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Iraq: Oil-For-Food Program,
lllicit Trade, and Investigations

Summary

The*oil-for-food” program (OFFP) wasthe centerpiece of along-standing U.N.
Security Council effort to alleviate human suffering in Irag while maintaining key
elements of the 1991 Gulf war-related sanctionsregime. In order to ensure that Irag
remained contained and that only humanitarian needs were served by the program,
the program imposed controls on Iragi oil exports and humanitarian imports. All
Iragi oil revenues legally earned under the program were held in a U.N.-controlled
escrow account and were not accessible to the regime of Saddam Hussein.

The program was in operation from December 1996 until March 2003.
Observersgenerally agreethat the program substantially eased, but did not eliminate,
human suffering in Irag. Concerns about the program’ s early difficulties prompted
criticism of the United States; critics asserted that the U.S. strategy wasto maintain
sanctions on Iraq indefinitely as a means of weakening Saddam Hussein’'s grip on
power. At the sametime, growing regiona and international sympathy for the Iraqi
people resulted in apronounced relaxation of regional enforcement — or even open
defiance — of the Irag sanctions. The United States and other members of the
United Nations Security Council were aware of billionsof dollarsin oil salesby Iraq
to its neighbors in violation of the U.N. sanctions regime and outside of the OFFP,
but did not take action to punish states engaged in illicit oil trading with Saddam
Hussein's regime. Successive Administrations issued annual waivers to Congress
exempting Turkey and Jordan from unilateral U.S. sanctions for their violations of
the U.N. oil embargo on Irag. Until 2002, the United States argued that continued
U.N. sanctionswere critical to preventing Iragq from acquiring equipment that could
be used to reconstitute banned weapons of mass destruction (WMD) programs. In
2002, the Bush Administration asserted that sanctions were not sufficient to contain
amounting threat from Saddam Hussein’' s regime and the Administration decided
that the military overthrow of that regime had become necessary.

The program terminated following the fall of Saddam Hussein’s regime, the
assumption of sovereignty by aninterim Iragi government on June 28, 2004, and the
lifting of Saddam-era U.N. sanctions. However, since the fall of the regime, there
have been new allegations of mismanagement and abuse of the program, including
allegationsthat Saddam Hussein’ sregimemani pul ated the programtoinfluence U.N.
officials, contractors, and politicians and businessmen in numerous countries. New
attention also has been focused on Iraq’' s oil sales to neighboring countries outside
the control or monitoring of the U.N. OFFP. Several investigations have revealed
evidence of corruption and mismanagement on the part of some U.N. officials and
contractorsinvolved with the OFFP, and called into question thelack of actiononthe
part of U.N. Sanctions Committee members, including the United States, to halt
Irag’ s profitable oil sales outside of the program over aten year period. In the 109"
Congress, S. 291 and H.R. 1092 address U.N. cooperation with OFFP investigations.

This product will be updated as warranted by major developments. See also
CRS Report RL31339, Irag: U.S. Regime Change Efforts and Post-Saddam
Governance.
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Iraqg: Oil-For-Food Program,
lllicit Trade, and Investigations

Background and Structure of the
Oil-For-Food Program

The establishment of the United Nations “oil-for-food” program (OFFP)
reflected alongstanding U.N. Security Council effort to alleviate human suffering in
Iraqg while pressing Iraq to comply with all relevant U.N. Security Council
resolutions.!  The program was a temporary and limited exception to the
international trade embargo imposed on Irag by U.N. Security Council Resolution
661, adopted on August 6, 1990, after Iraq’ sinvasion of Kuwait on August 2, 1990.
U.N. Security Council Resolution 687 (April 3, 1991) provided for the international
embargo on Irag’ s exportation of oil? to end once Irag had fully complied with U.N.
efforts to end its weapons of mass destruction (WMD) programs. The WMD
inspections began in April 1991 but proceeded more slowly than expected, and an
end to sanctions did not appear to be in sight by the mid-1990s. Without oil export
revenues, lrag was unable to import sufficient quantities of food and medical
supplies, and, according to virtualy all accepted indicators (infant and child
mortality, caloricintake, and other indicators), living conditions deteriorated sharply
during 1991-1995.

Thefirst version of an oil-for-food plan would have allowed Iraq to export $1.6
billionin oil every six months. 1t was adopted by the Council in 1991 in Resolutions
706 (August 15, 1991) and 712 (animplementing plan adopted September 19, 1991),
but Iraq rejected it astoo limited in scope and an infringement on Irag’ s sovereignty.
Therewaslittle movement on theissue during 1991-95, despite dramatic declinesin
Iraq’s living standards. During this period Irag continued to sell its oil under the
terms of trade protocol s with some of its neighborsin violation of the U.N. sanctions
regime. These sales were known to members of the U.N. Sanctions Committee,
including the United States.

