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Petroleum Proceeds: Possible Uses and Availability 
... •·· 

Figures below exclude high end range of humanitarian needs and unaddressed Gulf War 
claims. When possible, (average) annual numbers are provided. 

Humanitarian aid, military can1paign and occupation costs -- about 1 year; others vary 
from about 2 to 1 0 years or more. 

Bottom Line: Demands on petroleum revenue will likely exceed available funds for 
foreseeable future. . _ _ 
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SE:CftE'f//P\OFORN 

Funding Enhancement: Borrow Against Ftlture Oil 
Revenues? 

• Major issues: 
Recent Iraqi oil revenu~s may not support major loans (i.e., billions of dollars) without new 
development contracts tn place to back them up. 

- W!lo would borrower be during temporary administration? Iraqi Central Bank? Would it still 
exist and function? 

- New lender( s) likely to demand subordination of pre-existing debt and third-party guarantors 
(other governments"?). . 

- Likely to requ~e rescheduling Iraq's existing foreign debt (about $82 billion at end 2002 
assumtng 6o/o tnterest rate). 

- Iraq also owes $27 billion in unpaid clain1s awarded by UN Cotnpensation Comn1ission for 
GuffWar damages. 

1/11/03 12:33 
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Iraqi Production Goals: 
Initial Objective 

Bring production up to prewar capacity level of about 3.1 million barrels/day 
(bid). 

We have contingency plans to do this (see Slides 5 and 6). 

• Current actual production: 2.4 million b/d. 

- Annual revenue with $18-28/barrel average price range: $16-25 B. 

• Current production capacity: 3.1 million b/d (CIA). 

- Some in private sector say sustainable capacity closer to 2.8 million barrels/day 
(b/d), with significant rehabilitation needed to reach 3.1. 

- Investment needed to sustain: $1-8 B over 6-20 n1onths, depending on damage 
level (based on CIA and industry estimate). 

• Iraq a n1ember of OPEC but has not been in quota system since Gulf War. 

1111103 12:33 
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SECRR'fYINOFORl'IT 

Iraqi Production: 
Mid-Term Objective 

Enable Iraq to regain its historical capacity. 

• 3.6 million b/d. 

Likely to require high repair, n1aintenance and upgrade of existing fields, 

possible development of new fields. 

- Reachable about one year after obtaining 3.1 million b/d. 

- Cost: additional $3-5 billion over 3.1 million b/d level (industry estimate). 
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Iraqi Production: 
Long-Term Objective 

Allow Iraq to achieve economically reasonable increase in capacity. 

• Would exceed 5 million b/d. 

Requires development of new fields. 

About 5 n1illion b/d reachable within 3-5 years with investments of around $30 B 

(CIA and industry estimate). 

Prepared by Energy Infrastructure Planning Group 
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Increasing Iraqi Production: 
Considerations 

Advantages 

• Speeds Iraqi rehabilitation and stability. 

• Supported by many in Iraqi opposition. 

• Puts long-term downward pressure on price. 

• Helps consumers. 

• Diversifies/increases global oil supply and spare 
production capacity in long-term, if no price war. 

- Strengthens global economic security. 

- Only 3.7 million b/d of global spare capacity 
(CIA), or 5% of demand. 

- Saudis have 2/3 of global spare capacity. 

1111103 12:33 
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Disadvantages 

• Politically 
controversial, especially 
if new fields are 
developed. 

• Might trigger a price war, 
which would likely 
decrease Iraqi oil 
revenues and could drive 
out higher -cost 
producers, thus reducing 
diversity of supply. 

• Some would argue that 
new Iraqi government 
should decide. 
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Contract Policy 

Existi11g deals: IOTA shoul~rve contracts previously approved by UN. Quer_v 
whether should observe tlloie made in hopes sanctions eventually would be lifted1 

Four "fee-for-service" maintenance contracts (three Russian companies, one Turkish) currently 
approved by UN under OFF. (See Back Up Slide). 

- Iraq has sigl).ed about four capacity expansion contracts (Chinese CNPC, Petro Vietnam, Tunisian 
ETAP, maybe Syrian Oil Co.), which await lifting of UN sanctions. 

• French Total Fina Elf initialed but reportedly not yet signed. 

• Iraq recently abrogated Russia's Lukoil contract. 

- Over 60 foreign companies pursued various stages of oil negotiations since sanctions were imposed. 

- . Iraqi opposition opposed to honoring deals made by Saddam unless clearly in Iraqi interests. 

• Better to defer these for new Iraqi government to decide. 

- US and British companies were not allowed to do this. 

• New deals: As a rule, should be based only on economic return, open competition, and 
sound business practices. 

