by CNBfIChina and Iradp
Alarmed by the secessionist tenden€iesen as Kurdish - south Oil Company)The contrads low profit margin was
leaders profess to be responsiblg/pta ina united Iraf]  offset by the promise of managing a reservoir containing
Baghdad has used various means to thwart the Burdgyo billion barrels of oil, with an expected output of 2.85
ambitions Although the federal government does not havgyillion b/d, that relative to other existing fields required
complete freedom of manoeuvre-Gisis the Kurds after  no major rehabilitation; in other words, sheer volume would
all, Kurds hold some of its most senior pOSltl(DthaS compensate for a low p.barre| returrt® Once BP made
exploited several advantages: Kurdisiatandlocked&-  jts movei apparently perceived by many as a leap of faith
ture, its own monopoly over the export infrastructure anglin to a huge commercial gamilether internationals
the presence of a far greater volume of oil in-Kemdish  joined the fray for fear dbsing outs* and within weeks
Iraq, especially in the area around Basra. major oil companies such as ExxonMobil, Royal Dutch

. ) Shell, ENI, Total, Statoil and Lukoil had negotiatedtec
Initially, Baghdads problems far outweighedtlKkRGEs.  hica| service contracts with similar terms for the othey m

Due to prolonged instability created by an eigbar war o fields in the south. The lone exception was the Kirku

with Iran, more than a decade of international sanctiorfr%m for which the government could find no immediate
and the 2003 U.S. invasion, Iraq saw its oil productiogake’rst?z

plummet from a high of 3.6 million b/d in 1979 to less

than 500,000 b/d durg the worst years of crisBy early  The cumulative output for which the companies had co
2003, it had recovered somewhat, producing 2.4 milliogacted was twelve million b/d within six years (2016)
b/d,* but the invasion wiped that out, and after 2003, ifigure that, if reached, would put Iraq far past its heig
lacked the investments to rehabilitate its segpant il pours Iran (3.Bnillion b/d in 2011) and Saudi Arabia (close

fields in the south and Kirkuleroduction hwered just o 10 million b/d), but that critics promptly derided as u
below two million b/d, and investors were wary of ente
ing the country as long as violence endured, the gever
ment remained weak and dysfunctional, and leaders fail@iflancial ris« (the government offered to pay all costs) and gave
to agree on a federal oil law that could provide legal-secthem the right to post barrels to their balance stfgetsolume
rity for them. a company agrees to produce d
thus increasing their market value. This is not to say that the
Only in 2009 was Oil Minister Hussain-8hahristaniif ~ contracts are guaranteed to be profitable: while companies face
nally able to stage two bid rounds for these fiefd. No costs, their profits derive from sales; if they fail to meet pr
companies jumped in, acknowledging that the goverrfmenijCtiO” targets, because_of poor infrastructure and e_m_—abu
terms were perhaps less advantageous than th&{REG da_n(_:e of red t_ape, t_hey w_|II make_less money than ant|_C|_pated.
. . Crisis Group interviews, international oil company officials,
viewing Iraq as the first neworld-class area to be opened

. . . ... _Europe, March 2012.
for oil exploration since the end of the Cold War, with AN o0il industry expert sraid i

higher potential for access to large volumes of oil and 9@ of profit ($2 per barrel), but it works for the comparey b
reserves than anywhere elBbey expectetolumes to be  cause of the size of the field. BP hopes to mawefone million

large enough to create economies of scale thggapar b/ d t o three million b/d in se

at least, would yield an acceptable return regardlessef reBaghdad, 31 May 2010.

tively unfavourable contract terrfs ®As an international oil exper
terms that were profitable. Then everyone else rushed in with a
herd mentality,just o be t hereo. Crisis G
March 2012.

*2 Discovered in the early 1930s, the Kirkuk field appears to be
“Production dropped f ol | owipasgitspeakaMplirsatméndshdpodr maineesance fespecially |
from 3.6 million b/d to less than liliion b/d. Output recovered during international sanctions in 192003) have combined to
after warédés end, reachi ng adeppebsatd etaputof Boldi tmi ¢ 3, oes be di, a
the 19961991 Kuwait invasion, sanctions and Gulf War wipedstatus and the fact that part of the Kirkuk fieldhurmala Dome

out production, as they deprived Iraq of the abilitytoexportii s under the KRGO6s military c
Production hovered under ahalf miio b/ d unt i- | tidndal cdthpbhdiss from tdking a sustained interest. Tis i
for-food program allowed for a resumption of exports. By earlyludes Shkll, which has extensive experience in Kirkuk; ihsu

2003, Irag was producing 2.4 million b/d. For statistics, semitted a bid in 2009 but could not reach agreement with Baghdad
ilraq crude oi |IndpxrMordjuwew.indexn oleycontracatarms, Crisis Group interview, Shell official, The

mudi.com/energy.aspx?country=iq&product=oil&gph= Hague, 2010. The two domes un
production, and 0 CHcanamagicoviwl. pontmkl Babatash Avana, agpeaatq e declining at a rate of 18
econanagic.com/errcgi/data.exe/doeme/paprpiq. per cent per year, which is an estimated 8 per cent over their

““The key advantages f or c¢ o mpaursiraeof dedinei GtisisnGgoup inteniiew,WeSs dfficial n |
southern oifields were that the contracts were without directWashingtorDC, February 2012.
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realistic and even unwiS&They pointed at the poor state gued that the KRG had no right under the constitution to
of infrastructure (notably pipelines, pumping stations, oitonclude its own cordcts with oil companies, and that
export terminals and the main Upasr seaport designed productionsharing agreements in particular &itkegiti-
for imports, including building materials for the oil industry)mated and could even be deemed illegal if they failed to
and a notoriously inefficient bureaucracy as hugestu yield the greatest benefit to the Iraqi people, as theieonst
bling blocks on the way to achieving even half thdt vo tution enjoined’ Shahristani, by then depytyime mi-
ume.Shahristani brushed these concerns aside, howevister for energy, told Crisis Group:
and aganised a further two bid rounds for oil as well as
gasfields, both current and yet unexplored. There are things that | think both sides can easily agree
upon. That is that any oil produced has to be handed
By March 2012, output had inched up to three million over for export through legal means, and this should
b/d, of which 2.1 million b/d were exported, with the be approved by the central government. Thapisint
promise of a steady further increase upon inauguraf that nobody disagrees witleven the KRG says they
a new offshore singtpoint mooring facility in the Guff!
Thus Iraq started to gradually hoist itself back up to the
elite of oilexporting countries, with the realistic agpir absolutely. Oil can be used to unify Iraq and build a prosperous
tion of producing at least five to six million b/d by 2018,progressive country where people can live in peace, with a share
a major proprtion of which would be for expott. of the oil wealth €. Orftonioft car
the country, civil war, among different regions, different-go
Following the failure in 2007 to agree on terms forch fe €rnorates, and even different tribes. So, for me, the unity of the
eral hydrocarbons law with the KRG and the KR 6lb- countr_y, the pgacefql coeX|stence_- of its ethnic and rel|g_|o_us and
sequent atbut effort to sign productiesharing contracts SeCta”ag faCt'O”HS' IS SXtreme'y 'mpog.‘"‘”t:bAmjdess 0"”'5 i
with foreign companies, Shahristani used théytlipit managed centrally and revenues are distributed equally to a

. . o Iraqis, oil can be very dangerous, to be used in the civil war
of his position as oil minister to denounce the KRG for, r?mo ng the y d igf ferent factions:d

pursuing an oil policy at variance with Bagh@adne, HussainalS h a h r ilrag Qil Répart,22 December 2011.

he said, that threatened to break up the codfttg.a- 5Article 112(2) of the 2005 ¢
government and the governments of the producing regions and
governorates shall jointly formulate the necessary stragtegic

icies to develop oil and gas wealth in a way that yields thé-grea
%3 An independent Iraqi oil expert who advises theninistry,  estbenefit to the Iragi people and relies on the most advanced
criticised what he ter megd- nttehceh nbiiggu epsu sohf tnhaerokreyt o pa fi naii lp | ¢k
ment, of which Shabhristani has been the architect, for setting &mglish translation of the 2005 constitution is at www.krg.org/
impossible production target and therefore creating a very cosrticles/detail.asp?Ingnr=12&smap=04030000&rnr=107&anr
ly idle capacity: if investments are directed towprdducing =12329, but sth translations of the constitution have tended to
twelve million b/ d but expdret sverreg/alpiotri.c arlhley twoamdéstl ad X e
that, the country will have significant unused facilities. Crisisown. The original Arabic version is available from the Iraqi
Group interview, Ahmed Mousa Jiyad, Amman, 1 March2012pr esi dencyd6s website, WWW. i ra
See also his nAaO0Oil up st r eam hab binteel that the® contracts Tnlgte nof peduseithie grdai t y
fasttempo, bigp u s h s tnteradtionay Jpuinal of Conte-  est benefit to the Iraqi people, especially compared to tie co
porarylragi Studiesvol. 5, no. 1 (2011), especially pp.-83.  tracts Baghdad has signed with foreign companies since 2009:
The reason for setting the high target could be that furtheren We have al ways said andntol d
ploration will vyield an isn ctagsdaveto berreviewed y dmnistyy ofoill Wenhaveéos e r v
would give Baghdad ammunition for a future request to OPE@ake sure that they provide Irag with the best or highest revenue
to receive a greater market share, but any benefit deriving fropossible and they have to be approved by the Iragi government

its success would have to offset the significant financialcostéf i ke any ot her oil contract ¢é&
any remaining idle capacity. kind of contracts that Iraq is ableget, the kind of service fees

** Announcement by Oil Ministert@hristani, quoted in Reuters, the companies are willing to pay and we have to be in arfor

5 March 2012. ity basically with the general
*Making predictions on Iragq@sofetdui @ detnputanidso,anfi aegn e a
a science. The fivéo-six million b/d estimate is conservative. Iraq Oil Report 4 February 2010. Hawrarhas counteredi |

A former Iraqgi oil minister more optimistically predictedapr d on6t want to prejudge, but we
duction capacityfdten million b/d by 2020, of which6.5milion done i s f ul | y ¢ o n s tforty eompanies a |

b/d would be for export and 1.5 million b/d for domestic refiningworking here, everybody has a legal counsel, everybody looks
leaving a two million b/d spare capacity. The spare capacitgt the constitution of Iraq, everyone look&dur model contract

would put Irag on a par with Saudi Arabia, which can influenceveryone looked at our oil and gas law of the region. If these
world prices byts ability to quickly and significantly increase independent [companies] and expertise came to the conclusion
production. Presentation by Ibrahim Bahr Alolom, Washingtonve are sound constitutionally and legally, that is good enough
DC, 1 November 2011. for me and good enough for investors. | hdpge good enough

