S/ 1998/ 330
Engl i sh
Page 1

Annex

Report of the group of experts established pursuant to
paragraph 12 of Security Council resolution 1153 (1998)

EXECUTI VE SUMMVARY

1.1 Terns of reference

1. Paragraphs 12 and 13 of Security Council resolution 1153 (1998) of
20 February 1998 read as fol | ows:

"12. Requests the Secretary-Ceneral to establish a group of experts to
determine in consultation with the Government of Iraq whether Irag is able
to export petroleum or petroleum products sufficient to produce the total
sum referred to in paragraph 2 above and to prepare an independent report
on lraqgi production and transportation capacity and necessary nonitoring
al so requests himin the light of that report to nake early and appropriate
recomendati ons and expresses its readiness to take a decision, on the
basis of these reconmendations and the humanitarian objectives of this
resol ution, notw thstandi ng paragraph 3 of resolution 661 (1990), regarding
aut hori zation of the export of the necessary equipnent to enable lraq to
i ncrease the export of petroleum or petroleum products and to give the
appropriate directions to the Committee established by resolution
661 (1990);"

"13. Requests the Secretary-General to report to the Council, if lraq
is unable to export petroleum or petroleum products sufficient to produce
the total sumreferred to in paragraph 2 above, and follow ng consultations
with relevant United Nations agencies and the lraqgi authorities, making
reconmendations for the expenditure of the sum expected to be avail able,
consistent with the distribution plan referred to in paragraph 5 above;"

1.2 Introduction

2. At the request of the Secretary-Ceneral, a group of experts visited Iraq to
ascertain the current export capacity of crude oil and petrol eum products, and
also to review and assess the potential for increased exports of crude oil and
pet r ol eum products.

3. The group consisted of six experts, each with a specific oil industry
background. Two of the United Nations oil overseers acconpanied the group. The
group visited Iraqg from 12 to 22 March 1998, to observe the condition of the
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production and transportation facilities necessary for the export of petroleum
and petrol eum products.

4, The scope and purpose of the site visits were:
- To establish current crude production capacity;

- To establish the condition of the oilfields and relevant production
capabilities;

- To establish the condition of crude oil processing and treatnent
facilities;

- To establish the status of the storage terminals and transportation
infrastructure

- To identify the necessity, cost and inplenentation tine-frane for
requi red spare parts and repairs;

- To inspect |ocal refineries.

Al elements have been examined and the results are given in detail in the
report.

1.3 Met hodol ogy

5. In order to satisfy the terms of reference, the group of experts needed to
maxi m ze the <collection and verification of data wthin the tinme-frane
allocated. This was achieved, after initial nmeetings with the Mnistry of Gl
in Baghdad, by visits to the North G| Conpany, based in Kirkuk, the South Gl
Conpany, based in Basrah, and nunerous site inspections in both areas -
including a cross-section of production facilities, processing plants, tank
farms, punping stations, netering sites and refineries. The group of experts
separated into two teans at various locations in order to facilitate greater
cover age

6. Oning to the lack of neasurenment equipnent operating at all stages of
production and transportation (except at the export installations of Ceyhan and
M na Al -Bakr) estinates were nmade based on
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- Physi cal inspection coupled with on-site discussion with experienced
oper at ors;

- Information supplied at various neetings and briefing sessions with
the Gl Mnistry, North and South G| Conpanies, and refinery/plant
vVisits;

- Anal ysi s of historical data;

- On-site application of the group's accunulated experience and
subsequent di scussi on.

At all stages the group noted the physical condition of plant as seen, and
obt ai ned phot ographi ¢ and vi deo records.

1.4 GCeneral observations

7. The group of experts' overall general inpression is that the oil industry
of lrag is in a lanmentable state. The devel oped oilfields have had their
productivity seriously reduced, sonme irreparably, during the past two decades.
The oil processing and treatnment facilities, refineries and storage ternminals in
the country have been severely damaged and continue to deteriorate. Thi s
deterioration, particularly in the oilfields, will accelerate until significant
action is taken to contain and relieve the probl ens.

8. Al t hough neasurenent devices are non-existent at |Iraq' s oil producing
fields, the team has identified oilfield production and treatnment as one najor
constraint with respect to increased production. Because of the age and

precarious physical condition of the main fields there is strong doubt anong the
experts that the production profile of 3 mllion barrels per day (bpd), as the
Governnent of Iraq is endeavouring to achieve, wll be sustainable for the
period under review A sharp increase in production wthout concurrent
expenditure on spare parts and equi prent would severely danage oil-containing
rocks and pipeline systens, and woul d be agai nst accepted principles of "good
oil field husbandry".