- IOTA will likely need to contract with foreign companies-- whether to expand production capacity 
or to maintain existing capacity. · 

• Repairs from war damage, safety upgrades, normal operations and maintenance. 

- Should be governed by sound business decisions unless compelling reasons otherwise. 

l/11 /03 12:33 
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Next Steps 

• Brief DC next week, PC soon thereafter. 

• Promptly appoint management of IOTA. 

• Proposal early next week that you appoint Army as Executive 
Agent. 

• Proposal to you next week for pre-positioning assessment 
teams, fire-fighting and other critical equipment. 

• Within 2 weeks present final draft of detailed continuity-of-oil 
operations plans for your review. 
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Back Up 
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Prep Task: Pre-position Contractor Equipment and 

Personnel, Sustain Planning , ~?-

Costs of Prep Task 
Item 
Firefighting (4 sets) & Well Testing Equipment 

Planning Sustainment/ Advance Party 

Assessment Teams (Hire, Train & Move) 

Firefighting Teams Movement 

Firefighting & Oil SpiJJ LNO's with CENTCOM 
Engineering of long lead items (GOSP's & pipe]ine pumps) 

Freight/Insurance 

Total 

• Pre-position firefighting and well testing equipn1ent. 

$Millions 

23.3 
3.3 
4.1 
0.4 
0.6 
2.0 
3.8 

37.5 

• Rapid damage assessment from maritime and river oil spills and 
retnediation plan development. 
• Rapid deployment of facility assessment teams. 
• Rapid deployment of wellhead assessment equipment. 
• Sustain ongoing planning effort. 
• Pre-position personnel and equipment to support rapid deployment. 

. 
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Iraq's Share of OPEC Production 

IRAQ'S SHARE OF CPEC 
PROOUCTION 2002 

REST 
OF 

CPEC 
91o/o 

IRAQ 
9% 

IRAQ'S SHARE OF OPEC 
PRODUCTION 1990 

REST OF 
OPEC 
85% 

IRAQ 
15% 
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OPEC Production 
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Awarded Contracts 

Country/ Oilfield(s) (potential Type of Status Details Voidable 
Company production) Contract 

Russia 

China 
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Awarded Contracts (cont.) 
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Tab B: Coordination Page 

Under Secretary ofDefense (AT&L) 
General Counsel 
Vice Director, Joint Staff 

Mr. E.C. Aldridge 
Mr. W.J. Haynes II 
Maj GenJ.A. 
Hawkins, USAF 

January 8, 2003 
January 10, 2003 
January 18, 2003 
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~ · .. 

FOR: Reuben Jeffrey 

(b)(6) 

(b)(6) 

SUBJ: Appointing Deputy Senior Oil Advisor 

I wish to follow up on our discussion last week about appointing a Deputy Senior . \.c t ,_ 
Oil Advisor, based on my recent discussions with Phil Carroll: { (1\P'-

. cc 
• It would be inadvisable to hire (b)(6) 

• 

- As current manager of external affairs for ConocoPhillips and former chief 
DC lobbyist for Conoco, his hiring would raise questions about conflicts of 
interest and raise other suspicions about the purpose of our management of 
Iraqi oil. 

- Also, if McKee takes the position of Senior Advisor, as seems likely, both 
. the oil slots would be filled by people who worked at ConocoPhillips, and 
this too would cause an uproar in the industry and press. 

(b )(6) 
recommended by Gary Vogler, also would not be suitable . 

(b)(6) In his email to Reuben J~-at showed me, Vogler 
seemed to misunderstan • • view of thought he might 
possibly make a contribution to the team, but not as Deputy. 

(b)(6) - A review of resume suggests that he does not have the 
requisite background or stature that is most suitable for this position. 

- It might also create optic problems fo.!.IIJto instigate the appointment of 
his own successor if, as seems likely .-soon joins a company with 
business dealings with Iraqi oil. 

(b)(6) • a DOE detailee in Baghdad who has been suggested as a 
candidate, would also not be suitable. 

- Does not have the background or stature for the position. 

;r P 11 ooutl J -tJ J-
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(b)(6) • Instead, the senior retired BP executive whom the British 
recently sent to Baghdad, would make an excellent Deputy Senior Advisor and 
satisfy British demands for more say in the oil matters. 

--thinks particularly highly od'IWIIand recommended him to Bremer. • -s wary of having any more than two oil positions and would prefer the 
team comprise only McKee and- . 

• However, I can see advantages to hiring a second d~ them were 
also drawn from the listQPIIput forward to Bremer---or~ -(b )(6) and former foreign service officer in Kuwait, 

would add some policy and diplomatic expertise. 