%6 Shahristani said, in response to the questionwhetherhethouhb r t he par |l i ament in Bagdad
it very important for Il rag&sxoinl i s é oRinKnoial Times® dlovemben 20ilal i s
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agree with it. The fact is that all oil contracts have t&Vhile exports remained low, and as the KRG started to
meet certain criteria, and that is that they be competdevelop its own oifields, Baghdad was in a weak pos
tive, transparent and have fairness for Iraq. tion to reject Kurdish oil for export, howevétrworried
about setting a precedent that would further entrench the
At the end of the day, the problesmot with the con-  Kurdish regiods autonomy in a way &t could undermine
panies.They wanted to obtain the deals, make somgs own ability to set a national oil policy, but it needed the
reasonable profit, and keep things moving: have no  revenues that would accrue from these expbigsce its
objection to thafThe objection basically comes from the2009 agreement with the KRG, which has been renewed
KRG, and that is that they will not allow any arden and expanded twicstill, even as it allowed Kurdish crude
ments to the contractis be negotiated. All that we are intothe national pipeline, Baghdad continued to reject the
asking now, as far as what we are paying the oil-co KRG contract appropriateness as productisinaring
panies [in the Kurdish region], is that we pay them foagreement€n this basis, it agreed to partially defray the
their actual expendituriethe capital investment they companieéreasonable expenses for producing and sel
have actually spent on equipment, and after that woulglg oil that contributed to theational treasury, but not to
comeoperating costsThis was the KR@ proposal, pay them the profits on their sales as stipulated in their
and we immediately accepted it, and we asked to lodontract<?
at the costs to see the receipts. We dbhave a prb-
lem with the capital investment, and we doeven When the KRG suspended its oil exports in April 2012
have a problem with the operating cdstBe prdolem over Baghda& alleged noqpayment of the producing
is with some KRG officials making their agendas withcompanieéoperating costs, Shahristani claimedtthy
Iraqi oil, which will never work. doing so and by smuggling oil to Iran, the KRG was d
priving the country of $5.65 billion in potential oil v
In response to the question whether wildcatters in thHeues®' He threatened retaliatiofiThe (2012) budget law
Kurdish region could be bought up by large corporationgow obliges the federal Finance Ministry to get these
that have technical service contracts to operateisouth ~ audited figures from the OWllinistry and to cut the same
Shabhristani added: amount of money from the [Kurdish] region that the-fe
eral budget lost because of the undelivereal®If car-
That would be one wayfor the companies that have ried out, the threat would halve the KBGncome from
contracts with us to buy the small companies oveBaghdad in 2012.
there and accept a similar contract to what they have
already with usThats fine; we would have no ppe  The government has appeared content théekRG po-
lem with that.It could basically be a service contractspect for oil in the disputed territories, perhaps cateula
like we already have with therit.is only a matter of ing that once it reasserts control there, it will be in charge
negotiating what we call the remuneration f€ke
other way would be for these small companies to keep
their contracts, but for these to be renegotiatedras seould use its new influence to set national oil policy and claim
vice contracts with a reasonable profit margin, and t@ bigger share of oil revenuieat the expense of everyone else,
let them continue their work. including the Kurds. Basra has been pushing for greatentont
over its hydrocarbons wealth. See, for example, Ali Abu Irag and
iien Lando, fABasra IllreqOdRepost t hr

Later, Shahristani warned the KRG that fuelling federal

sentiments elsewhere in Irag by insisting on the Kurdi ;+ November 2011.

.. . . See Walter Gibbs, filraqgds Sh
regiords right to issue oil contracts could boomerangx , r di sh oi | o Reuters, 10 Oct
leavingthe KRGt he bi ggest | oseriTge bleRREA € it eYneah@st admi:
already taking 17 per cent of the oil [revenues] fromthe most |y heavy fuel o0il) abroa

south.And if the south wants to behave the same way a0 o m b éray iOihReport 29 June 2011. An oil industry
the KRG are behaving, the first victims will be the KRGexpert claimed in 2010 that some 5,000 b/d of crude from Taq
with their 17 per cedt™ Tag was unaccattied for (a figure not including crude frorhet
erfields) and was likely smuggled into Iran. Crisis Grouprinte
view, Erbil, April 2010. A retired Iraqgi oil executive alleged in
May 2010 that the KRG trucked litttesome 10,000 b/d of

its Taq Taq produ@n to Khurmala (where it enters the Kirkuk

°8 Crisis Group interview, Baghdad, 16 January 2011. pipeline), shipping the rest
Ben Van Heuvel enShd@Q®&iAs t & mi060 wotodhe centtal.government via K1 [the Kirkulepip
Shalristani was referring to federalist tendenciesinBasra. IfF i ne] , but they choose not to

Basra were to declare itself a region under the terms allowed byorder to have sevenue stream independent of Baghdad. Crisis
the 2005 constitution, it would gain far greater control over it§&roup interview, Kirkuk, 23 May 2010.

oil and could, like the KRG, claim the right to issue its own®?Qu ot ed i n IBg ail fightavorsens, withfbudget
cortracts. Given the amount of oil in its territory, a Basraregion h r draqtOd Report 3 April 2012.
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and benefit from ongoing operatiofifat said, Baghdad| |\v. TOWARD A TIPPING POl NT?
clearly is unhappy about the contracts, directing its anger

at ExxaaMobil in particular.In response to the question

why he thought ExxonMobli$ contract for blocks in the A. BUILDING MOMENTUM
disputed territories would complicate efforts to resolve th
territorial conflict, Shahristani said:

Al things being equal, Kurdish leaders have no rational

ground to lelieve they can escape Baghdadlutches

Because these are disputed territories: Iragis baen anytime _sponAII the_ same, they continue to prepare f.o_r
eventualities that might tip the balance in their favour; in

discussing it ité&s one of the most difficult unresolved event their actions serve the redianore immediate
issues in Irag. And when an oil company comes and pLﬁQy ' gan

its nose into such delicate internal affairs, it remind%get?]iagz?})‘;pagl(ijtlir(]:g;i\?gfan%T;fgil/gmgo?t?%gcrr]ﬁ q
people of the role of the oil companies in 6@s and 9 P 9 9

@0s in the region, anddond think that will serve at and the pringipal consumer of Kurdish o, Turk§y|js
all to change the i’mage of ExxonMobil, in particular effort has set in motion a dynamic that is starting to assume

: s a momentum of its owrKurdish leaders feel strongine
in the regiorf: ;
couraged by series of developments that could pusk ma

Quite apart from the escalating war of words over thi€"S 10 the tipping point:
ExxonMobil deal, tensions between Baghdad and Erbil
had already increased in late 2011 followicgusations

that one of Iras two vice presidents, Taregthashimi,

had been running death squads. Hashimi, who has denied
the charges, fled to the Kurdish region, whose leaders have

sheltered him ever since despite repeated requests frgma steady increase in Kurdish oil production, mentioned

ExxonMobilés October 2011 signing of an oil contract
with the KRG over Baghddd express objections)-i
cluding for three bloks that lie wholly or partially in
disputed territories (gebelow);

Baghdad that thehand him ovef? In March 2012, Ba above; the projected start later in 2012 of construction
zani directly attacked Maliki for edging out his governing  of a strategic Kurdish oil pipeline to Turkey capable
partners and consolidating power: of carrying 420,000 b/d that would bypass the Iraqi
_ _ . export network (expected cquetion date: 2014%,
There is an attempt to establish a-oniéion-strong and talk of building a gas pipelifidragds firsti from
army whose loyalty is only to a single person. Where ine chamchamal and Kor Mor fields to Ceyhan on
in the world can theame person be the prime nsini Turkeyds Mediterranean coa&t;

ter, the chief of staff of the armed forces, the minister
of defence, the minister of interior, the chief of intell
gence and the head of the national security council?

Then he warned: % |n April 2012, the Taq Tafperating Company was expected

_— . soon to award a contract for the construction of an oil pipeline
Itis tlme FO say enough is enough. Therent state that could carry 420,000 b/d from the Tag Tagq field to Fish
of "’_lf_fa'rs in unacceptable to us, and I,Ca” on all ,Iraqkhabour in Dohuk governorate, where the Kirkdkyhan
political leaders to urgently try and find a solution; yipdine crosses from Iraq into Turkey. Sificantly, the pipeline
otherwise we will return to our people and will decidgs to be built by Genel Energy, a Turkish company, and therefore
on whatever course of action that our people deemi t h t he evi dent bl essing of t
appropriaté? build direct KurdistaiT ur k ey oi | export |in
News, 21 March 2012. A Kurdish oil pifxe¢ is not necessarily
Fearing aresurgence of a strong central state, Kurdisan act i ni mi cal iatteasBaalgngasdad 6 s |
leaders want to leave Irag, and they appear to believe ttfae y does not accept Kurdish oi

their moment to do so may soon arrive. Until that time, a Kurdish pipeline would be an Iraqi pipeline,
relieving pressure on the existing pipebrmeetwork and with

revenues accruing to central coffers.
® The Turkishconssy e ner al in Erbil, Avyc
most commercial alternati-ve [
priced Russian gas] seems to be the Kurdistan Regional Go
ernment (KRG). Whave a | ong shared b
Javier Blas, fAiNatural -tgma&-: NoI
port potent i acFinahcalTimesd Becember s e r

®Ben Van Heuvel enShdlQ®&iAs t & m20&laThe Ghanchamal field lies inside the Kurdish region

% Hashimi ha remained in the Kurdish region except for an off (Suleimaniya governorate) but piinto the disputed territories

cialvi sit to Qatar in earl y AfKiriuk go&mddra2e), whileHkoisMor isrsqualelg ia gispgtedt o

Mal i ki t hr eat AswatAlwaqtl Aprill201L2. e rtgritofies (Salah aDin governorate). Kurdish leaders claim both

% Speech, 20 March 2012, op. cit. Chamchamal and Kor Mor as part of Kirkuk. The Iraqi-go
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¢ the fiveyear contract awarded to a private KurdishThere has been much speculation about ExxonNobil
company in Erbil in August 2011 to providkectrical business calculations in defying Baghdad at the risk of
power to Kirkuk, turning the Kurdish region into a netlosing its investments in the south, not least because the
exporter of electrical power to Iraqgi provinces thatcompany has not publicly commented since the KRG broke
while connected to the national grid, receive quantitiesews of the signing almost a month after the deBesed
far below their need®;