On April 15, 1995, the U.N. Security Council adopted Resolution 986, which
took into account one of Iragq’s concerns by allowing the export of $2 billionin oil
every six months. Pressured by fearsof unrest caused by thedropinliving standards,
Iraq accepted this proposal, and it and the United Nations signed a memorandum of

! For afurther discussion of Security Council resolutionsand requirementson Irag, see CRS
Report RL32379, Iraqg: Former RegimeWeapons Programs, Human Rights Violations, and
U.S Poalicy.

2 That embargo was imposed by U.N. Security Council Resolution 661 of August 6, 1990.
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understanding on the program on May 20, 1996 (document number S/1996/356). 3
After several more months of negotiationson details, thefirst Iragi oil exports under
the OFFP began on December 10, 1996. After the first year of the program, the
Secretary General determined that the program was not meeting thefood and medical
needs of the Iragi people, and Resolution 1153 (February 20, 1998) raised the ail
export ceiling to $5.256 billion per six-month phase. In an effort to provide Irag an
incentive to cooperate with a new program of U.N. WMD inspections, the U.N.
Security Council, in Resolution 1284 (December 17, 1999), abolished the export
[imit entirely.

Oil-for-Food Program Operations Prior to the 2003 War

From inception in December 1996 until the U.S.-led war that began March 19,
2003, the OFFPwas progressively modified to try to remove obstaclesto thedelivery
of civilian goodsto Irag. However, the program did not — and was not intended to
— restore norma economic activity to Iraq or completely blunt the effect of
international sanctions on Irag during the rule of Saddam Hussein. Moreover, the
program did not — and was not intended to — monitor Iraq’s compliance with the
wider trade embargo governed by Resolution 661. The U.N. Sanctions Committee’
administered the implementation of sanctions on Irag and was responsible for
ensuring that Irag complied with all relevant U.N. sanctions, including the embargo
onoil salesoutside of the program, during therule of Saddam Hussein. After thefall
of theregimeat the hands of U.S. forceson April 9, 2003, the United States achieved
U.N. support for its proposal to phase the program out entirely and to allow Iraq to
resume normal commercial interactions. For an outline of OFFP operations, see
Appendix A.

In order to ensure that only humanitarian objectives were served, the OFFP
placed substantial controls on approved Iragi oil exports and humanitarian imports
under itsjurisdiction. Under the terms of the memorandum of understanding drafted
to implement Resolution 986, Irag’ s state-owned oil marketing company (State Oil
Marketing Organization, SOMO) was empowered to negotiate contracts with
international oil companiestosell Iragi oil. Oncefinalized, theoil purchasecontracts
were reviewed by a panel of oil contract overseers reporting to the UN Sanctions
Committee. Theoil overseersreviewed Iraq’ s pricing proposalsmonthly. Under the
program, Iraq was allowed to export only oil, not any other products.

The oil sold under the OFFP' s auspices was exported through an Irag-Turkey
pipelineand from Irag’ sterminalsin the Persian Gulf. According to Resolution 986,
“the larger share” of these il exports ran through the Turkish route. The proceeds
from these salesweredeposited directly, by theoil purchasers, intoaU.N.-monitored
escrow account held at the New Y ork branch of France’' s Banque Nationale de Paris

¥ Memorandum of Understanding Between the Secretariat of the United Nations and the
Government of Irag on the Implementation of Security Council Resolution 986. Available
at [http://daccessdds.un.org/doc/UNDOC/GEN/N96/127/71/PDF/N9612771.pdf].

* The Sanctions Committee, set up by Resolution 661, consists of representatives of the
member states on the U.N. Security Council.
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(BNP, now BNP-Paribas).® Iraq's approved oil exports were monitored at the point
of exportation by personnel from Saybolt Nederland BV, an energy services firm
working under contract to the program. Under its contract, Saybolt was not asked or
expected to ensure that Irag was using only the approved export routes, or to police
any other illicit exportation of oil, accordingto U.N. Secretary General reportsonthe
program.®

In each six-month phase of the program, Iraq purchased goods and services
directly from supplier firms, in accordancewith an agreed distribution plan allocating
anticipated revenues among categories of goodsto be purchased in that phase. Prior
to the major amendment to the program approved in May 2002, which is discussed
bel ow, the Sanctions Committeereviewed and had authority to approve contractsfor
the export of goodsto Irag. The Committee operated by consensus. Any Sanctions
Committee member could place a“hold” on a contract for goods to be imported by
Irag, and the United States often placed holds on exports of dual use items (civilian
itemsthat could have military applications). In deciding whether to place ahold on
a contract, the U.S. representative on the Sanctions Committee consulted with
agencies of the U.S. government to determine whether Irag could use the requested
items for military purposes.

Under the procedures adopted in Security Council Resolution 1409 (May 14,
2002) and placed into effect in July 2002, the U.N. weapons inspection unit
(UNMOVIC, U.N. Monitoring, Verification, and Inspection Commission) reviewed
export contractsto ensure that they did not contain itemson adesignated list of dual-
use items known as the Goods Review List (GRL). If so, the Sanctions Committee
then decided whether to approve that portion of the contract containing the GRL
items in question.