(b )(6) and a current consultant to 
the CIA, is highly regarded in the market and is a leading expert on Iraqi 
oil. 
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OFFICE OF THE DEPUTY SECRETARY OF DEFENSE 
The Military Assistant 

9 September 2003 :. 1555 Hours 

MEMORANDUM FOR: LTG CASEY, DIRECTOR, JOINT STAFF 

SUBJECT: Specialist Jeffrey Wershow- Soldier Killed in Baghdad: 
Status of Perpetrators 

Sir: 

The Deputy Secretary would like infonnation concerning the . 
status of the perpetrators: have they been arrested? 

Specialist Wershow was a member of the Florida National 
Guard and was killed in a Baghdad cafeteria in July of 
this year. 

Very respectfully, 

'-"/-A /f ~· •. ' 
~R.Hagero · 

Conunander, USN 
Military Assistant to the 

Deputy Secretary of Defense 

Suspense: Friday, 12 September 2003 

Copy to: (b )(6) 
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7 October 2003 

MEMORANDUM FOR THE SECRETARY OF DEFENSE 

From: Paul Wolfowitz 

SUBJECT: Hillman Paper 

• You asked (Tab A) for my view of Jerry's Hillman's proposal for an oil deal 
involving the Iraqi Pipeline in Saudi Arabia (IPSA). IPSA is: 

- An Iraqi asset built during the Iran-Iraq war to ship 1.1 million barrels/day 
from southern Iraq to the Red Sea via Saudi Arabia. Besides 
pipeline/terminal, several pump stations exist along with ten 1 million 
barrel storage tanks. 

- Pipeline displacement approximately 11.1 million barrels. At current 
prices approximately $275 million. 

- It has not been used since 1990; estimated time to restore pipeline/terminal 
unknown. Iraqi Oil Ministry concerned about possible radioactivity at 
pump station ISP A2A. Pump station was reported destroyed during Desert 
Storm by spent uranium rounds. 

- Saudis expropriated the part on Saudi territory in June 2001. 

• Hillman proposed a swap whereby a Saudi-led consortium would pay upfront 
(perhaps $2.25 B) for Iraqi oil that will be delivered via IPSA at some later 
date. 

• IPSA could serve as a backup to current Iraqi export routes. 

• However, it might take time to resolve the Iraqi-Saudi legal dispute over the 
pipeline, and Hillman's swap could add to Iraqi debt. 

• On October 7111
, Paul Bremer discussed the issue of reopening the IPSA 

pipeline with Mr. Ibrahim Bahr al-Uloum ,the Iraqi Oil Minister and Robert 
McKee, the new CPA Oil Advisor. Mr. Ibrahim Bahr al-Uloum was asked to 
take a frrst look at the issue and then discuss with Robert. 

Recommendation 

• Do nothing at this time. Wait and see what action plan develops out of CPA 
Oil and the Iraqi Oil Ministry before making any decision. 
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COALITION PROVISIONAL AUTHORITY 

BAGHDAD 

ACTION MEMO 

October 20, 2003 

FOR: THE ADMINISTRATOR 

FROM: Tom Foley, George Wolfe, David Oliver, 
ODmD Rob McKee 

(b )(6) 

SUBJECT: Recommendations for Comprehensive Subsidy Reform 

You have asked us to combine our efforts and prepare for you a plan for comprehensive subsidy 
reform. We have met and discussed this issue at length and we have considered and 
in .. nmll\n•tA<I the earlier contributions of Phil Carroll's g!QUP includingomBMand.,W)

111
• ""WJo:::!l• ••• 

18 paper by the World Bank, papers by 
nnilnin'"" of several subsidy policy experts including-

Separation of Certain Reforms 

World Bank and--of the Center for 
are our recommendations: 

Four broad areas of reforms should be addressed separately. They are: 

• The Food Basket - A reform policy for the food basket has already been determined and 
is in the process of being implemented making it difficult to incorporate into other 
subsidy policy reform. 

• Eaem- Energy subsidies in the form of below market fuel and electricity prices are a 
large and critical area requiring near term reform. These subsidies are interconnected and 
require a comprehensive policy. 

• Agriculture -Agricultural subsidies are significant, but create less critical distortions in 
the economy than the food basket and energy subsidies. The agricultural sector will be 
significantly affected by the monetization of the food basket and energy subsidy reform. 
We recommend agricultural subsidy reform be treated separately and be left for later 
consideration when the impact of other reforms on the agricultural sector are known and 
the political effects of agricultural subsidy reform are better understood. 

• Other Subsidies - There are other subsidies of a less critical nature on isolated goods 
and services which we recommend be addressed separately and not be included as part of 
a more comprehensive policy. 
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UNCLASSIFIED 

As a lesult of this separation of subsidy reform, we are only addressing energy policy at this time 
as the food basket is decided and underway, agriculturaJ reform should wait, and other subsidies 
can and should be treated individually. 

