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Summary : Taken together, these developments highlight the diversification of Iraqg's investment
environment and the country's opening to the world's largest energy companies. However, the case
of the West Qurna-2 oil field reveals a major structural weakness in Iraqg's energy sector: its
vulnerability to shifts in the relationships among global powers. It raises a critical question: if, one
day, the United States were to impose sanctions on China and its energy companies, how would
Iraq continue to produce oil and finance the state, given that around 90 per cent of government

revenue still comes from oil exports?




Overview

In recent days, Irag's Oil Ministry officially invited U.S. companies to acquire Lukoil's stake in the West Qurna-2 oil field. A
halt or disruption in production there _ and a resulting suspension of exports amounting to some half a million barrels per
day _ would be very difficult and potentially disastrous for Iraq. That is especially concerning at a time when global oil

prices have declined, and current revenues may no longer be sufficient to cover Iraq's expenditures.

Meanwhile, investment by Chinese firms in Iraqg's oil and gas industry has surged. Today, a substantial portion of this

critical sector — which underpins the Iragi economy _ is managed by Chinese companies. According to recent estimates,
Chinese investments in Iraq amount to around US$30 billion across various segments, including exploration, drilling, and
production. As a result, we can say that roughly one-half to two-thirds of Irag's energy sector is now operated by Chinese

companies.

Now, Iraq — despite having asked the United States for a one-year sanction waiver to allow the Russian Oil company to

continue oil production at the West Qurna-2 oilfield — is engaged in direct talks with ExxonMobil and Chevron about

acquiring the field. This oilfield is currently operated by the Russian Public Joint-Stock Company Lukoil, which holds a 75

per cent stake and manages daily operations.

In recent months, ExxonMobil signed a memorandum of understanding to develop the Majnoon oilfield and is now
reportedly in talks to acquire Lukoil's stake in West Qurna-2. Iraq appears to prefer assigning the West Qurna-2 stake to
ExxonMobil rather than Chevron, making Exxon — the largest U.S. energy company — likely to become the operator of a

substantial portion of Irag's oil production in the near future.

Taken together, these developments highlight the diversification of Iraqg's investment environment and the country's
opening to the world's largest energy companies. However, the case of the West Qurna-2 oil field reveals a major
structural weakness in Iraqg's energy sector: its vulnerability to shifts in the relationships among global powers. It raises a
critical question: if, one day, the United States were to impose sanctions on China and its energy companies, how would
Iraq continue to produce oil and finance the state, given that around 90 per cent of government revenue still comes from

oil exports?
West Qurna-2: As Russia Steps Back, Is the United States Returning?

The West Qurna-2 oil field, located northwest of Basra in southern Iraq, is among the largest oil fields in the world. Its

initial recoverable reserves are estimated at around 14 billion barrels, making it one of the country's geologically richest
formations. In December 2009, the Russian energy company Lukoil was awarded the contract to develop West Qurna-2,
and in early 2010, it signed a service contract to begin development and production. Commercial production from the
field started on March 29 2014. At its peak output in recent years, Lukoil drilled dozens of wells (57 in 2019), and the
field's production capacity reached about 480,000 barrels per day.

Lukoil holds a 75% interest in West Qurna-2, while the remaining 25% is held by the Iraqi state-owned North Oil
Company (NOC), under the authority of the Iraqgi Oil Ministry. However, following the tightening of sanctions by the U.S.
Department of the Treasury's Office of Foreign Assets Control (OFAC) _ part of broader restrictions targeting the Russian

energy sector _ the future of Lukoil's operations at West Qurna-2 has become uncertain. As a result, the Iragi government
is reportedly seeking a mechanism either to end Lukoil's involvement or ensure continued production under a different

operator, possibly involving the sale of Lukoil's stake to a non-Russian entity.

Table 1: Lukoil's Production, Costs, and Revenues from the West Qurna-2 QOil Field, 20142021

2


https://oil.gov.iq/?article=2972
https://www.aei.org/china-global-investment-tracker/
https://www.clingendael.org/publication/china-iraq
https://www.facebook.com/share/p/1Ds5DwkARH/
https://www.facebook.com/share/p/1GVWJTmTQy/
https://www.lukoil.com/Business/Upstream/Overseas/WestQurna-2
https://home.treasury.gov/news/press-releases/sb0290
https://home.treasury.gov/news/press-releases/sb0290

