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Algeria’s Sonatrach
having ‘hard time’
honouring deals
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Bone of contention. An Iraqi oil employee checks pipelines at the Bai Hassan oil field, west of the
Iraqi city of Kirkuk, on October 19. 								
(AFP)

Baghdad’s seizure of Kirkuk
creates uncertainty around
Kurdish energy exports
Jareer Elass

Washington

T

he Kurdistan Regional
Government’s pursuit of
independence, largely
predicated on Erbil’s
ability to export oil and
natural gas, was dealt a severe
blow when Iraq’s federal government reclaimed much of the province of Kirkuk and key oil fields.
Baghdad’s capture of Kirkuk had
an immediate effect on oil production and exports from northern Iraq. Output from Kirkuk’s
Avana Dome and Bai Hassan oil
fields was halted as technicians
worked to restore production after government forces moved
into the province. Flows through
the Kurdish-Turkish crude export
pipeline fell about 600,000 barrels per day (bpd) to 240,000 bpd
by October 18.
Kirkuk’s inclusion in the September 25 referendum on independence was integral to the
vision of the Kurdish Regional
Government (KRG) of an independent state that could gain
economic and political legitimacy
built on energy exports. Erbil’s
ability to develop and export oil
and attract foreign investment
and expertise, along with the success of the Kurdish peshmerga
in helping rout the Islamic State
(ISIS) from Iraq, encouraged the
KRG to call the independence referendum.
The KRG, however, faces an
uphill battle as it confronts opposition from Baghdad and Washington, as well as from neighbouring Iran and Turkey. Both Tehran
and Ankara threatened economic
sanctions should Erbil attempt to
separate from Iraq.
Thanks to what appears to be a
serious breach between the KRG’s
dominant party, the Kurdistan
Democratic Party (KDP), and minority party, the Patriotic Union
of Kurdistan (PUK), Iraqi government forces easily secured Kirkuk,
the 90,000 bpd Baba Dome oil

field and the Kirkuk refinery on
October 16. The next day government forces seized the Bai Hassan
and Avana Dome oil fields, which
together have been producing
about 275,000 bpd of crude.
Baghdad wasted little time in
asserting its authority over the
Kirkuk oil resources. An Iraqi Oil
Ministry spokesman said Oil Minister Jabar Ali al-Luaibi “sent a
request today to [British energy
giant] BP to quickly come in to begin studies and restart measures
to develop the oilfields in Kirkuk
province.”
The KRG had been in control of
Kirkuk and its oil fields since June
2014, when the Kurdish peshmerga took over after the Iraqi Army
fled the area as ISIS grabbed large
parts of northern Iraq.
Baghdad declared the seizure
of Kirkuk oil fields illegal but Erbil claimed it had moved in to
protect the area in the absence of
Iraqi government troops. The KRG
subsequently declared that it considered Kirkuk part of its territory
and Kirkuk became a bone of contention between Erbil and Baghdad. The inclusion of the Kirkuk
province in the KRG’s referendum
rankled Baghdad and spurred its
move to reclaim the territory.
It is unclear whether Kirkuk had
been part of a bargaining strategy

Baghdad’s capture of
Kirkuk had an
immediate effect on
oil production and
exports from
northern Iraq.

by the KRG to gain foreign support
for its independence push by dangling the possibility of lucrative
development contracts for Kirkuk
fields.
There is little doubt that Moscow had an interest in seeing a
positive referendum outcome. A
week before the vote, Russian oil
major Rosneft and the KRG said
the Russian energy firm would invest in a gas pipeline carrying as
much as 30 billion cubic metres of
gas to Turkey and European markets. Rosneft would also develop
five oil and gas fields in Iraqi Kurdistan.
The deal, which reportedly involves up to $1 billion of investments by Rosneft, would see the
gas pipeline completed in 2019 for
KRG domestic consumption with
exports to commence the following year.
The KRG had been exporting approximately 600,000 bpd of Kurdish and Kirkuk crude through the
Kurdish-Turkish export pipeline.
Turkish President Recep Tayyip
Erdogan cautioned Erbil that his
country could “close the valves”
on Kurdish exports through Ceyhan — the only true export route
— at any time. Ankara, however,
is dependent on Kurdish crude
for domestic use as well as the income derived from transit of KRG
exports.
Tehran and Erbil were reportedly in talks last year to build two
pipelines to carry crude from fields
under PUK control in Kurdistan to
Iran in a “swap” deal by which the
Kurdish oil would be consumed
domestically in Iran with the KRG
receiving crude in kind in the Gulf.
It is unclear how far those discussions went but it is significant
that, three months ago, Tehran
and Baghdad announced an agreement to construct a pipeline to export crude from Kirkuk through
Iran, enabling the Iraqi central
government to bypass the KRGCeyhan pipeline for Kirkuk sales.
Jareer Elass reports from
Washington on energy issues for
The Arab Weekly.