Energy Subsidy Reform Recommendations 

We agree on the following recommendations to you: 

• Energy s•bsidies should be reformed all at once and aot in a aeries of small steps. 
Most energy subsidy reforms have been implemented in small steps because governments 
rarely have the political confidence to implement reforms in one move. However, most 
experts believe that if the political will exists, the political cost and risk associated with 
reform is less if the reforms are implemented in one move. These experts say at the same 
time, however, that single step reform should not be a sneak attack. It must be well 
communicated and publicly debated in advance. A second reason for recommending a 
one time move is that in a discussion with the Governing Council we may be forced into 
a compromise including implementation in several steps. If we start with a proposal for a 
single move we can go to two or more steps, but it would probably not be possible to go 
from several steps to a single move. 

• A sillgle step Uberalization of energy priu.a must include a concurrent 
compensatory payment of cub to cover tile increased cost of fuels. Liberalization of 
energy prices will increase the costs of energy to consumers. 1bis burden will fall 
disproportionately on lower income Iraqi's. To be fair and politically acceptable, a 
compensating payment should be made to everyone in an amount as yet undetermined, 
but it should be no less than the amount by which the typical lower income Iraqi's fuel 
costs rise. 

• A cash compensation payment to eue the burden of increased energy prices should 
be structured to be temporary. The cash compensation payment should be fixed in 
amount, not indexed, and should contain other features to assure it does not become a 
permanent subsidy. 

• Fuel subsidy reform should be implemented by having the Ministry of Finance 
impose a fee at the refinery equal to the rqioul parity price of crude oil plus 
appropriate delivery costs. All operations would be required to operate without any 
financial subsidy and would be required to earn and remit a return on capital, thereby 
forcing them to price all oil related products at or near market prices. 

• Electricity subsidy reform should be implemeated by raising electricity prices to 
regional free market rates. Rates for all consumers of electricity should be raised at the 
same time as fuel prices, but enforcing payment by residential customers at the new rates 
should be introduced gradually taking into account political factors and changes in 
demand on the electrical grid resulting from increased fuel costs. 

• Two interdepartmental tuk teams should be staffed with fDUtime people to 
implement the food buket monetization program and energy subsidy reforms. 
Properly implementing both subsidy reform programs will be challenging. We believe it 
will best be done by two dedicated teams. The food basket team would take-on 
responsibility for implementing the monetization payment system for both subsidy 
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reform programs. The food basket monetization team would report to OMB. The energy 
subsidy reform team would report jointly to the Directors of Economic Policy, Private 
Sector Development, and OMB, with OMB serving as the primary report on 
implementation matters. 

• A number of implementation c:llallengee should be addressed 100n and aggressively. 
To ensure successful reform implementation a number of challenges with long lead times 
must be addressed soon. The most important of them are: 

• Determine the details of the energy reform proposal including the 
implementation date, the amount of the compensatory payment, and other 
requirements for its implementation. 

• Begin consultation with the Governing Council in November and, as soon 
as possible thereafter, announce the plan for public comment. 

• Develop a means for making a compensatory payment by the 
implementation date. 

• Begin working with the Ministry of Oil, Electricity Commission and 
others to prepare for the impact of subsidy reform. For example, 
developing stockpiles in anticipation of demand fluctuations, ensuring that 
opening of new retail outlets for fuel is wuestricted, developing means for 
addressing the lack of volume measuring equipment at many retail outlets, 
and managing the significant influx of cash revenues and changes to many 
Ministry budgets that will result. 

• Initiate study of legal/regulatory impediments that constrain competition 
in refined oil markets - wholesale, retail, and import markets - in order to 
improve competition and influence scope for consumer price increases. 

An open issue we have decided to leave for you to consider is the timing of energy subsidy 
refonn. We believe the feasible options are to implement it March I or concurrently with the 
monetization of the food basket on July I. We have identified pros and cons for each, but as a 
group had no strong opinion either way. The advantages of each as we see them are the 
following: 

Advaataga of a Mareh 1 lmpleaeatatioa: 

• Earlier implementation eliminates market distortions four months sooner. 
• Not implementing at the same time as the food basket will result in less potential for too 

much happening all at once and the risk of resulting implementation problems. 
• Cooler weather in March presents less external irritation than July weather and provides 

4-8 weeks of milder weather during which adverse political reactions can be addressed. 

Advaatages of a July llmplemeatation: 

• Doing everything at once may consume the least long term political capital. 
• Allows four additional months to prepare for energy subsidy reform including 

implementing the compensatory payment system. 
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