¢ aJuly 2011 ministerial decree signed by TurkislsPre
ident Abdullah Giil, Prime Minister Recep Tayyipt i ced their [Turkey6s] surpri:
Er doj an an councillofeniniSters akoivisghi f I raq is controlled or run |
oil and gas imports by road or rail from neighbouringhat might bring disaster and civil war to the region, and Turkey
states when necessitated by Turkish national intere%\sf'fr""!' Z“ffelnge ¢ d"’; “n So eu n'cte Sh ;‘g chelelna:ane ré? ":
aﬁﬁiﬁ:;gg;t@ ué?/‘é?gzogn?; e;taaebgzrroex &_lgnents Pressel3 January 2012\o less harshly, Erdogan responded

& ( ): with a speech indirectly but clearly likening Maliki to Yazid,

¢ the post2007 rapprochement between Ankara and Erbiihe single most despisbibtorical figure to Shiites (Yazid killed
allowing for the Kurdish regidis gradual integration Hussein, splitting Islam inthe.seventh centivEr doj an ur
into the Turkish economy, but especially the emergemC ommon sense in lrag but says

. . Today 6 s10Zaauvarg 2012.he remark was all the more
of a Turkish lobby of entrepreneurs amplomats that stinging from a Sunrdeader to a Shiite one. Following this-e

favours direct oil and gas exports from the Kurdesh r change, Iraqi politicians sounded outright suspicious of Tu
gionto Turkey, cutting out Baghdad; keyds motives in lraq and el sce

. . . . . . ample, a Sadrist | awmaker sai

¢ f[he incréasing tgrn of their relationship from its preelo is controlling Iraqg through #hShiites, then it must do the same
inantly economic character (though reflecting Ank&ra ¢ nr o u gh the Sunnis. Erdojan h
thennew approach in dealing with the presence ofthent er vene to protect Iraqoés S
PKK in northern Irag, encouraging the KRG to contairwhich even our Sunni brothers rejected. This is why Turkey needs
and squeeze it) to more overtly political in the wake o# pretext to enter Iraq andumhinate the region. Turkey lives in
the U.S. troop withdrawal from Iraq in late 2011 andhe illusion of the Ottoman Empire, but this will never happen
Ankaras renewed interest, after thatbreak of the agai no. Cri si s Gr-Sharif Baghdadel6v i e\

Syria crisis, in defeating the PKK with Exdgsihelp;and Fe€Pbruary 2012. A T uWeddsobshio f i ¢
our policy or change our appdato groups in Iraq, but when

¢ growing tensions between Ankara and Baghdad overur gover nment Il ea d ers ma_d e st
Turkeyds decision to help build and support a politicaPresident] Bashar sssad, some people tried to portray this as
alliance against Prime Minister MaldiState of Law a sectarian approach. They tried to exploit this in Iraq, which is
list in the 2010 parliaentary elections, Turkéy sip- a mostly Shiite country. [Shé politician] Ammar aHakim

ort for the Svrian opposition in 2011 and a war o as here last month, our foreign minister met with [Shiité pol
P . y . PP o ician] Muqtada Sadr in Tehran in January, and our ambassador
words with sectarian overtones between Maliki an

o Baghdad is in touch with Shiite groups. We try to allag-mi

Er d oifi Jamuary 2012 perceptions about Turkey, but some gast t hat dond
Turkey to play a role in the region try to make us look sectarian.
But for us sectarianism doesn:

of the realityodo. Crisis Group
ernment also is seeking to build gas expipelines, including "* At a meeting with financial analysts &etNew York Stock
to Syria and Turkey. Exchange in March 2012, ExxonMobil CEO Rex Tillersén o

® TheFinancial Times e p or t e d -terri sblntien [te h fereda glimpse on his thinking, declaring that the company was
the electricity crisis] eventually hit upon was particularly gallingproceeding with contracts signed forfaélds in both the south

for the Arab and Turcomen members of the [Kirkuk provinciala nd t he Kur di sh r egi onhose@Wedr
council, not to membn Baghdad Kirkuk now obtains itse-  velopments, and have indicated to the [Baghdad] government
ergy from the Kurdish r e@i oaqudntentigmtoneet ounrcemniitdents ig lvoth West Qurna asd i
ly to be used as political capital by the latter to bolsteritsclamn Kur di st ano. Quoted in Ben
to ownership of the disputed city. Although Kirkuk is buyingf or war d on KRI&agOilQRepori®@dMarch@EH2. s 0 ,
the supply from a privatcompany, the KRG ministry of eéle  Theonyd ocument ary evi dence of EX
tricitywasaces i gnat ory t o t he-Snitk a Ithe KRGWaS i anndal filng © thel .S §ecurities ard E
iPeopl e power keepsFinanciggfimes bbhangegCommKseskokojn February
12 September 2011. sharing contracts were negotiated with the regional government

% This finding is based on Crisis Group interviews, Turkisho f Kur di st ainloés EfxixlointMp bi ncl ud
diplomats anentrepreneurs, Turkey and Iragi Kurdistan,2011s t at ement : A The expl oratison t
“After Erdojan publicly cr idbiltygoftwoeyear eMensidngk The groductibraparioddsr2Gyeass0 1
seeking the arrest of Vice President Tareblathimi, Maliki wi t h t he right to extend ufor f
stingingly alluded to Turkey acting like the Ottoman Empirevelen,i E x x o n ¢ o nsfti arnm sdagkail Regwr} 25

and played HKorduskeiyfsecwriRebrey?2012iNrearwiele ExxopMobiviaas established offices
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on a series of interviewsith oil industry experts and ExxonMobil apparently reached a different conclusion.
government officials in the U.S., Europe and the Middi@resumably saw greater prospects for profitable business
East in Januar¥arch 2012, it appears that ExxonMobil in the Kurdish regior® despite the absence of a secure
may have suffered from buy@rremorse after jumping export channel, a problem itsasion to invest might
into the south in 200%.Finding systemic infrastructural conceivably help to overcome: it perhaps anticipates that
andbureaucratic obstacles there, it came to expect that thscalating production will put sufficient pressure onfBag
investment would yield much lower returns than it hadlad to allow the KRG to increase its exports commens
anticipated when it signed the contracts with the federahtely or even to reach a compromise with the KRG over
oil ministry.” a federahydrocarbons laW.Moreover, ExxonMobil may
have hoped that its move northward would not cost it its
By contrast, the Kurdish region offered virginal territoryinvestments in the south but have calculated that if the ce
with great lydrocarbons potential, as well as an invitinggral government did seek to punish the company byvemo
business climaté&exxonMobil and Shell, partners ired  ing it as operator on West Qurna |, Bagd would be the
veloping the West Qurna | blkin southern Iraqg, jointly  party that broke the contract, thus giving ExxonMobil the
began exploring the Kurdish region for attractive appo possibility to pursue legal remedi€g&ExxonMobil might
tunities in the first half of 201For boh, there was the also not mind losing that contract: so far it has sunk $700
prospect of being the first major companies there, withillion into developing the field while receiving only a
resulting commercial advantages, much as BP had beerpisrtial payment and having little prospect of seeing full
the south’ Both companies say they ideally would like toreimbursement sodf.
invest in all of Iraq, not just in any one part oHowever,
realising that Baghdad would not budge in its objectioin a move that delighted Kurdish leaders while angering
to the companiésigning with the KRG, Shell pulled out Baghdad, ExxonMobil took two bl&s (Bashiga and Qara
of negotiations with Hawrami, the KRG natural resourceblanijir) that are entirely in disputed territories and a third
minister, in September 2011 in order to protect itsinte (Al-Qosh) hat edges across the Green 1*ts reasoning
ests in the south, which it émed sufficiently profitable
to warrant staying off.

Gas Company and the Mitsubishi Corporation) signed the co
tract with the oil ministry in November. Its monopoly of gas
devel opment in the south is ¢

oil there. By contrast, ExxonMobil hagither, which may have
in Erbil and is making all the moves of an oil company primegbrovided a powerful incentive to turn northward.
to start operations. Sam Da'dph epro,s sfiiKoulred sr esaesiazne foonr | Exaxgd n M
advance bid for oil and disputeahlal STtie Wall Street Journal region may be that by signing a contract on six promising blocks
2 February 2012. it could have reasonable hopes to gain access to signifeca
“The discussion of ExxonMobsielrdvse sbutsd nedd tdeal hemgsoimsabps
on interviews in Januaflylarch 2012 with oil industry experts s er ve s 0) . Like most oil &«ompali
and government officials who had varying degrees of proximitp n Mo b i Hdvns valledorrgplace the barrels it has taken out
to the events surroundj the signing of its contract with the of the ground through production each year with new resources.
KRG. Crisis Group sought tt o Thisthasaeapartedsy beepn anNherbasihgéecencerni fa the firm i r
ly but was told by company representatives that no commeatver the last few years. Crisis Group interview, oil industry expert,
would be made. Europe, March 2012.
"3 ExxonMobil signed a contract to develop the West Qurnaloff Mor eover, ExxonMobi |l 6s contr
field and a separate contract to create the infrastructure to brikgockon effect, as it has given a tremendooesdi to otheri-
water from the Gul f fields Anioih j vestorsjbotmactuahand pbtentiak i thetKirdish region. Further
expert noted that the pr ob linesimentswotlddrive up@rodacion evennmarke, creaiingegy a n
contracts with Baghdad wets ditibnalpressuneson®Baghdadyd open upiitsexport fipelinettch e
(i mpl ementation and paymentKurdishtradg.s) fido not have adequa
protection in the contr act 0%InJanualy 2018, an internatidmabitration pamebaivarded  w i
little possibility to recover earnings through access to the upsidexonMobil $907 million in a similar contract dispute inn‘e

risk in the projecto (ieil caonpdnri.edsil €€t awardsngxgot-Mobi |
pricesor in making the projects more caficient), adversely t r ati on caseodo, Platts, 2 Janu
affects the compani esd bet t'orhe gbvernmment haS beersdelayedGn noaking paymets fo
spondenceg?2 April 2012. companies operiatg in the south. An oil industry expert termed

“An oil ind t

ustry expert saiklxx drEMxiniMoshidealana sditeadberin
north what BP di doupimerview &rbis olug ehdber &C,r iise,s & c o mp afogtinikefrat w
December 2011. ments without a reasonable prospect of cost recovery. Crisis

