Not as bad as it looks

B Recommending Iragi Debt

We have moved Iragi debt to Overweight from Underweight in our model portfolio
for three reasons. First, it has substantially underperformed the ML IGOV index
over the past four months (Chart 1). Second, oil production and exports have hit
post-war highs (Chart 2). Third, we believe that pessimism has peaked in relation
to the prospects for a unified Iraq.

Recent underperformance leaves upside potential

Iraq has significantly underperformed Merrill Lynch’s IGOV index since 11 May,
generating a negative return of nearly 6%, compared with a 3.9% gain in the
IGOV. The underperformance mainly reflects pessimism about the future of the
country and concerns that the Israeli-Lebanon war would degenerate into a
regional conflict.

Iraq boosting oil output, despite violence

Despite a lack of investment and sabotage by insurgents, the country’s oll
production and exports have been growing steadily over the last few months. As
of early September, oil production has risen to a post-war high of 2.4mbpd, while
the exports have reached 1.8mbpd. Irag, which has the third-largest proven crude
oil reserves in the world, is planning to raise its oil output to 3.0mbpd before year-
end and 4.3mbpd by 2010. The government has allocated some US$4bn, or 12%
of the country’s entire budget, to develop the oil infrastructure. We think the
government’s production targets are plausible. Parliament is expected to approve
the draft hydrocarbon bill in early 2007, allowing the government to kick-start
negotiations with major oil companies to develop Irag's oilfields. In addition, oil
prices, while below this summer's record highs, are still well above the US$46/bbl
needed for favorable debt dynamics.

A unified Irag? The more likely outcome long term

The surge in sectarian violence in recent months has created a sense of
pessimism about the future of Irag, with many in Baghdad and Washington talking
openly of the country's partition along ethnic and religious lines. Needless to say,
such an outcome would be very negative for the country’s credit, but we think the
current pessimistic assessment of Iraq’s prospects suggests that there is limited
downside in terms of political news flow. More importantly, we continue to believe
that Iraq has a future as a unified state, simply because the US is highly likely to
maintain a significance presence in the country for the foreseeable future. We
believe that a decentralised Iraq, giving Shi'ites, Sunnis and Kurds a high degree
of autonomy, is a more likely outcome in the long run. While the task of resolving
the process of federalism is likely to prove difficult, it would be credit positive, as it
would imply a central entity that would service the debt.
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Chart 1: Iraq's risk premium over IGOV Index
(Spread Differential)
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Chart 2: Oil Output & Exports (mbpd)
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Chart 3: Iraq: foreign currency reserves
(USs$bn)

6.5

154

Jan-04
Apr-04
Juk04
0ct-04 |
Jan-05

Apr-05
Juk0s
Oct-05 ]
Jan-06

Apr-06

Source: Central Bank of Iraq

Merrill Lynch does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their

investment decision.
Refer to important disclosures on page 3. Analyst Certification on page 2.

10548187



@g Merrill Lynch Iraq
13 September 2006

Analyst Certification

I, Mehmet Simsek, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. |
also certify that no part of my compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or view expressed in this
research report.



@g Merrill Lynch Iraq
13 September 2006

Important Disclosures

Due to the nature of strategic analysis, the issuers or securities recommended or discussed in this report are not continuously followed. Accordingly, investors
must regard this report as providing stand-alone analysis and should not expect continuing analysis or additional reports relating to such issuers and/or securities.

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill
Lynch, including profits derived from investment banking revenues.

Other Important Disclosures

Merrill Lynch fixed income analysts regularly interact with Merrill Lynch sales and trading desk personnel in connection with their research, including to ascertain
pricing and liquidity in the fixed income markets.

SOME OF THE SECURITIES DISCUSSED HEREIN ARE RATED BELOW INVESTMENT GRADE AND SHOULD THEREFORE ONLY BE CONSIDERED FOR
INCLUSION IN ACCOUNTS QUALIFIED FOR SPECULATIVE INVESTMENT.

Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S):

MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets
(France) SAS; Merrill Lynch Dublin (Frankfurt Branch): Merrill Lynch CMB Ltd, Dublin, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty)
Ltd; Merrill Lynch (Milan): Merrill Lynch Capital Markets Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill
Lynch Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd;
Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch
Argentina SA; Merrill Lynch (Brazil): Banco Merrill Lynch de Investimentos SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul):
Merrill Lynch International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Taiwan Limited; DSP Merrill Lynch (India): DSP Merrill Lynch Limited;
PT Merrill Lynch (Indonesia): PT Merrill Lynch Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited;
Merrill Lynch (Russia): Merrill Lynch CIS Limited, Moscow.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates.

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer
under the Securities and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC; is
issued and distributed in Taiwan by Merrill Lynch (Taiwan) Ltd or Merrill Lynch, Pierce, Fenner & Smith Limited (Taiwan Branch); is issued and distributed in
Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed investment adviser regulated by the Malaysian Securities Commission; and is issued and distributed in
Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd (Company Registration No. 198602883D). Merrill
Lynch International Bank Limited and Merrill Lynch (Singapore) Pte Ltd. are regulated by the Monetary Authority of Singapore. Merrill Lynch Equities (Australia)
Limited, (ABN 65 006 276 795), AFS License 235132, provides this report in Australia. No approval is required for publication or distribution of this report in Brazil.

Merrill Lynch Dublin is regulated by BaFin.

Copyright, User Agreement and other general information related to this report:

Copyright 2006 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of Merrill Lynch clients and
may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Merrill Lynch. Merrill Lynch
research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of
the research report or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report
constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including
any investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of such information. The information herein (other than
disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. Merrill Lynch makes no
representations or warranties whatsoever as to the data and information provided in any third party referenced website and shall have no liability or responsibility
arising out of or in connection with any such referenced website.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer,
to buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may
receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. Investors should note that income
from such securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors may
receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information relating to the tax status of financial
instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice based on
their particular circumstances from an independent tax professional.

The bonds of the company are traded over-the-counter. Retail sales and/or distribution of this report may be made only in states where these securities are
exempt from registration or have been qualified for sale. MLPF&S usually makes a market in the bonds of this company.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In addition,
investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk.

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347 .pdf.



	Analyst Certification
	Important Disclosures
	Other Important Disclosures