Under U.S. regulations written for the program, U.S. firms could buy Iragi oil
and sell goodsto Iraqg, including oil industry spare partsand equipment. Over thelast
few years, purchases of Iragi oil by U.S. firms ranged between one-third to one-half
of Iraq’'s pre-2003 war export volume of about 2.1 million barrels per day. In
February 2003, just prior to the start of the war, U.S. imports of Iragi oil tended
toward the high end of that range, about 1 million barrels per day. The U.S. imports
came primarily by purchasesfromintermediate energy trading firmsrather than direct
buys from Iraq.

Onceacontract was approved, funds from the escrow account were used to pay
letters of credit for the purchased goods. The arriving supplies were monitored at

® In response to U.N. concerns that too much money was being concentrated at BNP, the
number of banks receiving oil-for-food deposits was expanded after 2000 to include JP
Morgan Chase, Deutsche Bank, Banco Bilbao Vizcaya, Credit Agricole Indosuez, Credit
Suisse, and HypoV ereinsbank.

® That was the task of the U.S.-led Multilateral Interdiction Force (MIF), afive ship naval
unit that patrolled the Persian Gulf to prevent illicit Iragi exportation. The MIF was
commanded through “Navcent,” the Bahrain-based U.S. Navy component of U.S. Central
Command (Centcom), based at McDill AFB in Tampa, Florida.
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their point of entry into Irag by about 50 personnel from the Swiss firm Cotecna’ at
four approved border crossings. Umm Qasr on the Persian Gulf; Trebil on the lragi-
Jordanian border; Walid on the Iragi-Syrian border; and Zakho on the Iragi-Turkish
border. In November 2002, afifth border point, at Arar on the Saudi-Irag border,
was established, afew years after Saudi Arabia decided to re-open its border with

Irag.

Cotecnaanditspredecessor, LIoyd’ sRegister, did not inspect, monitor, or report
on goods entering or leaving Irag outside of the auspices of the OFFP and neither
firm was empowered or expected to do so under the terms of Resolution 986 or the
memorandum of understanding agreed to by the United Nations and the Iragi
government. Cotecna was not responsible for searching or authenticating other
goods imported by Iraq through bilateral trade agreements with its neighbors or
purchased with other Iragi government funds, even if those goods entered Irag
through the approved OFFP border entry points mentioned above. Nor was Cotecha
responsible for certifying what price was paid for the goods imported under the
OFFP, although Cotecnasaysit offered that serviceto the Office of the Irag Program
but was turned down.®

In Baghdad-controlled Irag, the Iragi government distributed imports to the
population through an extensive government rationing system that employed about
40,000 Iragis. Distribution was monitored by about 158 U.N. workers from the
World Food Program, the Food and Agriculture Organization, the World Health
Organization, and UNICEF. TheU.N. personnel visited ration centers, marketpl aces,
warehouses, and other installations to ensure that distribution was equitable and
accorded with the targeted allocation plans submitted by Iraq for each six month
phase. In Kurdish-controlled Irag, about 65 U.N. workers, accompanied by about
130 U.N. security guards, performed the distribution function. Some goods bound
for the Kurdish-controlled areas were combined with Baghdad' s purchases in order
to obtain more favorable pricesin bulk.

Under Security Council Resolution 1051 (March 27, 1996), exports to Iraq of
dual-use items were supposed to be monitored by U.N. weapons inspectors at their
point of entry and site of end usein Irag. This import monitoring mechanism was
altered during 1998-2002 when the U.N. weapons inspection regime was not in
operation inside Irag. Security Council Resolution 1284 (December 17, 1999)
replaced UNSCOM with UNMOV I C, whichwasto perform that end-use monitoring
function after reentering Irag in November 2002, although UNMQOVIC withdrew
from Irag on the eve of Operation Iragi Freedom before beginning those monitoring
activities. Duringthe 1998-2002 hiatusinweaponsinspections, end-use monitoring
in Iraq was performed by some of the 158 U.N. employees who monitored the
distribution of civilian goods coming into Irag. However, these monitors were not
trained weapons inspectors, and this caused the United States and Britain to closely
scrutinize, and to place many holds on, exports of dual-use itemsto Irag.

" Cotecnareplaced LIoyd' s Register as point-of-entry monitoring contractor on February 1,
1999.