"5 In September 2011, Shell, which has contracts for two oil fieldSroup interview, WashingtoDC, February 2012.

in the southi West Qurna | and Majnouinwas also close to % The Qara Hanijir bldcis located due east of Kirkuk city on
signing a major contract to capture and produce flared gas time way to Suleimaniya, in an area of Kirkuk governorate that

al | of fields.&8hkgkdls (oiin part ner s hisgmoswvéxdtlusively Kuadighd The Bashiga ixlocated d
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is not knownWhen ExxonMobil and Shell opened veg Already, the oil ministry informed it that it would not be
tiations with the KRG, six blde were on the tablen an  permitted to participate in the fourth bid ralf®in May
apparent attempt to push the two companies intoia de2012, although ExxonMobil in all likelihood would not
sion, Hawrami removed two blks (not in thedisputed  consider this a punishmetitThe government alsee+
territories) from the deal in July 2011, awarding these tomoved ExxonMobil as lead operator for a large project to
New York-based company, Hess CorporatibHe then  bring water from the Gulf to the dields for injectiorf® In
replaced these with the two blacin the disputed terdt  March, ExxonMobil eportedly wrote the Maliki gover

ries and offered them to ExxonMobil and Si&8hortly  ment that it would not start seismic testing, drilling and
afterward, Shell plgd out, and ExxonMobil signed a other operations in the Kurdish region until yisagnd.
contract concerning all six blks on 18 October. Itisa  This may have bought the company time, though it was
certain whether ExxonMobil fully appreciated the loadedtating the obvious: it is in no position to stperations
nature of the dedfIt dramatically raised the value of real earlier®® But the move north appears to have left Baghdad
estate whose status is disputed, whose cdntrtble KRG with little choice on West Qurna I: as Shahristani has noted
would provide a critical economic building block for Kuiids if it allows such a major firm to sign a separate deal with
longedfor independent state, and whose ultimatealisp the KRG without negative consequence, others will follow
sition is subject to a process that ran aground years agwiftly.*

leaving them under Baghd@dsovereignty by defaditt.
Wise or not! deserved or nof ExxonMobilés move

Time will tell whether Baghdad will punish ExxonMobil. amountedn effect to an enormous vote of confidence in
It is hard to see how Shabhristani could climb down from
his public threats to remove the company from the sButh

rectly east of Mosul in Ninewa governorate. I§ laanixed pop-  national advisers to the oil ministry are suggestingingesuch
lation of Kurds, Arabs, Shabak, Yazidis and, especially, Chalda prohibition explicit in future oil contracts, such as the ones to
Assyrian Christians. It is an unstable area in which insurgents issued following the fourth bid round (tentatively scheduled
operate. Arab politicians in Ninewa immediately protested théor May 2012). Crisis Group interview, Ahmed Mousa Jiyad,

deal when it became knoovdea 3mmanB &arch2@18. Heuvel en, AEX
stokes ter r lrag@ilRépari22 Recemhpn201é.s*dShahristani said he was waitmgf Ex x on Mo b-i | 6 s
'He s s 6 ksvar nabih disputed territories. swer o before he would infiorm i

82 The offer of these two blés surprised many, as they did nots i oquaied in Reuters, 12 February 2012.

appear on any maps showing blocks on offer by the KRG. Crisi§Major oil companies have expressed dismay at the teems b
Group interview, oil industry expert, Dubai, March 2012. ing mentioned for the fourth bid round, which will put up for

8 tis very likely that ExxonMobil was attracted by the pote avction potential fields for exploration. The round has been d
tial wealth of the Bashiga and Qara Hanjir idedt is a mantra layed on several occasions as the oil ministry and companies
among oil companies in the Kurdish region that the closer yoltave haggled over the terms, which over time have beein mod
get to Kirkuk (ie, into disputed territories) the greaterboththef i ed as a result but are stild]l
quality and the quantity of the oil present in the ground. expets predicted that the outcome could be that onlymajor

8t is possible that ExxonMobil executives, like many U.S.companies, especially from Asia, will participate when the bid
government officials, believe that since the Iragi constitutiomound is eventually held. Crisis Group interview, Dubai, March
provides forfair revenue sharing, a principle that all Iragi-pa 2012.

ties have embraced, the location of individual kioicin the  ® Reuters, 9 February 2012. For every barrel of oil pumped out
south, in the Kurdish region or in disputed territofiessimma-  of the ground, 1.5 to two barrels of water must be injected.
terial. This ignores the critical matter of Kurdish nationalism Crisis Group, oil industry expert, Washington DC, 5 April 2012
however. Ifand when the Kurds push ahead with their aspir *° Crisis Group interview, oil industry expert who met with
tion to gain statehood, the location offalds would be vitally ~ Shahristani, January 2012.

important, as the KRG would seek to incorporate as many 8sCommenting on the impact with respedite ErbitBaghdad

possible, just as the federal government would tryto keepasonf | i ct, a parl i amentarian cl
manyoutoftheKwbs & hands as it c oulwasadigputdjustiower laBd; mow, i also hecoenes\a digpute over
oil industry expert, Europe, March 2012. wealth, over money a dispute about land becomes a dispute

% Shabhristani accused ExxonMobil of breach of contract (Bea b o ut o i {Bayati qudteciireBenVade uv el x n, #
Van Heuvelen, SQa&aArildtssaiomnaldeati $t 9k e dlratt@ilReportl2Deceraber di s
reportedly agreed to postpone any decision forronths in -~ 2011.

order not to create difficulties during the U.S. troop withdrawaf? The KRG is both repressive (eg, having committed serious
and the possible instability that operation might bring in itdwuman rights violations and forcefully cracked down on geac
wake. Crisis Group interviews, U.S. officials, January 2012. Iful protesters in Suleimaniya in Februakpril 2011) and co

is doubtful that ExxomMabs |rdps thessubjeat of mrgoing iCrisis Group eeselréhGThe Iraqi

to a breach of its contract with the federal government, as thigderal government is equally repressive and corrupt. See, for
contract appears to have no clause prohibiting the company fraample, Crisis Group Middle East Report N°Haling Ove-

separate dealings with the KRG. Indeed, for that reasom; intesight:]l r aq6 s Un ¢ h e ¢ R66Sdpte@lenv281lri.n me n t
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both the Kurdish regidis potential and its governmefit, producing companies could thus be paid for their efférts

an effect that will hardly be lessened in the unlikely everfior companies in the Kurdish regi, which mostly have

the company is forced to retsider its decision due to not been paid since they initiated operations, this would be
Baghdads unyielding stanc&€umulatively, growingn-  a godsend Moreover, Turkegs decision is an important
vestments by oil companies bolster the re@aiaim to  precedent and provides a stopgap solution until such a time
separate status, be it autonomous or indepentest.do  as direct exports by pipeline become politically andsphy
not resolve the question of export, but allow for twe-sc ically feasible®

narios: first, the potential of a million b/d of Kurdish oil
would put tremendous pressure on Baghdad to open
the national pipeline, given the high revenues this would™

generate for the federal treasury; secondly, were Baghdf—lgom the Kurdish perspective, the ExxonMobil deal, the

to block exports, _Turkey wouldome u_nde( great pse Turkish export directive and other related developments
sure to allow for direct exports, especially if other factors . . L

; : . o are accelerating centrifugal forces that they hope will aid
led it to lose confidence in the Iraqgi regime.

their quest for statehoowitnessing e rebirth of Kurd

While Turkey has given no sign that it is moving in thisStaNi its initially slow (19922003), then rapid economic
direction or on the verge of giving up on Baghiladost ~ Pl0SSoming (pos2003, but especially po2008)™i de-

importantly, it has not begun to build either a dedicatePIte Serious obstacles, itis easy to understand the&urds
pipeline or storage facilities that could accommodat@U0Yancy.Yet, much stands in the way of realising their

Kurdish crud&7 the July 2011 ministerial decree aflo ultimate aspiration, mdependenc_e, oreven the lesser one,
ing oil and gas imports by road or rail from neighbouring* strong autonomy based on unhindered oil exports through

states (when necessitated by Turkish natiarterest) is
intriguing ° By its terms, the KRG natural resourcesmi
istry in principle could apply directly to Turkish customs®” Tyrkey might also be interested in drawing Kurdish oil away
to allow oil tankers to enter Turkey at the Khabour/Habutrom (smuggled) exports to Iran. As for road transportation, a
border crossing without asking I&cptate marketing board truck can carry 40800 barrels, so some 36 truckloads would
for pemission? While trucking oil is not the most éff be needed to transportaily production of 15,0008,000 ba
cient way to convey crude from well to port, oil industryrels. Trucking ten times that volume would be possible but would

experts deem it acceptable in the absence of a pipelife! ace a huge stress on the Kt
road system. Crisis Group interview, oil industry expert, Erbil,