9. A second nmmjor constraint is that the transportation system and
internediary storage within Iraq are significantly conprom sed and need repairs
at critical points. Significant issues are the degradation of the 40-inch

pi peline, major losses in punping capability and reduced internediary storage
capacity in the north, with identical problens in the south.
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10. A third constraint is the need for proper coordination of |oading schedul es
at the offshore ternminal at Mna Al -Bakr, supported by efficient and reliable
t ugboat s and noori ng boats.

11. Provided that the pipeline infrastructure and internmediary storage to the
loading facilities in Ceyhan and Mna Al -Bakr are brought up to standard, there
my be no need to utilize other existing pipelines for increasing export
vol unes.

1.5 The current overall capacity as advised by the Mnistry of Gl

12. According to the Mnistry of Gl, the following is the present capacity in
barrels per day before repairs and i nprovenents are undertaken

Producti on 2 330 000 bpd
Local consunption 700 000 bpd
Avai | abl e for export 1 630 000 bpd

1.6 Historical data of oil exports under the oil-for-food progranme

13. Al exports wunder the oil-for-food programme have been nonitored by
Saybolt, and the table below shows the rates of exports per day under the
current mechani sm

Phase | average export 664 000 bpd
Phase || average export 1 124 000 bpd
Phase 111
- February 1998 average export 1 121 000 bpd
- March 1998 average export 1 223 000 bpd

1.7 Proposals to increase production

14. At the first neeting between the group of experts and officials of the
Mnistry of Gl, it was stated by the officials that the targets proposed and
al ready submitted to the United Nations were:

Ti me-frame Pr oducti on

Current production 2 300 000 bpd
Achi evable within two to three nonths 2 650 000 bpd
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Achi evabl e within six nonths 3 000 000 bpd
Achi evable within 18 nonths 3 500 000 bpd

The expenditure required to reach these targets woul d be:

US$ 340 nmillion to reach 3 mllion bpd production within six nonths
$400 million to sustain 3 mllion bpd production over a 12 nonth period

$300 million extra to reach 3.5 mllion bpd production within 18 nonths

15. Nevertheless, the Mnistry of G| was also cognizant of the high |evel of
proposed expenditure, and its effect on the availability of funds for
humani tarian aid, and had produced a revised spare parts estinmate, indicating
the |owest possible figure to achieve 3 mllion bpd production within six
nonths. The revised figure was $210 mllion

16. In addition, the Mnistry produced spare parts docunmentation requesting a
further expenditure of $90 nmillion related to "downstrean’ operations. The
downstream operation conprises the operation from refinery to consuner. The
requirenents vary for spare parts and repairs for petrol stations, liquified
petroleum gas filling units, etc. Wile not strictly relevant to the group of
experts' objectives in relation to the increase of oil exports, these

requi renents have been noted, and the request is considered to be reasonable.

17. The increase in production from 2.3 mllion bpd to 3 nmillion bpd over six
nonths is planned for both the north and south, as foll ows:

Current Thr ee nont hs Si X nont hs

Nort h 1 000 000 bpd 1 055 000 bpd 1 162 000 bpd
Sout h 1 300 000 bpd 1 600 000 bpd 1 800 000 bpd
Tot al 2 300 000 bpd 2 650 000 bpd 2 962 000 bpd

18. The accurate verification of production figures is not currently possible,
as the oil industry in lIrag has no functioning internal monitoring system in
operation. Wel | head production is not neasured, novenent between terminals is
only estimated or is based on non-calibrated neters and/or storage tanks, and
t he whol e operation is close to coll apse.

1.8 Export of petrol eum products and | ocal consunption
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19. The Governnent of lraq indicated to the group of experts that the export of
petrol eum products would not be considered, mainly in view of the poor quality
of the products and the lack of refining capacity. It is considering, however,
the initial export of sonme 30,000 to 50,000 bpd of straight-run fuel oil
(atmospheric residue) by direct injection into the Kirkuk-Yunurtalik pipeline in
Irag, before the netering station at Zakho, thus mixing it with Kirkuk crude
exports. If marketable, this nay be increased to 100, 000 bpd.