8 Pruniaux testimony, op.cit.
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The OFFP attempted to help Iraqg meet itsinternational obligations and ensure
equitable distribution of imports to the Iragi people. The revenues from Irag's ail
sales were distributed as follows:

o 25% wastransferredto aU.N. Compensation Commission (UNCC)
to pay reparations to victims of Iraq's invasion of Kuwait.
Resolution 1284 (December 17, 1999) reduced the deduction
percentage to the 25% level, as of December 2000, from the
previous level of 30%.

e 59% was used to purchase humanitarian items for Baghdad-
controlled Irag. Thisaccount was increased from its previous level
of 53% when the reparations deduction was reduced in December
2000.

e 13% was used to purchase supplies in the three Kurdish-inhabited
provinces of northern Irag.

e 3% paid for U.N. costs to administer the OFFP (2.2%), as well as
UNMOVIC' s operating costs (0.8%).

e 1% was dlocated to reimburse U.N. member states that had
previously provided funds to an escrow account set up by U.N.
Security Council Resolution 778 (October 2, 1992). During the
period before the OFFP began operating, that escrow account had
received donations and the proceedsof unfrozen Iraqi assets, which
were used to fund U.N. operationsin Irag, some humanitarian relief
activities, and compensation to the victims of Irag’'s invasion of
Kuwait.

Changes Outlined in Resolution 1284. U.N. Security Council Resolution
1284 was intended in part to improve the provision of relief for the Iragi people and
to offer Irag an incentive to readmit U.N. weapons inspectors. The following
highlights key provisions of it and related decisions:

e As noted previously, Resolution 1284 eliminated the limit on the
amount of oil Irag could export.

e The resolution began the process, continued in subsequent OFFP
rollover resolutions, of easing restrictions on the flow of civilian
goodsto Irag. It directed the Sanctions Committee to draw up lists
of items, in several categories, that would no longer be subject to
Sanctions Committeereview, and thereforewould not bevulnerable
to“holds.” The accelerated approval procedures for foodstuffs and
educational goods began in March 2000, and continued with
pharmaceuticals, medical supplies, medica equipment, and
agricultural equipment (March 2000); water treatment and sanitation
supplies(August 2000) goodsfor the housing sector (February 2001)
and electricity supplies (May 2001).
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e Theresolutionlaidthegroundwork for foreigninvestment to explore
for and produce ail in Irag, athough the resolution made this
investment contingent onfull Iragi cooperationwithUNMOVIC. In
2000 and 2001, the Sanctions Committee approved drilling in
existing fields by two Russian firms (Tatneft and Slavneft) and a
Turkish firm (Turkish Petroleum Company), but exploration of new
fields was still not permitted.

e Resolution 1284 created incentives for Iraq to cooperate with
UNMOVIC by “expressing] the intention,” if Iraq is deemed to
have “cooperated in all respects’ with UNMOVIC, to suspend
export and import sanctionsfor 120 days, renewabl e by the Security
Council. The resolution implied that the Security Council would
have to vote to implement the sanctions suspension.

e Resolution 1284 made some oil industry spare parts eligible for a
streamlined approval process. contracts for such equipment were
scrutinized by the same Sanctions Committee panel of oil overseers
that reviewed Iraq's oil sales contracts, without requiring full
Sanctions Committee review. U.N. Security Council Resolution
1293 (March 31, 2000) increased thevalue of oil industry spare parts
that Iraq could import per oil-for-food phase to $600 million, from
$300 million.  This decision was taken in response to
recommendations by the U.N. Secretary General that improving the
humanitarian situation was contingent on therehabilitation of Irag's
ability to export its oil.

Accomplishments of the Program

Thereisaconsensus among U.N. officialsand outside observersthat the OFFP
eased substantially, but did not eliminate, severe economic hardship in Iraq. The
program, aswell assomeeconomicliberalization measuresandillicit activity outside
the program (discussed bel ow), enabled Irag to achieve 15% economic growth during
2000, according to the CIA’s “World Factbook: 2001.”

In total, the program generated about $64.2 billion in revenues, with oil sales
of approximately 3.4 billion barrels of oil to 248 companies.” Of that amount,
according to the U.N. Office of the Iraq Programme (the administering officefor the
program, headed by Benon Sevan), about $39 billion worth of humanitarian supplies
and equipment were delivered to Iragq — both Baghdad controlled and Kurdish-
controlled under the program (up to the November 21, 2003 the termination date).
Of that amount, $6.1 billion was for the Kurdish areas; that amounted to 8.8% of
total fundsavailable, somewhat |essthan the 13% intended to be used for the Kurdish
areas. (Irag’ soil exportswere shut down during the U.S.-led war that began March
19, 2003, and did not resume again until well into the period of U.S. occupation.)

° Independent Inquiry Committeeinto the United Nations Oil-For-Food Programme, Briefing
Paper, October 21, 2004. Including interest and currency gains, the total funds available
to the program were $69.5 billion.
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Included intheimport amountswere $1.6 billion worth of oil industry spare partsand
equipment.