-‘ WEST QURNA-2

Accrual
2014 2015 2016 2017 2018 2019 2020 1Q 2Q 3Q 4Q 201
Total production th.t | 11,030 20,418 21,770 20,793 20,385 20,660 18,172 4,046 4,711 4,663 5,146 18,566
Production related to cost compensation and remuneration th.t 6.087 10,725 5,064 1822 1514 1616 2843 609 460 271 488 1828
Accrued revenues
Cost compensation min RUB 138,934 176,791 62,998 32322 32 665 35,836 42 604 14,805 7.617 9,561 20136 52119
Remuneration fee min RUB 2,536 8.087 8,612 5307 9,685 8.023 7.694 1,785 2,085 2,002 2219 8.051
Accrued expenses
Extraction expenses min RUB 22736 47,217 31.231 16,178 17,588 17.010 17,212 4,204 3919 4187 4178 16,488
Depreciation, depletion and amartization min RUB 114, 497 127,071 31,438 16,454 15,218 16,950 25630 10,601 372 5415 16,000 35728
EBITDA min RUB 118,120 137,166 39,468 17,188 25,430 21,690 31,996 12,074 5,946 7,738 17,5713 43,331
2014 2015 2016 2017 2018 2019 2020 1Q 2Q 3Q 4Q 201
Total praduction th. bbl 75,655 140,071 149,341 142 224 139.430 142 684 124,295 27,675 32221 31,899 35196 126,991
Production related to cost compensation and remuneration th. bbl 41.749 73.574 34,742 12,466 10,355 11,0584 19,447 4,166 344 1,893 3.343 12.508
Accrued revenues
Cost compensation min USD 3616 2928 914 554 523 554 597 199 103 130 277 709
Remuneration fee min USD 66 132 128 9 153 124 107 24 28 27 30 109
Accrued expenses
Extraction expenses min USD 592 780 482 278 280 263 239 57 52 57 58 224
Depreciation, depletion and amortization min USD 2,980 2109 447 282 246 293 361 143 50 73 2 487
EBITDA min UsD 3.074 2,213 566 294 406 334 450 162 81 105 242 590
Receipt of compensation crude oil
2014 2015 2016 2017 2018 2019 2020 1Q 2Q 3Q 4Q sl
Shipment of compensation crude oil tht 4.337 10,467 8,893 1,733 1,879 1,376 2777 474 658 542 il 1.965
{F0ak ot compensatomcrude ol tecoted sl liahify, seliement finclidedin Cosfof min RUB 30686 184665 140392 33,191 52,817 /225 45428 13985 23506 20314 11422 69237

purchased crude oil, gas and products)

Source: Lukoil Annual Financial Report 2021. File accessed on December 2 2025. No updated report has been published since 2022.

In fact, the sanctions have been so effective that, less than a month after the U.S. measures were announced, the Russian
company confirmed that Iraq had suspended all cash and crude oil payments to it. As a result, the company is likely to
withdraw from the West Qurna-2 oil field, as U.S. and British sanctions have effectively cut it off from international

operations.

At the same time, both ExxonMobil and Chevron are engaged in discussions with the Iragi Oil Ministry__at the Ministry's

invitation_regarding the potential transfer of operatorship of the field. Current indications suggest that the Ministry is
inclined to award the project to ExxonMobil; if not, it is likely to go to another U.S. company. ExxonMobil, which withdrew
from the field in early 2024, could return after the required two-year interval. If it does, the company would ultimately

account for roughly one-quarter of Irag's total oil production, or about 1 million barrels per day.

Another possibility would be to reach a U.S._Russia_Ukraine ceasefire agreement. In that scenario, sanctions could be
lifted, allowing the Russian company (Lukoil) to resume normal operations and continue receiving wages and profits.

According to Lukoil's 2021 data, the company received USD 709 million in cost compensation and remuneration fees and

incurred USD 224 million in extraction expenses. In return, the company was allocated 13.4 million barrels of
compensation crude oil and generated USD 590 million in revenue (earnings before interest, taxes, depreciation, and
amortisation _ EBITDA).

China's Investment in Iraq's Energy Sector: Oil and Gas, 2005_2024

According to available data, China's total investment in Iraq's energy, real estate, tourism, and transportation sectors
reached US$35.4 billion between 2007 and 2024, with more than US$30 billion going specifically into the energy sector.
Chinese companies have been active in Iraq for over two decades. Still, as shown in the table below, the most significant

growth has occurred in the oil and gas sector, mainly driven by China's rising demand for Iraqi crude oil.

For example, if annual trade between China and Iraq were to reach about US$50 billion, this would broadly reflect Chinese

imports of Iraqi crude — potentially more than US$35.2 billion.

A distinguishing feature of Chinese companies, compared with U.S., European, or British firms operating in Irag's energy

sector, is the close relationship between these firms and the state. As a result, geopolitical or diplomatic disputes involving



https://www.reuters.com/business/energy/lukoil-declares-force-majeure-iraqi-oilfield-after-western-sanctions-2025-11-10/
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https://oec.world/en/profile/bilateral-country/chn/partner/irq

China can also affect Irag's oil and gas industry __ especially given that a substantial portion (in some estimates, half or

two-thirds) of Iraq's oil and gas production is now managed by Chinese firms.