20. (Cbservation of the working refineries in Irag has shown that the condition
of the refineries in general is indeed poor. Significant pollution and
envi ronnental danage has al so been noted. The current refining capacity and
consunption is about 700,000 bpd, consisting of 620,000 bpd of Iocal refining
capacity and 80,000 bpd exported to Jordan. Local consunption is deducted from
overal | production to derive the potential export vol une/val ue.

1.9 Goup of experts' estimate of |ocal consunption

21. The estimte of quantity available for export automatically requires an

estimate of |local consunption. The group of experts has estimted |ocal
consunption to be 630,000 bpd. This has been calculated by reference to
production throughputs provided by refinery staff and plant operators
interviewed during site visits. The estimate is summarized in the relevant

appendi X to the report.

1.10 Group of experts' opinion on spare parts and repairs

22. In view of the deplorable state of the oil industry, the group discussed
with the relevant authorities of the Government of Iraq the priorities for
essential action. As indicated, the group had received a list of spare parts
based on a mninum spare parts requirement of $210 mllion. An initial
investigation into the key itenms affecting short-term production increase and
transportation suggested delivery times of tw to six nonths and prices
margi nal Iy higher than estinmated. A fully conprehensive review of the lists, in
respect of prices, relevance and delivery tine, is expected to be conpleted
soon.

23. Wth regard to the monitoring of incomng spare parts and repairs, the
group visited suitable warehouses in both the northern and southern parts of
Irag. The methodol ogy of nmonitoring the arrival, storage and utilization of the
spare parts is described in nore detail in the report.
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1. 11 Concl usi ons

24, Wthout rapid and adequate investnment in spare parts and repair of the
production wells, plus the devel opnment of a nunber of smaller fields, the gap
between the existing decline curve and the projected increment in crude oil
production will grow wi der for each nonth that financing is del ayed.

25. The oil industry of Iraq has the expertise and technical know edge to
i ncrease production gradually over the next 18 nonths.

26. The increnental increase in the "production versus time" scenario proposed
by the Mnistry of Gl is a reasonable one, representing a viable optimnzation
of the large nunber of petroleunengineering variables in the equation. The
I ragi - proposed profile, however, is deenmed optinmstic with regard to the gross
vol unes predicted, as well as unrealistic in terns of timng (see table bel ow).

Profile Current production After three nonths After six nonths
Mnistry of Ol 2 300 000 bpd 2 650 000 bpd 2 962 000 bpd
Group of experts 2 160 000 bpd 2 130 000 bpd 2 360 000 bpd

27. Current production as indicated above by the group of experts is
2,160,000 bpd. This results in a daily export capacity of 1,530,000 bpd, taking
into consideration that, according to the group's estinmate, 630,000 bpd is used
for I ocal consunption.

28. As descri bed above, Iraqg is presently exporting approxi matel y
1,200,000 bpd. Wth a current capacity of 1,530,000 bpd, an imredi ate increase
of 300,000 bpd is realistic and, once spare parts arrive and repairs begin, a
gradual increase will be noticeable after four to six nonths.

29. The forecast in production versus tine is based on the utilization of spare
parts estimated at $210 nillion

30. However, to ensure gradually increasing and sustainable crude oi

production and the inprovenent of the oil industry of Iraq in general, with due
regard to environmental and pollution issues, the group of experts estinmates
that the total expenditure required will be approximately $1.2 billion to reach

production levels of 3 million bpd.

31. Based on the above, it is difficult to predict accurately the proceeds of
the export figures as stated in the table, since they will be heavily influenced
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by the world oil market. It seens very unlikely, however, that proceeds of
$5.256 billion during the 180-day period will be reached, since this would
require an average oil price over the period of $16.90 per barrel of exported
Iragi oil.

32. On the basis of the group of experts' estimate of total production I|ess
| ocal consunption (after arrival of spare parts), sales during a period of 180
days, based on prices of $12.50 and $14.50 per barrel of exported Iraqgi oil, are
envi saged as foll ows:

$12.50 per barrel $14.50 per barre
Sal es after six nonths $3.9 billion $4.5 billion
Sal es after nine nonths $5.0 billion $5.8 billion

33. The group of experts' assessnent, taking into account the numerous
techni cal variables involved and given the availability of the necessary spare
parts and repairs indicated and anpbunting to an estimated $210 nmillion, is that
the Governnment of Iraq's volune targets are optimstic, and that the tine-franme
for reaching its predicted figures, and therefore export targets, wll slip.
However, these production/tine variations have significantly less effect on the
dol l ar value of exports than the current price differentials in crude oil.