Table 1. Revenue Generated by Oil-For-Food Program
(Until the eve of the 2003 war)

Phase Number Volume Sold Value of Export F’?‘r\i/s;?)q:
(each phaseis six months) (millions of barrels) ($hillion) Barrd (9)
One 120 215 17.92
December 10, 1996 - June 7, 1997

($2 billion export ceiling)®

Two 127 2.125 16.73
June 8, 1997 - December 4, 1997

Three 182 2.085 11.46
December 5, 1997 - May 29, 1998

Four 308 3.027 9.83
May 30, 1998 - November 25, 1998

(Export ceiling raised to $5.2 billion by

Resolution 1153)

Five 360.8 3.947 10.94
November 26, 1998 - May 24, 1999

Six 389.6 7.402 19.00
May 26, 1999 - December 11, 1999

Seven 3434 8.302 24.13
December 12, 1999 - June 8, 2000

(Export ceiling lifted permanently by

Resolution 1284)

Eight 375.7 9.564 25.50
June 9, 2000 - December 5, 2000

Nine 293 5.638 19.24
December 6, 2000 - July 3, 2001

Ten 300.2 5.35 17.82
July 4, 2001 - November 30, 2001

Eleven 225.9 4.589 20.31
December 1, 2001 - May 29, 2002

Twelve 232.7 5.639 24.3
May 30, 2002 - December 4, 2002

Thirteen (as of February 21, 2003) 130.5 3.618 277
December 5, 2002 - June 3, 2003

Totals 3,117.3 63.436

Source: U.N. Office of the Irag Programme. [http://www.un.org/Depts/oip/].

a. Applicable U.N. Security Council resolutions allow Irag to generate revenue, over and above the
ceilings, to pay the costs of transit fees for exporting oil through Turkey, which explains why some
figures might exceed stated ceilings.
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The following represent the maor accomplishments of the program in
improving theliving standards of the Iragi people, taken mostly from areport by the
U.N. Secretary General to the U.N. Security Council, dated November 12, 2002.

Food. According to the U.N. report, in Baghdad-controlled Iraq, Iragis were
receiving about 2,200 kilocal ories of food per person per day - about 90% of the U.N.
target caloric intake of 2,463 kilocalories per person per day. The full ration was
achieved only during December 2000. The report noted that 60% of Iraq’ s families
relied solely on the food ration under the program to meet al household needs.
According to a November 19, 2003 U.N. fact sheet, the eve of the program’s
handover to U.S. occupation authorities, “ malnutrition ratesin 2002 in centre/south
were half those of pre-program Irag, among children under the age of five.”

Health, Sanitation, and Electricity. The U.N. report said that there were
“notable” achievementsin the health sector, including an increasein major surgeries
performed and a reduction in communicable diseases. This and previous U.N.
reports on the program noted improvement in the diagnostic and other equipment in
usein Irag’ shospitals. Intherelated areaof water and sanitation, the U.N. fact sheet
of November 19, 2003, said that the “deterioration of water facilitieswas halted” by
the OFFP. The November 2002 U.N. report said the status of electricity provision
had been “improving gradually,” noting amorereliable supply of electricity to Iragis
than was the case previously.

In mid-1999, UNICEF released its first country-wide survey of infant and
maternal mortality in Irag since 1991. The UNICEF survey team took a number of
precautions to ensure that the survey results would not be altered or modified and
UNICEF is confident that the survey information is accurate. It showed that infant
mortality in the southern and central sections of Iraq (under the control of the Iragi
government) rose from 47.1 deaths per thousand live births during 1984-1989 to
107.9 deaths per thousand during 1994-1999. The under five-year-old mortality rate
rose from 56 to 130.6 per thousand live births in the same time period. According
to thereport, thisincreasein mortality resulted in about 500,000 more deaths among
children under five than would have been the case if child mortality trends noted
prior to 1990 (imposition of sanctions) had continued. In northern Irag, the mortality
rate has declined over the same period: infant mortality dropped from 63.9 per
thousand live births in 1984-1989 to 58.7 in 1994-1999 and under five-year-old
mortality dropped from 80.2 per thousand live births to 71.8 per thousand.

Education. The U.N. report identified significant shortages of materials and
equipment throughout the education sector, particularly school overcrowding. The
report saysthat the distribution of 1.2 million school desks had met 60% of the need
at primary and secondary schools whereas, prior to the inception of the program,
studentssat on barefloors. Accordingto an earlier report (September 8, 2000), Iraq’s
literacy rate (53.7% of adults and 70.7% of the youth) “has remained fixed for a
number of years.”
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Pre-War Debates Over Sanctions

The accomplishments of the program did not end debate over how strictly to
enforce some of the program’ srestrictions. The United States and Britain tended to
place most of the blame for the program’s shortcomings on Iraq, alleging that the
Iragi regime disregarded the needs of its people. U.N. administrators of the program
criticized Iraq on similar grounds, but they also attributed program deficiencies to
U.S. and British policy, which they said slowed or halted the flow of infrastructure
equipment that was required to realize the program’ s benefits.