13 December 2011.
% The Turkishgovernment and Turkish Kurds would also see

APPLYING THE BRAKES: TURKEY

this as a godsend that could revive the booming crude trucking
BATur ki sh investor itheEkxbndb- K busidesssthat haseeeh anrecosoaic ohainstdy in theesmsith
bil deal with the KRG means that our interests in Kurdistan argince the 1980s. In April 2012, these exports by truck had not
safer. |1t was an i mportant etstadek, ddspiteTuighlgavernmeént énsouragen@Entappp i n
Ankara, March 2012. ently because of political and bureaucratic delays, as well as the
% Change could be on the way. A Turkish newspageorted KRGds rotation of prime minis
inFebruary 2012: fi A Zamarnrlkidéniz g inaugurated onablAprif). & or loiycompanies operating in the
Petrol ve Gaz Sanayi, a Calik Group company, applied to theurdish region, the solution toetfact they have not been paid
Turkish authorities to construct a 6kllometrelong pipeline lies in either the KRG reaching a deal with Baghdad ovet-a fe
between Turkey and Irag. The Silopumurtalik pipeline will  eral hydrocarbons law, or dealing bilaterally with Ankara. Either
carry oil from Iraq to the Turkish port of Ceyhan, on the Med solution would be fine, they say, as long as both their costs and
terranean coast. The planned pipeline will transfer daily ongrofits are paid. Even somethitess than a hydrocarbons law
million bacCakl k& obmpiahg. k-kinightrsiffize, fgr exanmple a patchworkpof lgws and agreements.
line between Turkey r aTaqréiey Today20 February 2012. Crisis Group interviews, oil industry experts, Erbil, December
# De c r0.e2611/2033 on the Transportation of Crude Qil2011.
and Jet Fuel over Tur key v P aurkiheoffitials Aavalsuggestaddhatfhe nekt stép,coultl Be J
2011, as published in the Official Gazette, 11 November 2011he construction of a powelgmt on the border that wouldgr
Article 4 states: ALPG and #Hugesgas fopTurkish consumptiontOae offidal hinted aafurther c |
no 5015 and crudélshall not be transited, importedorexportedp o s si bi | i t i es: AThe Kurdish r
via land route or rail from Turkey to another country, fram a than what Turkey produces. If there is still no federal hydroca
other country to Turkey or to a third country over TurkeywHo bons law after two years, theretlogic suggests b ut | 6 m
ever,when required by the national interest, transit via landna ki ng Tur ki sh policy! o0 €&ri si
route or rail of thgproduct covered by this Decree may be pe cember 2011.
mittedo. While the decr ee, d8%re daisive facopveasthe2003 U.3 iavasionai Iradg, which o f
a Turkish official indicated that it was issued specifically withre-linked the Kurdish region to the rest of Iraqg, unlocking its
Il raqb6s Kur di <hsisGmeup interviewj6Marchi ecahomy, but the unexpedteapprochement between Ankara
2012. and Erbil that began in 2008
% Crisis Groupinterview, Turkish official, 6 March 2012. great strides forward.
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the Iraqi pipelineThe Kurds are victims of their ge@gr vatelyowned Pet Oil and Genel Enerji were among the
phy and of posWorld War | political manipulations by first oil companies making the plunge; Genel has become
the victorious powers, Britain driFrance, a legacy that a main investor there, producing approately 100,000
could prove impossible to shake short of some berdeb/d at its Taqg Taq field, about a third of which is far e
shattering event. port, and being set to build the Kurdish strategic pipeline

to Turkey.
Turkey has conflicting interests in Irafjo preserve its

own territorial integrity, it is determined to preserve thaf urkish diplomats say they are pursuing the Iraqi Kurdish

of neighbours possessing their own Kurgisipulations: regiorgs fifull economic integratiodinto Turkey, asce-

Irag, Iran and Syrial urkish officials are quick to repeat nario unthinkable a mere five years agfdn addition to

the old mantra that Iraq should remain united, and Kurdhe economic benefits that flow from this relationship,

should remain an integral part of the country, lest Tuskey Turkeyd strong ties with the KRG and its investment in

own Kurds get the idea that they, too, can move towatttie region have given rise to a powerful Turfegndly

greater atonomy and eventually statehood, possibly irbuffer in northern Iraq agast any future chaos or spread

alliance with their brethren across the pOstoman bo-  of pro-lranian interests in Arab Iraq.

ders.The spectre of @Greater Kurdistabis not one Turkey

or Iragfs other neighbours (Iran and Syria) are willing tdRather than see the KRG as an ally against Baghdael, ho

contemplate. ever, Ankara has sought to bring the two closer, as part of
the imperative of preserving Iré&territorial unity.Its

In the case of Iradiurkey is additionally motivated to chosen meamism has been the unifying federal hydreca

encourage the presence of a strong Avxatitrolled buffer  bons legislation that the U.S. also has pushee.pereniail

against Iranian influence, based on the-alge mostly failure since 2006 of Baghdad and Erbil to agree 6h it

peaceful competition between the Ottoman and Safaviths generated enormous frustration in Ankara, prompting

Empires and their respective successor states, Tarkey calls to circumvent Baghdad in the qti® satisfy Turkeis

Iran.The U.S. invasion of Iraq and the subsequente¢hol appetite for the Kurdish regi@hydrocarbons wealffY.

sale removal of its leadership, top management and se&nergypoorTurkey wants not only to buy Kurdish oil and

rity forces heightened Ankaimconcern, as it saw Shiite gas for its own use but also to become a vital hydroca

Islamist parties, which some key officials deemed proxigsons transit corridor for Europe and the Middle E¥$h

for Iran, rise to powein the ensuing vacuunf: particuar, seeking to take advantage of Eudsmkesire to
lessen dependence on Russian gas, it has participated in

In 2007, after the U.S. military launched a surge in Iragiscussions on various gas pipeline options, including the

that helped pacify areas wracked by insurgency and sestalled Nabucco project and the TransAnatolia pipeline,

tarian fighting and, more importantly in Anké@aeyes, to deliver gas potentially frovzerbaijan, Turkmenistan,

recalibrated power in Baghdad to IGanlisadvantage by |ran and Iraq to European mark&sTurkeys pivotal

giving disenfranchised Sunni Arabs a seat at the table, the

Turkish AKP-led government struck out on an Iraq policy

that was meant to bigcolour-blindo: it reached out to 1% crisis Group interview, Turkish official, May 2010.

Sunnis and Shiites, Arabs and Kurds without distinctiort® The differences between the KRG and Baghdad government

Encouraged by the Bustdministration, it embarkedt  over the hydrocarbons law are deep, reflecting unresolved issue

expectedly on an unprecedented rapprochement with Ireafiout the nature of federalism in Irag. See Sean Kane, Joost R.

Kurdish leader$ a thaw that led to spring and fllloom Hi | t er mann and Raad Al kadiri,

summer.Rather than having to fight the PKK directly, The Ne_xtlon_al InterequrchApnl 2012, http://nationalinterest

Ankara thought that it could persuade the KRG with ec Org/article/iragsederalismquandary6512. .

nomic emoluments to contain and squeeze it, thereby r Already in _2008 a urkish official expressed frustration at

. . S . Baghdad politics as an obstacle to progress on a federal-hydr
moving the threat it posed and pushing it toward digaarm

g X carbons | aw: ATurkey and the |

ment as part of a political solutiof. TurkishKur di sh reconciliation. We

) ) o . waitfor the Iragigovernmefitt o get its act toc
Turkish businesses expanded their investments in thgit ten years for it to pass a hydrocarbons law. By 2011 we will

Kurdish region, building the Erbil and Suleimaniyeai need | ots of natural gas. | f v

ports, shopping malls and educational institutioitseey wi t h t he Kurdso. Crisis Group
also moved prominently in the hydrocarbons field: pr *° Ankara first outlinedhis vision in 2008, sometime before
that same vision began to sour over obstacles in the way@f brin
ing gas from Iran, Turkmenistan and Irag to Turkey. Crisis

Group interview, Murat Yetkin, Ankara editoriR&dikal(Turk-
191 Crisis Group interviews, Turkish officials, Istanbul ang-A ishdaily), Ankara, 19 January 20.
kara, November 2008, January 2009 and July 2009. 97 |ndustry experts consider the Nabucco project to have failed
192 5ee Crisis Groupliddle EasReport N°81Turkey and Iragi  due to structural and political obstacles (including fickleness of
Kurds: Conflict or Cooperation?1.3 November 2008. gas supplies from Turkmenistan, international sanctions on Iran
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role would be diminished without a lasting Baghdfatiil  to maintain close ties with the conyds Shiites™ And in
agreement on oil and gas exports. a signal that Ankara was in no way contemplating dealing
with the KRG separately, a statement released after the
Besides encouraging Baghdad and Erbil to agree on angdvernments of Turkey and Iraq extended the Kirkuk
law, Turkey has also heavilyvested in Arab Irag, ope  Ceyhan pipeline agreement for fifteen years in September
ing consulates in Basra, Mosul and Erbil, in addition to it3010 expresginamed the Iraqi State Oil Marketing QOnga
Baghdad embassy; pressing Turkish businesses to trgggtion (SOMO) as the sole agency authorised to approve
and invest throughout the country; establishing a Highraqi oil exports through that key artéf§This precluded
Level Strategic Cooperation Council (Iragi and Turkishany possible Turkish consideration to buy oil directly from
ministers) in 2008; and signing 48 agreements with thghe KRG, except by road or rail, ased aboveKurdish
Maliki government in 2009 on energy, security ano-ec |eaders were not pleas&d.
nomic cooperatioff® A Turkish official explained:
On the sensitive issue of Kirkuk, Turkish officials have
Our goals in Iraq are to establish a functioning systemdng hewn to the position that its incorporation into the
of government, increase our relations inghbere of  Kurdish region constitutes a red linkaras preferred
trade and investment and contribute to each other basgtion for the provino@s permanerstatus is for it to &-
on our mutual interest. Iraq needs a lot of infrastru come a standlone region (as envisioned by [Ga®004
ture and has huge oil reserves. We believe we can playterim constitution, but not its 2005 successti);sees
a moderating role in Iraq with our soft powe. this as a way to protect the proviggsizeable Turkoman

o . ~ populationt** It also sees Kirkuds oil as an integral part
Another official stressed th@itirkey& number one priority

in Iragq was its territorial integrity, followed by the acqu
sition of oil and gas, fostering of political interdependence,,
b_etw_een Turkey anq Iraq _(|nclud|ng via a nesthuth oil bil, the Kurdish regionés capi
pipeline) and_pro_monon of interdependence bet\/\m@_— and other Kurdish officials.
dad and I%rbll (via a federal hydrocarbons ladg.said 112, 4 joint statement accompanying the signing of the lease
that it wasinot a Turkish interest to have political tensionsg r e e ment, t he Tur ki sh energy
between Erbil and Baghdadhat the Kurdéshouldwant st at ed t hey fAconfirm their co
to be part of a strong Iragand that Turkey was medlia authority for the exportation of Iragi hydrocarbon resources is
ing indirectly bypushing forfibig win-win investment strictly channelled through the Iragi Federal Ministry of Oil and
project@_llo oil Mar ket i ng Co. (SOMO)C).d- AJoi
iz é and-SHahrsstarn2i. ©,all9 Sept embel
When Prime Minister Erdojl&nkiyskiened gyr Rignijsnt eMar ¢ AN &7
he made a point of including Najaf (where he met Witﬁlgreed with the central government [in Baghdad], the treasure
Grand Ayatollah Ali aiSistani) as a sign that Turkey wishegP' ' belogs to all the people of Irag. We can only accept