Table 2: Investment and Operations of Chinese Companies in the Iraqi Energy Sector, 20072024

Year Month Investor/Contractor Quantity in Millions Share Size Transaction Party Sector Subsector
2007 December Shanghai Electric $1.080 Energy

2003 March China National Petroleum Corp. [CNPC) $2.930 Energy il
2003 Dctober China National Petroleum Corp. [CHPC) #5.530 3T BP. Iraq South Oil Energy il
2010 March China National Petroleum Corp. [CNPC) 3210 37~ Energy il
20m April Shanghai Electric $1.010 Energy

2011 June China National Petroleum Corp. [CHNPC) #170 Mays=an Oil Energy 0il
2012 July China National Petroleum Corp. [CNPC) $520 Energy 0l
2012 August China Nati | Machinery Industry [Si h] $1.180 Energy il
2012 December China National Petroleum Corp. [CHPC) 4130 Gazprom Energy ol
2013 July China National Petroleum Corp. [CNPC) $340 Energy 0l
2013 Movember China National Petroleum Corp. [CNPC) $1.250 25 EsxxonMobil Energy 0l
2014 May China National Petroleum Corp. [CNPC) $420 Energy ail
2015 May Zhongman Petroleum 4530 Energy il
2015 July Anton Oilfield Services $140 Energy il
2016 Dectober China Nati | Machinery Industry [Si hl $1.010 Kar Electrical Energy Gas
2016 November China National Petroleum Corp. [CHPC) $280 Shell Energy Gas
2018 May China National Off-shore Oil (CNOOC) 220 Energy il
2018 May China North Industries [Norinco) $1.210 bl 4 Energy 0il
2018 Movember China National Petroleum Corp. [CNPC) $160 Lukail Energy il
2018 November Zhongman Petroleum 4100 Petronas Energy 0l
2019 February China National Petroleum Corp. [CHPC) #150 11 Petronas Energy ol
2019 March China National Petroleum Corp. [CNPC) 3170 Basra Gas Energy Gas
20319 May China National Patroleum Corp. [CNPC) $1.070 1003« Energy Gas
2019 September Power Construction Corp. [PowerChina) 3110 Energy ol
2019 November China International Trust and Investment [CITIC) $380 50 Raban Al Safina Energy Gas
2019 November China National Petroleum Corp. [CNPC) $120 Energy ol
2019 November China Nati | Machinery Industry [Si h) 3140 Energy ol
2020 March China National Petroleum Corp. [CHPC) $200 Energy Gas
2020 December United Energy 4180 Energy il
2021 July China National Petroleum Corp. [CNPC) $500 T2x Eni Energy il
2021 September China International Trust and Investment [CITIC) 35910 Energy 0l
2021 November China International Trust and Investment [CITIC) $2. 850 Harlow Energy il
2022 January United Energy $610 Energy il
2022 January China Energy Engineering $880 Energy Gas
2022 February China National Petroleum Corp. [CNPC) $320 ExxonMobil Energy 0l
2022 April United Energy $420 Energy Gas
2022 April China National Chemical Engineering 4520 Petronas Energy

2022 Dctober China National Petroleum Corp. [CNPC) $130 Energy 0l
2022 November China National Petroleum Corp. [CNPC) $670 Energy 0ol
2023 April China Oil HBP $200 Energy 0l
2023 July Zhongman Petroleum 4130 BP Energy 0l
2023 August China National Petroleum Corp. [CNPC) $100 Energy 0l
2024 February China National Petroleum Corp. [CNPC) $100 Energy 0l
2024 August China Petroleum and Chemical [Sinopec) 4140 Energy 0l
2024 November China National Building Material 4350 MASS Energy Alernative

Source: Derek Scissors, Senior Research Fellow at the American Enterprise Institute (AEl), founder of the China Global Investment Tracker — accessed December 4 2025

Note: Some investments reflect joint ventures or partnerships with large global companies; equity ratios, where available, are indicated alongside the investment amounts.

Conclusion

Now, with West Qurna-2 under threat_facing a production shutdown one day and an export shutdown the next_Iraq
essentially has two choices if it wants to continue securing roughly half a million barrels per day from the field. The first
option would be to transfer or sell Lukoil's stake to U.S. companies. The second hinges on a ceasefire in the Ukraine_Russia
war (or lifting of sanctions), so that Lukoil's operations and contracts can resume. Both alternatives underscore how

vulnerable Iraqg's energy sector has become _ heavily dependent on external geopolitical developments.

In the future, as the role of Chinese companies in Iraq becomes more complicated, the situation could become even more
complex. If the United States and China fail to renew the agreement previously reached in South Korea and geopolitical
and economic rivalry intensifies again, the fragility of Irag's energy sector will become even more apparent. Under such
circumstances, enabling Chinese companies to fill the investment, production, and operational gaps in Irag would not only
be difficult but potentially impossible. This is especially significant given that Chinese investment and activity in Iraq

already rival — and in some areas far exceed — those of Russian companies, by a factor as high as 30.
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In sum, although Iraq has tried to diversify its energy investment partners, this strategy may have inadvertently weakened
the stability of its energy sector. In the event of a renewed conflict between major global powers _ particularly those

providing capital and expertise _ Irag's economy could face extreme disruption.




