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Altached is Foley’s paper on the Oil Trust Fund as promised in his memo
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. Also attached for your reference arc:

1. Govcmance, August 24 memo to the GC on Iraqi Oil Trust (TAB A)
2. McPherson, August 18 memo on Qil Heritage Trust (TAB B)
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IMFO MEMO

September 8, 2003 1600L
| ' FOR: THE ADMINISTRATOR
| FROM: Tom Foley, Director of Private Sector Devclopment

SUBJECT: Iraq’s Oil Trust Fund

Introduction

Iraq’s oil wealth belongs to its people and this wealth should be equitably, pcrmanently and
| dircetly held by them. The establishment of an Oil Trust for the Pcople of Iraq (“OTPI”) that
“ scrves this purposc should be a high priority for the CPA. An oil {und that pcrmanently and

broadly distributes Iraq’s oil wealth among its citizens will help preveat inappropriatc expansion
| of the slate or the opportunity for a tyrant lo scize and concentrate the wealth of Iraq as Saddam

did. Furthermore, an oil fund should build a capital asset to replace the oil resources as they are
| consumed, in order to provide a perpetual source of income to the Iraqi people.

. Major Objectives

The Office of Private Scctor Development recommends that the structure of an Tragi oil fund
satisfy the following objcctives: b

I) Incvoca!zly put Iraq’s oil wealth directly in the hands of the [raqi people;

2) Cap the amount of oil income available duectly to the government at a level significantly
“befow the government’s total need, thus requiring the government (o colicet taxcs from
the people to fund a major portion of their expenditurcs;

3) Creale an clficient and professionally managed il operation;

4) Provide for a high levcl of transparency; and

5) Operate independently from dircet control of the govermment.

Proposed Siructure

Q\Mraq’s oil production assets, including its oil reserves, should be_donated to the OTPL All
| other oil-related businesses, including refining and oil ficld services, should be privatized. An
‘ operating subsidiary of the OTPI should manage oil production opérations with a imanagement
team appointed by the OFPI Board of Dircctors. The QTP Board of Dircctors should include at
{ lgast-ten-directors and be clected by the public or appdinted by 1he Prime Minister or President.
In cither casc, dircctors should have staggered scven year terms. All of Irag’s operaling income
from oil (revenues nct of production costs, including appropriate rescrves for cxploration and
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other development costs) should be captured dircetly by the OTPI without any ability for the
government to intercept funds or pad the oil production company with patronage jobs. The OTP]
should distribute annually the following percentages of average annual operating income over
the previous five ycars: '

1) 10 percent to the government as general revenuc; ,

2) 10 percent in the fonm of a dividend distributed to all Iragi citizens over the age of 18
who have lived'in the country for at fcast five ycars; and

3) The remainder into a reconstruction fund for the first five years ol the OTPT and
thereafler into a capital fund to be invested in perpetuity for the benefit of future
gencrations of Iragis.

Lessons Learned

This proposal has features that have proven successful in other venues. First, it is gencrally
accepled that representative governments arc more stable and more durable when a nation’s
wealth is broadly held and difficult to reconcentrate. Sccond, a government’s sizc and poweris 7
held in balance when it must dircetly tax its citizens for its funding nceds. Third, we recommend
the capital fund have a struCTarc smlarto Uic Norwcgian Government Petroleum Fund
(“NGPI™). In the NGPF, the Norwegian government provides gencral oversight of the fund and
is responsiblc for making stratcgic investment decisions such as choosing the benchmark
portfolio and sclecling the risk limits. Tlowever, a money management {irm handles to day-to-
day investment aperations of the NGPF. The moncy manager’s specific tasks include
implementing the investment strategy (as well as accounting and reporting (unctions), managing
risk and providing investment advice. In addition, the NGPF has geographical, company and
assct class restrictions that require (he assel managers to remain properly diversified. Fourth, the
OTP1 shares three fundamental principles.wvith the Alaska Permanent Fund (“APF”) jncluding:
recognizing that the oil resources belong to the people; establishing an irrcvocable trust and
specifying that its principal should be invested in perpetuity; and requiring that information
opcrations and investment activities be transparent and tjca(lfly available to the public.

"y

Cowmparison to the Iragi UHeritage Fund Proposced by the Ministry of Finance

The staff of the Ministry of Finance (“Finance™) has proposed the Iragi Heritage Fund (“IHEF”).
Their proposal properly recognizes the importance of setting aside Irag’s oil in a {rust. The [HF
differs from OTPI in that the THI docs not place Iray’s oil assclsand the xight to Irag’s oil
income direetly into_the hands ol (hic.Iraqi people, and thercfore does not provide irrevogable,
[folceiion ihal thesc asscts and income will be reconcentrated in the future by an individual or an
overly expansive government. Sccoud, the 1 docs not provide for a vertical decoupling and

privatization of the non-production asscts of the state-owned oil busincsscs.

Timing

The OTPI should be introduced soon. The first dividend payment from the fund should coincide
with a onc-time removal of all subsidics onall cnergy.
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ATTACHMENTS: [NONE]
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COALITION PROVISIONAL AUTHORITY

‘ BAGITDAD
INFQ MIKMO
b August 24, 2003
FOR: THE GOVERNING COUNCIL
FROM: CTHUE ADMINISTRATOR, Coalition I’ruvi.;ii:(nml Authority

SUBMCT: IRAQEOILTRUST

The natural wealth of Trag has for far too fong been abused and squandered by its leaders. 1t
i high time that the riches of raq were used solely Tor the benelitof the tragi people. tn
order to achicve this, the new Tragi Oil Minister could announce the creation of an Qi Trast.
The establishment of an Iragi Ol Trust, into which a portion of oil revenues would be paid,
would have a number of advantapes:

tt would cnable oil revenues to be saved and used dircetly for the benelit of the e
people. This can be done through direct payments (o citizens in the form of
dividends, ar by numaging fong term needs of the state, such as by paying for
punsions.