He also made the first visit by a Turkish prime ministento E

northern I ragds agreements if
quoted idraq Oil Report 21 September 2010. A Turkish official
explained: Alt was a technical

to mention SOMO. This was nothing new. We told the Kurds
that this was nothing against them. Once there is a federal h

drocarbons | aw, we will accept
and the unresolved conflict between Erbil and Baghdad) thinterview, Ankara, September 2010.
made it commercially unviable. They predict that alternative&™ Crisis Group interview, senior KRGficial who termed the
wi || be pursued. Al an Rilreyagindeémerti Buhcbastot ut he nad wt, !
ridor af tBEumopea&tecRewed? March2012. A Turkish official explained that Turkey would prefer for
) n July 2008, Erdoj an and KiNakltoiolktdin a speaphstatds falowiiglamégatintedBeaitl i t
Declamtion on the Establishment of the Higkvel Strategic ment and a confirmatory referendum. Moreover, he, daat
Cooperation Council 0 bet we esoudBarzark agtoldtmedurkish laaglership that He iagreedtg
future relationship. The event marked the first visit by &Tur this during a visit to Ankara. Crisis Group interview, September
ish leader to Baghdad in over twenty years. A year later, in Ju2©10. This confirms information released by Wikaks that
2009, thewo countries signed a military cooperation accordthe Turkish ambassador in Baghdad informed U.S. diplomats in
four months later they signed 48 cooperation agreements. Shoddgna r y 2010 t hat t he KRG6s inte
afterward, Turkey opened consulates in Basra and Erbil. Turkifhar zani , had conveyed t hks p
officials now complain that Baghdad has not acted onthe 48s h ambassador on Article 1
agreements sigrd in 2009 and that by default most TurkishBaghdad cable, 24 January 2010, published by WikiLeaks.
business has turned toward the Kurdish region, which accourttS Kirkuk city used © be predominantly Turkoman, but with
for 70 per cent of Turkish investments in Iraq. Crisis Grodp i the advent of the oil industry in the 1940s and 1950s, Kurds
terviews, Ankara, March 2012. moved into the city in greater numbers from the surrounding
199 Crisis Group interview, Ankara, March 2012. countryside as well as from Kurdish cities such as Dohuk, Erbil
19 Crisis Goup interview, Ankara, March 2010. and Suleimaniya. Fromthe 1960swar d, t he Baat

0
4 (
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of IragGs oil, though as a region with its own constitutionchallenges are enormous, but both Baghdad and Ankara
Kirkuk would potentially have a greater say in what-ha have a significant stake in the profiscsuccess.
pens with its hydrocarbons wealth than it does td¢fay.
Moreover, the AKP government has actively promoted urkeyd position is not the only factor determining the
the Turkomangpolitical represention in Kirkuk, eng-  Kurdsdfuture. So is that of the two other neighbours with
neering a deal with the KRG in February 2011 that saw tiségnificant Kurdish populations, Iran and Syti@n re-
appointment of a Turkoman as provincial council chai peatedly has stated that it ogps Kirkuks merger with
man''’If Iraq generally becomes more decentralised, Tuthe Kurdish region (as a stepping stone toward Kurdish
key could deal more freely with the newly empoweredndependence) but has been content to let Turkey do the
governorates lik&irkuk but also Suleimaniya (which has heavy diplomatic lifting visa-vis the KRG.Syria long
a de facto autonomy from Erbil), as well as the Sunni Aratyas not a factor, and also was happy with Tuikegle.
governorates of Ninewa, SalahRih and Anbar:® Despitethe dramatically changed situation in that ou

try, which has placed Iran and Syria at loggerheads with
It is almost impossible to conceive on what grounds TuTurkey, none favours a strong Kurdish region in any of
key would consider altering its stance toward Iraq anthese countriesVhatever their differenceis and there
decide to deal directly with the KRG at Bagh@ae- are manyi Iran and Turkey have shown thathere is
pensd certainly not without a regional garshanging one objective on which they can agree, it is thwarting
event, such as an IrainS. war or the violent breakp of ~ Kurdish aspiration$"?
Syria, and perhaps not even withHowever frustrated
Turkish leaders might be, and wndhowever much pse
sure they might come from the KRG and its business al
diplomatic allies in Turkey, it is in Anka@s overriding
interest to overcome its distrust of IGadshiite Islamist
parties and the deep differences between Erbil and-Ba
dad anctontinue to strive for a united Irag.

r%‘ APPLYING THE BRAKES: BAGHDAD

While many Arab Iragis are wont to state that the Kurds
have a right to their independence, once they are pressed
% explain theiposition it quickly becomes clear that they
mean the Kurds within the Kurdish region, bounded by

Yet Ankara faces serious obstacles, not in the least K€ Green LineThere is no political group that appears to

cause of the spat bet Weeﬁupg\q%qeqﬁqunyaaﬁtafth dispuied tergitoriesfo the,
2012, in which Maliki accused Turkey of acting like thelurds, least of all I_<|_rkuk and its sum d.mg areas.
(Sunni) Ottoman Empir etoa n%at@gr_@%rfnéawmgcvngﬁ]gfpw%@r]kuklflglqj i ki

a figure from Islamic history hated by Shiites (see abovez.xIoert opinion’is divided over’how much the field has

To put their relationship back on the 268009 footing, P2€€n depleted and whether new technology and better
the two would first have to mend their personal refatio Mafnienance could slow down or even reverse the d
ship and additionally overcome the sectarian divide th&lin€ ~ | the general percepin seemingly is that Kirkuk
has opened up over ti8yria crisis.One way forward will remain an important source of wealth to its occupants

would be to agree to put new energy into discussions fgr the foreseeable futurie. other words, Arab Iraq would
rebuild the strategic pipeline that would connect dsaq countenance only aresouipeor independent Kurdistan,

southern oifields to Turkeys Mediterranean portghe & nonstarter for the Kurds.

119 syria traditionally has shared this view. Todthe Assad

regime appears less capable difrron this inclination and may
Arabisation policies great | gvenibatryingt@aapmease Eyham Kurds isyadvay tcAdivideithep o
As a result of these developments, the Turkoman populatiaypposition.
declined in relative terms, though it is unclear by how much, d° For example, a parliamentarian who belongs to Prinre Mi

a reliable breakdown of population figas on an ethnic basis it er Mal i ki 6s State of Law pa
does not exist. (The last reliable census was in 1957.) Iraq unless Kurdistan offially secedes. If that were to happen,

118 Crisis Group interviews, Turkish officials, AnkaraandWas Ki r k uk wondét be part of the a
ingtonDC, 2011. want that, but not everything
117 As part of the deal, which Ankara has not publadtknow-  interview, Shaker aDaraji, Baghdad, 6 February 2012. Another
edged, the council chairman and thegyowor, both Kurds, were State of Law legislatorsiml ar | 'y decl ared: fAK

replaced with a new Kurdish governor and a Turkoman cound disputed area, but even so it is going to stay within Irag. Its
chairman. Crisis Group interviews, Kirkuk, March 2001, andesources will stay for Iraq, as its people represent the array of
Ankara, December 2011 .thebBettef ulrrkda gih mddplce @l Gri siSefhr@mbeii p i |
Turkeyods relationshi pbettertheh otf h @ aKl i & inmanitteed Baghtiael,® gdbruanyd®012.

KRG treats the Tur komans i n'™KshtrHawrdmbclaimE€theifisld has oMy abautmight billiore r v
Ankara, March 2012. to ten billion barrels left, with sixteen billion produced since 1928,

18 Crisis Group interview, Turkish officials, Ankara, Decemberie s peci al |y for 1l raq6s warso.
2011. May 2010.
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To solve the Kirkuk conadrum, Kurdish leaders have be pemitted to produce by the Orgaation ofPetroleum
proposed to couple its integration into the Kurdish regio&xporting Countries (OPEC), of which it is a founding
with a national revenusharing arrangement that would memberThat cartel seeks to control the oil price lsy a
allow each side a fair share of léagil income, including  signing each member a quotatthaps its productiott?

that generated by the Kirkuk fietéf. Then, they arguét  Iraq has not had a quota since the beginning of the Iran
would not matter whether Kirkuk is incorporated into theitraq war, because it was producing so little, but once pr
region, as income would still accrue to the federaktreaduction again becomes substantial, OPEC can be expected
ury for distribution to all parts of Iraq through the annuato put a ceiling on it, especially because ésagost imre-
budget:*® Baghdad has not bought into this argumentgiate competitors are giroducing neighbours and OPEC
however, realising thaf the Kurds intend to use Kirkuk members: Iran and Saudi Arabiélf oil fields under Balg-

as their ticket to statehood, the issue of how national revdads direct control reached that limit without the Kurdish
nues are disposed would become moot the momegt indegioris output, Baghdad could decide to choke offd<ur
pendence was declared, as the new state would naturafiif exports in the absenceahealthy relationship with
hold onto its own income from exporEhe location & the KRG’ Short of an agreement, codified in a federal
thefields 1 in Kirkuk and other disputed territories, ashydrocarbons law, this conflict will fester.

opposed to within the Green Liings critical.

_ o _ _ The Baghdad government also has taken steps tn-reco
Holding the Kurds in its grip, Baghdad is not onlepr firm its monopoly on the national pipelinapart from
venting them from breaking away; it is also using its neWwenewing the KirkukCeyhan pipeline lease agreement
oil-fuelled buoyancy to squeezeind=or example, Shah i, September 2010, it issued a joint declaration with the
ristani, the architect of Baghdadoil policy, repeatedly Eyropean Union (EU) in May 2011, stating that the Iraqi

has stated that he deems the KR@roductiorsharing  government must approve all exports of Iraqi oil andas
contractdillegitimated and that, should it come to a deal

between the two sides, the KRG would have to convert them

into standard technical service agreements. That igsom

thing to which the companies might consent if they coul&f® OPEC is not known to have a set formula for allocatiig pr
still turn a profit, but that the KRG would oppose becausetuction quotas to its twelve mesns; the decisions appear to be

would limit its autonomy from the central governmgft. political, taken at the OPEC Conference. Quotas may or may not
be calculated as a percest age

. . . serves. Iraq will claim that it lost three decades of optimal output,
The problem is potentially wee for the Kurds. While oughly equivalent to twelve litin barrels, due to war, sanctions

B_aghdad might be \_NiIIipg to accomquate some Kurdis nd other turmoil. Presentation by Ibrahim Bahr Alolom,ra fo
oil in the national pipeline as long as its own fields yielgneriraqi oil minister, WashingtoBC, 1 November 2011. It is

insufficient revenue, if and when itcanrampupi&pr yni i kely that Iran would | ook
duction, it might decide it no longer needs Kurdish oil ahowever, as it was Iraq that initiaténeir conflict in 1980. The
all. This is because there is a limit on how much lraqwill i r ect or of |1 raqdés State Oil

that Iraq will start discussions with other OPEC members over
a quota in 2014, when it hopes to reach an output of 4.5 million

b/ d. #AAmri: OPECO |pgQitRaport1®| k s
2iReve&Shmae i ng as the Key rt oDdcamhey?081l. Pr obl emsodo, Powe
Point slides of a presentation given by Ashti Hawramicana ~ **Iran, in particular, would feel threatened by anfoélled,
ference in Istanbul, 136 May 2010. See also, Sean Kane resurgent Iraq while it labours under tough internaticaas-

filraqbés Oil Politics: Wher etionsJheeamameered quédtiogihvihat Bvel offragiproduciion U
Institute of Peace, January 201 it would tolerate in lighof its own output of 3.5 million b/d.