Theissue of contract “holds’ on infrastructure equipment was one of the most
contentious that the OFFP faced. Past U.N. reports on the program claimed that
infrastructure equipment, such astrucks, communications gear, forklifts, electricity,
and water treatment equipment, were crucial to the timely distribution and proper
storage and functioning of foodstuffs and medical products. At the time of the
adoptionin May 2002 of aspects of the “ smart sanctions’ plan discussed below, the
United Stateshad placed almost $5 billion of goodson hold. Inresponseto criticism
of the holds, the United States asserted that 90% of al contracts were approved and
that the holds had minimal impact. The United States maintained that all contracts
needed to be scrutinized to ensure that no equipment would be used to rebuild WMD
programs, especially during the time U.N. weapons inspectors were not in Irag
(December 1998 - November 2002) to monitor dual-use exports that were shipped
there. U.N. reports did not accuse Iraq of purposely diverting imports from the
program to the military or regime supporters, although some U.S. reports, such asa
February 28, 1998 State Department fact sheet, made such alegations.

The “Smart Sanctions” Plan. At the start of the George W. Bush
Administration, with no permanent end to international sanctionsin sight dueto the
lack of U.N. weaponsinspections, the debate over further modificationsto the OFFP
was the centerpiece of a broader debate over Irag policy and sanctions. The debate
intensified in May 2001 when the five permanent members of the U.N. Security
Council began discussing the U.S. plan to adopt “smart sanctions” on Irag. The
smart sanctions plan represented an effort, articul ated primarily by Secretary of State
Colin Powell in early 2001, to rebuild a consensus to contain Irag. When the Bush
Administration cameinto office, Administration official s asserted that international
sanctions enforcement was collapsing and that Irag was using the relaxation to
acquireprohibited goodsandraiseillicit revenue. TheU.S. smart sanctions proposal
centered on a trade-off in which restrictions on the flow of civilian goods to Irag
would be greatly eased and, in return, Iraq’ sillicit trade with its neighbors would be
brought under the OFFP and its monitoring and control mechanisms. The net effect,
according to the concept, would be to target sanctions only on limiting Irag’'s
strategic capabilities, and not on its civilian economy.

The smart sanctions plan was intended to defuse criticism by several
governments, including permanent members of the U.N. Security Council France,
Russia, and China, that the United States was using international sanctions to
promote the overthrow of the Iragi government or to punish Iraq indefinitely for the
invasion of Kuwait. However, differences between the permanent members over
how to implement these measures prevented immediate agreement on the U.S. plan.
The September 11, 2001 attacks and the war in Afghanistan brought the United
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States politically closer to Russia and, to a lesser extent, China, and the Security
Council reached agreement to adopt some elements of the U.S. plan, as provided for
in Security Council Resolution 1409 (May 14, 2002). The resolution created the
Goods Review List (GRL), mentioned above, a list of dual use items that were
subject to review by UNMOVIC before they could be exported to Irag.™°

Resolution 1447 (December 4, 2002) contained apledgeto add, within 30 days,
certain itemsto the GRL, items that the United States said could be used by Iraq to
counter a U.S. military offensive. The Security Council added 36 U.S.-suggested
items to the GRL on December 30, 2002 (Resolution 1454).

Enhanced border control provisions, acentral element of theoriginal U.S. smart
sanctions plan, were not included in Resolution 1409, largely because of strong
opposition by Iraq’ sneighborsto controlsonillicit trade with Irag. Iraq’ sneighbors
maintained that enhanced border controls would harm their economies. The
resolution did not contain U.S. proposals that would have restricted civilian flights
tolrag. It did not permit new foreigninvestment in Irag’ s energy sector, aprovision
that had been sought by Russia, France, and China, whose energy companies had
signed deals to explore for oil and gas in Irag once sanctions were lifted.

Other Sources of Pre-War Humanitarian Aid

UNICEF, the World Food Program (WFP) the U.N. Development Program
(UNDP), the European Community (ECHO), theInternational Committee of the Red
Cross (ICRC), governments, and privaterelief organizations such as Catholic Relief
Services and Save the Children provided additional relief to supplement the OFFP.
UNICEF, ECHO, and WFPfocustheir humanitarian aid on southern and central Irag
rather than on the economically better off Kurdish north.

It is difficult to determine precisely the total amounts of bilateral and
multilateral aid provided by all donors. However, non-U.N. aid sources declined as
donors perceived that the OFFP was largely satisfying Irag's needs. Secretary
General Annan called for increased international assistance to Irag, and Resolution
1284 “encourage[d]” countries and international organizations to provide
supplementary humanitarian aid and educational materialsto Irag. After Baghdad's
incursion into the Kurdish north in late August 1996, the United States virtually
ended its assistance program for northern Irag, which had been about $45 million per
year. Theincursion caused all American-based humanitarian relief organizationsin
northern Irag to leave in fear of Iragi reprisals against them.

Thereisno single sourcefor information on pre-war humanitarian assistanceto
Irag. A report of the Organization for Economic Cooperation and Devel opment
(OECD), which provides donor information for the years 1994 through 1998,
indicated that Iraq received atotal of $76.36 millionin bilateral assistancein 1998.1

1°The Goods Review List iscontained in U.N. document S/2002/515 of May 3, 2002; it can
be found online at the U.N. OFFP website [ http://www.un.org/depts/oip].