- ltwould protect the state against volatility in the global oil market. Saving a portion
ol oit revenues would mean that the state could draw upon financial reserves to meet
fiscal deficits caused by a drop o oil prices.

- Towould create a transparent and accountable means of managing oil revenues and
would be designed and managed according (o international “best practice™,

- 1owould enable the state to plan and implement cconomic goals for the ncar-term,
medium-term, and long-term thereby allowing it to address the diverse economic
needs ol the country.

-1t would cultivate broad popular and social support among Iraq's population, through
the provision of much needed social benelits,

In the near teri, due to the massive demands for reconstruction expenditure not much oil
revenue will be routed theough the Trust. The only feasible payments to the trust will be
peasion’s payments. Bul sourcing oil revenue into the Frust, which will produce clear
henelits to Traqis o terms of diceet payments, will be a good micans of demonstrating to the
people that their fivelihood is dircetly linked o oil production. Damaging oil production will
harm their future prospects. '

UNCLASSIFIED




COALITION PROVISIO N AL AUTHORITY
BAGHDAD
Aupust 24, 2003
" Fi1 GOVERNING COUNCIL
THE ADMINISTRATOR, Ambassador L. Paut l}rcn}g:‘r.
I Proposed /\gcndu for August 27 Mecting A

1.1 submit Lo the Governing Council the following agenda for the August 27 mecting
| am. As T mientioned to the Councit on August 23, Ambaszador David Richmond

ress the G inmy absence until September 4™,
' : |
or the August 27 mecting include:

fragi Oil Trust

!
Establistunent of a Ministry of Scicnee and Technology

Ador Richmond would of course also welconie discussion of any GC proposals.

il over papers on these two topics Lo the Governing Council on Tuesday.




¥ Ambassaddr Kennedy
Colonel Nurwood
on Peler McePherson
aler - 0 AugustUI ], 2082
ihjeet: Lixcculive Sununary of lrayi Qil HHeritage Trust

|
1

s,

i L Blogk and 1 were asked by Ambassador Bremer to provide a two page sunumary
seviplion of the tragi Ueritage Trust for transtation. Pleasc sce below, This doctmicnt
nfiins mmlr sl lummh campared {o o version subiitted last month.

i Heritage Trusl = Exccutive Summary Version

fraq is an oil-dominated cconomy and must manage ils oil resources carclully.

The carly estublishiment of an “leagi Hevitage Trust™ is an important step toward
\ ensuring tiat the entive country benelits frons its oil resources — a major break

\

1

i

from past policies, when only the Baath Patly larpely benefited from Trag's oil
FCROURCCS,

Financing Tor the Trust will be provided through forcign oil sales. Trag’s national
budget will be paid from the Trust, thereby assuring long-term liscal discipline
and providing transparency to (he people of the country, T addition, the Trust
would putrevenues from oil sales it theee fumds deseribed below pursiant (o a
‘ pre-determined formula and sliding scale.

Although initial financing for the Trust may be very small, some uplront “sced

moncy™ may be prudent Lo establish the institutional structure and operations for
the Trust,

o lor the next two ycar period of time, and possibly longer, Iraqgi pensious should
be paid directly through the Vrust Fund (the “Savings Fund™ -~ see below) to bielp
| cstablish this institwtional structure, :
| | |
e The Trust should, in time, be legally established in the Tragi Constitution, whilc its
cxacl operational structure should be codificd by statute,
»

The Trust will have a number of iportant objeclives:

1 Full transpareney, accountability, and high performance standards.




2)

Near-term, medium-term, and long-lesm economic objectives that will

addlress the various cconomic needs ol the country (see below).

s c g . . .

Y [he enltivition of broad popular and social support amony, Trag's
population, '

4) Incorporation o international “best practices” in the Trusts desipy,

management, and accountability.

The Trust will be comprised of three distinet funds: St

1) A“Dividend Fund” that makes annual payments dircetly to all Tragys.
“This fund will to cusure that Tragis benelit diveclly from oil revenues, will
help to ereate hope amoug: the fraqi population, aud will help to cnsure
it i} managenient decisions henelit the anlire countey.

2) A “Savings Fund™ that will help to meet long-teem needs of the country.

‘This fund will help to ensure that some portion ol oil revenues are saved
for future penerations and wilt be available to meet key long-term needs of
{hie country - for instance, pensions and cducation.

) A “Stabilization Fund” that will improve macroccononic policics.

This fund will provide room for countereyelical fiscal policics and wwill
help to provide traq with a “cushion” against volatility in global il prices
that hias caused hardships for other oil-dominated cconomics.

Each fund will be separately managed and cvaluated in order to strengthen
incentives for strong financial performance. The funds will invest in different
lypes ol assels (defined by faw) and will also have a distinguished infernational
advisory board. '

The amount of financing provided to cach fund is an important decision fot lray.
A Large number of combinations arc possible depending on the priority assighed
to near-lenn versus long-term priovitics.

ilowever, to chsurc that cach of the funds reecives some suppott, a clearly deftned
minimal amownt of financing, or “floor,” for cach of the funds should be legally
catablished. T addition, the amount paid tnlo (e funds should be détermined in
parl by oil revenucs during o calendar period.

Changes in allocalions among the funds should be permissible only through a
legislative “super-majorily” (c.g., three-fourths) and Presidential concurrence in




order (o limit the voom available to manipulate the funds for short-term palitical
pUEposCs, :

Clear expenditure tules and guidelines for cach of the funds shonld be established
Lelearly defining the cdnditions under which spending is o be peniitied, the
atount af spending Had is (o be pormitted.
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