123 Crisis Group interview, Ashti Hawrami, SalahRin, 22  While it has various means to subvert Iraqi produdtibalting

May 2010. work on jointcrosh or der f i el ds, chokin

124 Crisis Group interview, Hussain-8hahristani, deputy prime gateway to the Gulf, pipeline sabotagts first step would lik-

minister for energy, Baghdad, 16 January 2011 (see extendide to get OPEC to fienpose a production quota.

quote in the text above). An independent oil adviserto the of*’ As ht i Hawr ami said, fletods se:
ministry, Ahmed Mousa Jiyad, has argued that productioro / d and we produce one millio
sharing contracts can be converted to technical service contraatgees to a ceiling of six million b/d. In that case, we would need
and that there is a precedent for this: the contract of the Chineseninkinternal OPEC for ourselves tarfg allocate production

company CNPC for the Ahdab oil field, signed duringttepr quot as. And we shoul dnét I ust
viousregime, was successfully converted in 2008. Crisis Grouppwedmo r e i f we ar e capabl e-o0of p
interview, Amman, 1 March 2012. An oil industry expertwhol ongs t o all of uso. Crisis Gr

works for a company that does not have a contract with th€® The declaration, signed by EU Energy Coissioner Gin-

KRG called the KRGOs ¢ ontdr ather Gettiigeroand laqi Deputy Rrimd NirgsteofortEheagp  t
er al goveenrdn needndedds t hat At heHuks&BGalShas rprsatatny ,t dwungH uded t hi
terms as well . I tds just t h[agteemert]intluses abaiagibgrelevantdegislaioa onanyeo i n
regiono. Crisis Group i nt e rtractifa export Eamr oo geeclopmérd of, @ihan®daslfigids i
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Moreover, reports surfaced in March 2012 that BB waof the latteds control ovethe export channéf?and it has
exploring options with Baghdad to develop the Kirkuk oiwarned them that signing contracts with the KRG for
field. This reassertion of Baghd@&dpresence in Kirkuk acreage inthe disputed territories could raise difficult legal
would be a significant counterweight to the KRGpea- questions and precipitate political and even militzory-
tions in the disputed territories (ExxonMdbitontractin flict.!*It appears that the U.S. was aware thabBxobil
particular), and the firgtttempt by the federal governmentwas considering investing in the Kurdish region but was
to rehabilitate this major asset, which dominates exportaught by surprise by the actual signing of the contract
through the KirkukCeyhan pipeline that the KRG also and even more so by the location of two kkand a part
taps intoKurdish leaders immediately denounced BP foof the third in the disputed territori€$ With its reduced
meddling*® If the contract is signed, it would alsase leverage followng the troop withdrawal, it does not seem
guestions about the KR&role at Khurmala Dome, which to be actively pursuing a solution to the conflict between
geologically is an integral part of the Kirkuk @ig¢ld and  Erbil and Baghdad, or making any headway if #4s.

of all the fieldss domes appears to have the largest remai

ing reserves®

Baghdad appears to have an ally in the U.S. government,

whichrepeatedly has stated that the Kurds should remaifA U. S. of fici al said, fdwe di
within a united Irad® In that context, Washington has beerfional oil companies in oil and gas in the Kurdish region short
advising U.S. oil companies not to sign contracts with thef an agreement between Baghdad and Erbil, because it is risky.

KRG without the federal governmésapproval, because We will talk to companies if they call on us, but wié mot seek
' them outo. Crisis Group inter\

statement in late 2010, after Marathon Oil signed a contract

with the KRG, the U.S. governr
Il raqg approved by the Feder aposition ramains tiap iviein thenrgenest of all IIQaiteste d | r
Wat ki ns, AEU af firms aut ho remattg sebof natiomalday$ te goeem ithe deselopmgnmi;yma r n
over oil , Oig&aGas Jewna@f Mayg 2011. agement, and distribution of |
129 The (Kurdish) deputy speaker of parliament, Aref TayfourWe have encouraged all companies, including Marathoe; to r
accusedBritk compani es of MfAonce argimfiom signiogdeals ith thg KRG éndependent sf the ced
problems, and called on them not to sign contracts with Baghdéélg o ver nment 6 s approval e. We
in the disputed territories, statement, 11 March 2012, http:dompanies of the significant legal and financial risks they may
parliment.ig/lragi_Council_of_Representatives.php?nameincur by signing contracts with any party independent of the
articles_ajsdyawqgwqdjasdba46s7a98das6dasda7das4da6sd8e nt r al gover nment 6s approval ¢
asdsawewqgeqw465e4gweqdwqgbedgqw8eqwedqwbeqwedsadilent, USpane ew KRG deal s wi t ragAmer
kj&file=showdetails&sid=6685. Clearly, this is a difficult pos  Oil Report 3 November 2010.
tion to maintain, given its P CrsigGrauminterviewsclbSdfiiciadst ashington B®-Jah t |
own record of signing odontracts in the disputed territories anduary2012.
development of Khurmala Dome. The KRG refers to Khurmald* The Obama administration reportedly sent a fhiylel deé-
Dome asprodiwmmoinng fi el do at gatibngdoBaghdaedshartladter theonevesbf EXManb i mé s ¢ ¢
was ratified in 2005, which would mean that if it had been i tract with the KRG broke to say it had not been aware that Ex
side the Kurdish region, the KRG wld have had sole author onMobil would sign with the KRG and that, had it known, it
ty over it. However, it lies in disputed territories (despite beingvould have advised against it. Crisis Group interview, oil$adu
in Erbil governorate) and is an integral part of the Kirkuk oiltry expert, Middle East, March 2012. The Iragi deputy prime
field, not a separate field in its own right; in 2005, the Kirkukminister for energy, Hussain-8hahristani, asserted in an i
oil field was a producing fieldA conflict likewise islooming t er vi ew: AThi s contract that \
over another part of the field, the Avana Dome, which also liesndermine [the] IradJS relationship. Both countries havk-ta
in a disputed section of Erbil governorate and which the KR@n a very clear position that such contracts will have to be done
has said it will soon cl ai mwithiNatapptoRaboofctelse Mcantstt aly:
oil field development requires apgpral of KRG and Kirkuk anything more than that from the US government. They have
Governorateo, www. krg. org, g26veMartchhe 20 1g2h.t advice to the
130 Khurmala Dome is estimated to be a five billion barrelresei Q& A:  HuSkah mi sattani 6, op. <ci t .
voir, as compared to Avana and Baba, which jointly may havE® U.S. officials often suggest théiet administration is actively
no more than four billion barrels. However, because of itcpartimediatingintral r aqi di sputes. Vice Pr
ular geology, Khurmala allows for a flow rate of no more tharadviser, for example, declared in relation to the political crisis
100,000 b/d. As an oil indushay expettdputn iBta,ghideavde ni nh ul gae
the Kurdish region and disputed territories] will not always equabolitical standoff, the United Stes remained the indispensable
huge productiono. Cri si s Grhonestbrokerane theanlgome trused byi and in réglar bba y
131 A U.S. official repeated the efttated position that the U.S. munication with, all of the leading blocs. Much of this eregag
has a special relationship with the Kurds but insists that thayent takes place quietly, unadvertised. But just because you
remain part of Iraq. Crisis Group interview, Washingll@, dondét see it andt wmee adno nidthé ss anyo
February 2012. See also the White House statementon 4 Agriln g 0 . ( (BA dddaysl Apiil 2012.)The problem with
2012,cited above. such a statement regarding the conflict between Baghdad and
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Baghdad and Erbil are on diverging paths that, given W_ CONCLUSION
military and political equation, could lead diesaster if
one side overreaches or signals are misread. The U.S. and _ _ _

Turkey, which other than Iran have the greatest interest ah@ break out of their predicament, Kurdish leaders are
influence in Iraq, should step up efforts to reinforce Irag$trengthening their position while hoping a gashanging
unity, while using inducements to make powbaring ~ Crisis might break down pesittoman boundaries andeer
work in the centre. This means supporting the early start gpaticallyalter state structures and politics in the Middle
negotiations between the Iragi government and the KREast:* Some have openly supported a U.S. attack on Iran
on the status of disputed internal boundaries and a fedef@l €xample, not because they are especially worried about
hydrocarbons law, including by providing full financial Irand suspected potential nuclear weapons capability but

and diplomatic backing to UNAMI imediating stak- because they see suglwar as indirectly creating ap-o
holder talks. portunity for them to break free from Iragi shackf&s.

@@other potential event could be presenting itself in the
\éolving Syria crisislf and when the Assad regime falls,
raqé Sunnis might feel empowered ds/is a Slite

The Obama administration should use military assistan
(equipment and training) as leverage to press the two si

to refrain from unilateral steps in the disputed territorie Slamistdominated tin Baghdad thev despi
including by army and Kurdish regional guardtsiir by amistdominated government in Baghdad (hey despise,
thus aggravating their already tense relations¥iiqre-

issuing oil and gas contracts, and should work to stnengctgver, having just seen the demise of a key Arab ally (the

enmechanisms aimed at improving communications an d regi 4 inth having lost
security cooperation to reduce chances of violent confli N reglmg) and, In th€ process, having 1ot €asy access
The U.S. should also publicly announce and reaffirm it‘%O another (Hizbollah)ran might devote more resources

: o : . : o the Maliki government, which itself would feel threa
policy of advising iternational oil and gas companies noif_leoI by a potentially Sunni Islamistl Syria.This would

Htger compound Iradg internal crisis and raise the spe
re of a return to the days of sectarian conflict

to sign contracts for acreage located in disputed terrifori
and persuade those that have signed such deals to sus
all operations in disputed territories until the statusof i

ternal disputed boundaries has bessolved. For its part, The Kurds are divided CP/ r whether a Sughiite civil

f[ he Erd OI. an governmen t . W\Ha}"ih Iraq \ﬁoﬁld e frefit herﬁ: 8n tHe Bne ha%d, ﬁlleirf r
inflammatory rhetoric toward Maliki and his political allies issue with Baghdad is ethnic/national, not sectarian, and

reaffirm Turkeys interest in the unity of Iraq and make Kince they do not aim to gain control of the federal gever
renewed approach to the Baghdad government to reViyfent and rule Iraq, theyssume the Kurdish region will
the 48 agreements on energy, security and econoaic Cremain shielded from the worst of confli@n the other

operation signed in 2009. hand, they rely on Baghdad for their budget and access to
external markets; they might be politically autonomous,
but they are economically and financially dependémy
still would need an independent export route for their oll
and gas to realise their dream of independence.