1 Geographical Distribution of Financia Flows to Aid Recipients. Disbursements,
(continued...)
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Thisdid not include any funds provided by U.N. agencies but doesinclude grants by
the European Commission Humanitarian Aid department (ECHO). A Washington-
based official of the European Commission said in June 2001 that the European
Union gave over $200 million in aid to Iraq during 1991-2003.

Pre-War Exportation to Iraq

Although the OFFP did not open Iraq to free and unfettered international trade,
firms of many countries participated in the program by buying Iragi oil and selling
civiliangoods. Table?2 providesalist of countries whose firms exported more than
$25 million worth of goodsto Iraqin 1998, thelatest full year for whichinternational
statisticswereavailable. Itisprobablethat aimost al of theexportsin these statistics
represented OFFP rel ated transactions, although it is possible that some transactions
were conducted separately from the program, under pre-existing U.N. regul ationsthat
allowed Irag to import certain civilian items using its own funds. The statistics did
not cover illicit trade that, by nature, generally went unreported to statistics-keeping
organizations.

Table 2. Major Exporters of Goods to Irag (1998)
(in millions of dollars)

Country Value of Goods Exported
Australia 196
Belgium/L uxembourg 66
China 105
France 256
Germany 86
India 36
Indonesia 45
Iran 30
Italy 37
Jordan 150
Malaysia 31
Russia 43
Switzerland 28
United Kingdom 42
United States 106

11 (...continued)
Commitments, Country Indicators. 1994-1998. OECD. 2000.
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Termination of the Program

The program was suspended just before Operation Iragi Freedom began on
March 19, 2003; U.N. staff in Iraq departed. On March 28, 2003, as U.S. forces
moved north toward Baghdad, the U.N. Security Council adopted Resolution 1472,
restarting the program’ s operations, empowering the United Nations to take direct
control of all aspects of the program, and directing the United Nations to set
priorities on the delivery of already contracted supplies. The enhanced U.N.
authority was later extended to June 3, 2003. On May 22, 2003, Resolution 1483
was adopted, lifting sanctions on Irag and providing for the phasing out of the OFFP
within six months. In accordance with the resolution, the program (new contract
agreements) terminated on November 21, 2003, and was taken over by the U.S.
occupation authority, the Coalition Provisiona Authority (CPA). Since then, Irag
has sold its oil unfettered: oil revenues are no longer held in a U.N.-run escrow
account, and the program’s oil sales monitoring infrastructure is no longer in
operation.

The CPA, with the help of U.N. agencies and the World Food Program,
administered the same food distribution network utilized by the OFFP. The CPA
also continued to receive and distribute goods from the 3,000 contracts signed under
the program (but not delivered by the time of the November 21, 2003 termination).*
Since the handover of sovereignty to an Iragi interim government on June 28, 2004,
Irag’s Ministry of Trade has managed the receipt and distribution of residual
contracts. U.N. Security Council Resolution 1546 (June 8, 2004), which endorsed
the handover of sovereignty, gave formal responsibility for final OFFP closeout to
the Iragi interim government. The Iragi government is also continuing to distribute
civilian necessities, procured under the OFFP and outside the program, to needy
Iragis. For new purchasesof civilian goods, thegovernment isusing fundsgenerated
by oil sales. The Office of the Iraq Program, which ran the OFFP, has now closed.

Asof thestart of thewar in March 2003, the program’ s escrow account had over
$10 billion remaining. The funds remained because Iraq’ s oil revenues grew faster
than import contracts were signed. Of that, approximately $9 billion has been
transferred to Iraq’s Development Fund for Irag (DFI), and $216 million remainsin
U.N. accounts as of February 2005.** Resolution 1483, referenced above, abolished
the Irag Sanctions Committee as of November 21, 2003. However, a subsequent
Security Council resolution, 1518, set up a new Security Council Committee (the
“1518" Committee), consisting of all members of the Council, to continue to locate
financial assets held by members of the former regime.

12.U.S. Department of State Washington File. “CPA Takes Over Oil-for-Food Program
From U.N.” November 21, 2003.

3 Comprehensive Report of the Special Advisor to the Director of Central Intelligence on
Iragq's Weapons of Mass Destruction (the “Duelfer report”), September 2004. Report
available at [http://www.cia.gov/cialreports/irag_wmd_2004/]
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Allegations and Investigations

According to investigations conducted by U.S., U.N., and Iragi officials, the
regime of Saddam Hussein used two distinct illicit methods to generate funds
followingtheimposition of sanctionson Iraq by the United Nations Security Council.
First, Iraq illicitly sold oil to some neighboring countries from 1990 to 2003 in
violation of U.N. sanctions that predated and remained outside of the auspices or
control of theU.N. OFFP. Second, Irag allegedly exploited loopholesin U.N. OFFP
regul ationsto impose surcharges on buyers purchasing OFFP-approved oil shipments
and to solicit kickbacks from suppliers of humanitarian and other civilian goods
purchased with funds from the U.N. OFFP escrow account. Some of those illicit
fundswereused to procuremilitary suppliesand commoditiesbanned under the U.N.
sanctions regime. The primary concern of U.S. officials prior to the fall of the
Saddam Hussein regime was that Irag was reportedly using illicit revenues to buy
prohibited military and WMD technology.* Following the regime’s fall in April
2003, allegations have emerged concerning the regime’ s purported use of its control
over oil and humanitarian goods contractsto influenceforeign officials, parties, and
companies, and reward individual s and entities perceived to be supportive of Iraq's
positions. Thefindingsof subsequent investigationsregarding theseillicit fundraising
and political activities are described in further detail below.