lgerian oil and gas
monopoly Sonatrach
is having a hard time
honouring deals with
foreign clients because
of leadership instability, red tape
and dwindling foreign investment, its chief executive officer
said.
Sonatrach, which controls the
production, transport and export
of Algeria’s oil and gas, has been
described as the lifeblood of Algeria, where oil and gas revenue accounts for 60% of the state budget
and 95% of foreign currency earnings.
However, the governmentowned company, which has
57,000 employees and 154 business affiliates, has run into financial trouble and is unlikely to deliver its target output.
“The situation of Sonatrach
is not very good,” CEO Abdelmoumen Ould Kaddour said at a
conference earlier this month attended by top Sonatrach officials.
“The current circumstances of
the hydrocarbons market make
the tasks of the company more difficult. Sonatrach has a hard time
honouring its commitments and
contracts.”
Ould Kaddour noted that the
company, which encountered
“multiple difficulties in production, selling and financing of investment projects” over the past
several years, “must revise its
whole strategy to optimise the
management and functioning of
the company and increase output.”
Algeria is reliant on Sonatrach
to keep its economy afloat as its
plans to tap into shale gas reserves are not estimated to bear
fruit for at least five years. The
country also hopes that altering
its hydrocarbon legislation next
April will draw foreign investors
and expand oil and gas production.
Sonatrach has been jolted
by unstable leadership, going
through six CEOs in seven years.
The company is under the direct
control of the Energy Ministry,
making the top position vulnerable to a changing political atmosphere.
Successive governments have
blamed any economic difficulties on Sonatrach officials. Several company officials have been
sacked over allegations of graft or
claims of incompetence.
Experts said the instability was
a hindrance to foreign invest-

ment when many are wondering
whether ailing Algerian President
Abdelaziz Bouteflika will soon be
replaced.
Kaddour, an oil expert, previously acted as CEO of Sonatrach’s
joint venture with US company
Brown and Root-Condor. He has
close ties to former Energy Minister Chakib Khelil, also a close
friend of Bouteflika, and is backed
by top military officers, who see
him as key to drawing in more US
investors.
Foreign technology and money
are crucial to boosting Algeria’s
con
ventional reserves and tapping into shale gas but the country
has not attracted significant interest. During its last three licensing
tenders, Algeria received bids for
only 25% of concessions on offer.
“Agents of change within
Sonatrach are called upon to bring
forward their creativity and spirit
of commitment and responsibility to implement our project of
change to improve Sonatrach’s
performance,” Kaddour said.
For all its troubles, Sonatrach
remains an energy giant. The
company was behind 32 of the last
33 oil and gas discoveries in 2016
in Algeria and carried out seismic
studies over nearly 11,000 sq.km
last year. Of the 191 million tonnes
of equivalent oil produced in Algeria in 2015, Sonatrach produced
144 million tonnes. The rest was
produced with foreign partners.
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Sonatrach,
however,
risks
financial exhaustion if it continues exploring the 1.5 million
sq.km of potentially oil-rich land,
mostly in difficult areas of the
country’s vast desert, alone, experts said.
Algeria’s oil-and-gas output
stayed nearly flat for a decade before 2016 when it inched up due
to a rise in gas output. Algeria’s oil
reserves total 12.2 billion barrels
of oil, making it one of Africa’s top
three oil producers.
Its production output and reserves are being depleted at a
faster rate than Saudi Arabia’s,
however. At its current rate of
production, Algeria’s reserves will
last 36 years, estimates stated.
Algeria’s crude oil output is
1.3 million barrels per day (bpd),
down from 1.33 million bpd
a year ago.

In trouble. Sonatrach’s CEO Abdelmoumen Ould Kaddour (C) talks
to employees at a gas site in Hassi R’mel, last July.
(Reuters)