136 Some Kurdish leaders expected that the U.S. troop withdrawal
could be such a ganwharger. Crisis Group reported in 2009
t h arFtiad Hugsein, chief of staff to the KRG president, offered
[the following] proposal. Decl
of Turkey and Turkey doesnodt
that Kurdish leaders werewaonvinced that the Obama admi
istrationindeed intends to leave by the timetable it has set and
that Iraq, as a result, would collapse. This, he said, would leave
the Kurds no choice but to ally themselves with Turkey, while
remaining in what would behaghly dysfunctional Irag, possibly
Erbil is that whatever U.S. mediation may have taken place, tlmacked by endemic war and regional intervention. In that case,
conflict has continued to escalate. Concerning the ExxonMobiile said, the Kurds would benefit from Turkish protection, and
question, Washington has been caught in the middld.S.  in exchange Turkey would gain direct access to the Kurdistan
official said the government has no influence overacompanye gi onés oi | aen d egsaesr,v eeQrigsnf tKh
as big as ExxonMobil but would be intensely embarrassed GroupReport,Trouble Along the Trigger Linep. cit.pp. 2526.
Baghdad were to expel the company. Questions would then arfSéA senior Kurdish leader suggested in the Bush adménistr
in the U.S. Congress as to why the U.S. wentto war with Sat i on6s waning days, July 2008,
dam Husein if the net result was that Chinese and other foreigof intense discussion in Washingtat the time) was desirable,
companies walked away with major business opportunitiess it would allow the Kurds to press for independence. Crisis
Crisis Group interview, WashingtddC, January 2012. Group interview, Erbil, July 2008.
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The question thus comes down to what Turkey might doverall, the Kurds hope that by increasing the KRG

under such a scenario and under what conditions it migatonomic attractiveness to Turkey and threatenieg th

agree to deal with the KRG sepafateven, at the cost of federal government with eventual secesstbay could

alienating Baghdad.o the Kurds, in other words, Turkey push Ankara to their sid@his might pay off, but more

is the linchpin Ankaras relations with Baghdad took a likely not. And it is a gamble that will have a cost if it

nosedive after it supported lyad Alldiragiya coalition fails: Kurdish leaders are supporting a scenargoow-

against Malikés State of Law alliance in the 2010 parli ing, unmanaged tensions wBlaghdad with the eventual

mentary elections and Maliki prevailetts subsequent goal ofseparatiori that has existential implications for

aboutface on Syria encouraged Malfikiperception that Irag. There is every reason to believe the Maliki gover

Turkey remains at bottom the Sunni heir to the Sutni Oment will resist if it has the capabili#lready, voices can

toman Empire, a sectarian power seeking to use itseesondbe heard in Baghdad saying the Kurds are-oachng

ic weight to establish a nedeminion in the Middle East® by signing contracts with firms such as ExxonMobil and

Maliki has tried to replace some Turkish investors wittwill suffer the consequencés.

Iranians since theinwithout too much success but sifina

ling his profound mistrust of the northern neighbdtifhe ~ Arab nationalism remains a powerful force, and resen

January 2012 public spat mewoefwpinaKurdssimmeksiusthaneath the syriagea n

emblematic of the growing divergence between the twh resurgent Iraq could try to suppress Kurdish aspirations

governments, a far cry from 2009, when they signest a Sy force. Maliki appears firmly in the saddle, having-ou

ries of wideranging cooperation agreements. manoeuvred his rival$lis security forces are becoming
more cohesive and better armed, including with-oh&de

A worsening Syria crisis that precipitates a new round dfattle tanks and fightertg!*? The struggle over hydr

sectarian conflict in Iraq could tip thallance: chaos in carbonrich disputed territories could be particularly fierce

the Iragi heartland might deter Ankara from pursuing itdlasoud Barzad strident tone in March 2012, rensni

investments there and would render realisation of whaent of a vituperative exchange with Maliki in 262309

Ankara wants most from Iraq even more unlikely:é fe suggests a sharp deterioration in Egdiklationshipvith

eral hydrocarbons law, a strategic pipeline connecting tigaghdad*Yet, at the end of the day, if companies holding

two countriesglose security cooperation (focused on theontracts with the KRG are not paid, they will have little

PKK) and free trade. Turkéyill-fortune in Iraq thus could choice but to pull out.

serve the Kurds, as they think it might persuade Ankara

to give up its uncertain relationship with a dysfunctional

and hostile Iraq for guaranteed acctasKurdish oil and

gas and a stable and pliable Kurdish neighbour onitssouth - o o 5 mple, a critic said,

eastern borqéﬁPAnd they hope they could gain Kirkuk 4 \ell as their presence in tiest senior ranks of the federal

in the bargain. government, fAthe Kurds are sa\
what is yours belongs tonboth
ing now that the Kurds are oVe

doi ng t hi siatervie@rAimman, 2 Maech 20L2pAshti
¥ror example, a State of Lakvawmamti @sneneapoasesaiod,t hfaTurske
trying to extend its power in the region by dividing it. A sgjon talks aboutpowes har i ng, it i s saying,
Il raqg may not present a threwme wiol [Tugtkaerye ibtud. sThadatldd uurkac
like having a strong state in its neighbourhood, because it war@@tober 2010.
to realise its old dream and restore its empire, using new toofé?| r a q 6 s resurgdnde ts anrolyvious source of concern for
We wondt be surprised odvidd etherKordst lthaa interViewmwikhé&udas thedJ&SI govergments t
Il raqo. Crisi s Gr-8aad,BaghladesBes i Arabic-laniguagealV staion, in April 2012, Masoud Barzani
ruary 2012. complained that senior Iraqi officials and military commanders
A Turkish gover hmanos ade-i ehadrecentlydigtygssefighing back against the Kurds, pending
vents Turkish entrepreneurs from investing in the south. Becuarrival of U.S. F16 fighter planes; suggested that the Kurds
ty conditions there are a problem for Turkish camigs, and had paid a heavy price defending their identity and existence
the political climate is also not very helpful. Maliki is indirectly and warned that there is no military solution to the Kurdish i
creating obstacl es Ctisis Grlups-c osuer pedged thatthe Kyrds laiipt Fegord to violence to press
terview, Ankara, March 2012. their claim for independence; and ended the interview yy sa
149 A lawmaker of the (opposition) Iragi Supreme Islamic/Gou ing he hoped it would not come to war between Baghdad and
cil, whichisclosetothKur ds pol i ti cal | yErbil. AltHartadVd, 5 Apfil 2012 wwivyouthise.com/watch?
are seeking good relations with Turkey so that they can prevai:LBSS_4kFBPw (part 1) and www.youtube.com/viéte=
on a number of issues in Iraq, extend the power of their regiddPRCg70W-U (part 2).
and accomplish their project of establishing a home for the Kurd§® Barzani made his comments in a speathhe occasion of
of Syria, Iran and IradThis is their longterm, strategic goal, Nowruz, the Kurdish New Year in March 2012, op. Edr the
anywayo. Crisis Group i nft-e reariieeexchange with M&8iki, sde €risis GraagpontfTreuble o f  p
' i ament 6s human ri ghts c¢ o mmAldng teeelriggeB lairggdpceid,dp, 2316 Febr uary 2(
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As for Turkey, it would stand to lose more than it would
gain from giving up on Baghdatl.would end up irthe
Kurdsbfavoured scenario, therefore, only if dragged into
it by force of circumstancdt will do much to prevent
reaching the tipping point, starting with making a genuine
attempt to overcome its evident distaste for the Maliki
government in order thold Irag togetherits reticence
toward getting more deeply involved in Syria without-full
throttle Western (U.S. and NATO) supportompared
with the more militant approach that Saudi Arabia and
some of the other Gulf states appear to be puréwogd
open the way for accommodation with Maliki in the f
ture.Ankara would do well to be explicit about its obje
tives and redlines in Iragi Kurdistan in order to restrain
the Kurd$unrealistic ambitions, because whatevey-ha
pens in Syria (or Iran), the emd Irag may not be nigh,
even if the country is likely to face some turbulent times.

Baghdad/Erbil/Washington/Brussels
19 April 2012
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APPENDIX A

MAP OF IRAQ
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APPENDIX B

MAP OF KRG OIL AND GAS CONCESSIONSWITH LEAD
OPERATORS, AND GREEN LINE

SYRIA

? 215 5|0 7[5 Kilometers
(l) 2'5 SIO 715 Miles
Lead Operators
1. Perenco 12. MOL (Kalegran) 24. KNOC
2. DNO 13. Marathon 25. Shamaran (until January
3. Murphy 14. OMV 2012)
4. Petroquest 15. Afren 26. Sterling
5. Gulf Keystone 16. Oryx 27. Talisman
6. HKN 17. Kurdistan NOC 28. Niko
7. ExxonMobil 18. KNOC 29. KNOC
8. General Exploration 19. Genel Enerji 30. Niko
Partners 20. Repsol 31. WesternZagros
9. Hunt Oil 21. Khalakan 32. 0il Search
10. Reliance 22. Crescent Petroleum 33. Prime Natural Resources
11. Hess 23. Heritage 34. Unassigned

™ Baghdad

5

Kurdish Region

Disputed areas
Governorate boundary
Green Line

Concession boundary

IRAN

This map has been adapted by the International Crisis Group from a map made available by the U.S. Government. It is a modified version of a similar map
appearing in Crisis Group Middle East Report N°88, Irag and the Kurds: Trouble Along the Trigger Line (8 July 2009). Oil concession boundaries and lead operators
with contracts with the KRG as of April 2012 have been added. The location of all features is approximate.
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APPENDIX C

MAP OF NORTHERN OIL AND GAS FIELDS, KRG OIL AND GAS
CONCESSIONS, AND GREEN LINE