Post-Saddam Allegations

Allegations of illicit oil sales and misuse of the U.N. OFFP surfaced in late
2003, reportedly based on documents found after the April 2003 fall of the former
regime. On January 25, 2004, an independent Iragi newspaper, Al Mada, published
alist of 270 individuals and entities who alegedly benefitted from oil vouchers
granted by the former regime; thelist was purportedly obtained from records kept by
the state-run oil marketing organization (SOMO)."* According to the Iraqi
newspaper, those listed were given vouchers that could be exchanged for quantities
of oil that could be sold legitimately through the OFFP (for fuller detail, see the
section on oil vouchers, below). Some of the listed voucher recipients were aleged
have sold the oil vouchers to third parties in exchange for profit. Others were
considered to have supported the former Iragi regime politically.

Of the 270 entities named, the most notable figure was Benon Sevan, the
executive director of the U.N. OFFP. Several other alleged recipients were political
parties mostly in the former East bloc states, and some were sitting high-ranking
officials, or their relatives, in variouscountries. Forty-six Russia-based entitieswere

14 In February 2000, the Clinton Administration accused the Iragi government of usingillicit
funds to build nine lavish palaces (valued at about $2 billion) and to import non-essential
items such as cigarettes and liquor, rather than to alleviate economic hardshipsfor the Iragi
people. Alcohal is classified as a food, so the imports were technically legal under the
international sanctions regimein place since Iraq’s August 2, 1990 invasion of Kuwait.

> The list of entities and individuals and their countries of origin was trandated and
published by the Middle East Media Research Ingtitute (MEMRI). The Saddam QOil
Vouchers Affair, by Nimrod Raphaeli. MEMRI report no. 164, February 20, 2004. See
[http://memri.org/bin/opener.cgi ?Page=archives& ID=IA16404].
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named, far more than from any other country, and the list included most of Russia’'s
major energy firms. In statements and | etters to various news organizations, several
of those named in the Iragi article, including Sevan, have categorically denied the
allegations. Somehave confirmed theallegationsbut claimed that the paymentswere
legitimate commissions for oil deals brokered or donations for humanitarian work.
Others said they were improperly named in the Iragi newspaper because the paper
sought to expose politiciansthat had been somewhat supportive of Saddam Hussein's
regime.** Some observers say that some of the alegations appear intended to
highlight U.N. flaws and perhaps question the United Nations' advisory rolein post-
Saddam governance.

Nevertheless, the voucher-related claims brought renewed scrutiny to the
management of the U.N. OFFP and the efforts of Saddam Hussein’ s government to
mani pul ate and underminethe program and thewider U.N. sanctionsregime. Claims
that the alleged voucher payments were granted in exchange for real or perceived
favorable treatment of the Saddam Hussein regime by these entities or for political
support for the lifting of sanctions on Iraq have attracted the most attention and are
under investigation by U.S. and U.N. appointed investigators, along with arange of
other OFFP and non-program related issues.

Subsequent Investigations

Independent Inquiry Committee/” Volcker Committee”. Inresponseto
new allegations concerning abuse and mismanagement of the U.N. OFFP, U.N.
Secretary General Kofi Annan announced an “independent high level inquiry” into
the allegations on March 20, 2004, headed by former chairman of the U.S. federa
reservePaul Volcker. SinceMarch 2004, Volcker’ sIndependent Inquiry Committee
(I1C) has issued two interim reports regarding the OFFP, focused specifically on
allegations of mismanagement of the program by U.N. officials and the participation
of the program’s former executive director, Benon Sevan, in the Iragi regime’s all
voucher scheme. The preliminary findings of the Committee’ s reports are detailed
below.” Somecriticsof thellC haveargued that the committee’ sinvestigationsmay
suffer because the 11C lacks legal subpoena power. Volcker has reported varying
degrees of cooperation from United Nations personnel and international companies
with hisinquiry.

The “Duelfer Report”.*® On September 30, 2004, the special advisor to the
Director of Central Intelligenceissued afinal report on the post-Saddam inspections
and research of Irag’'sWMD by the Irag Survey Group (ISG). The specia advisor,
CharlesDuelfer, who took over that assignment in early 2004 (replacing David Kay),
served as chief WMD investigator within the ISG. The 1000+ page report, entitled
the “Comprehensive Report of the Special Advisor to the Director of Central
Intelligence on Irag’ s Weapons of Mass Destruction,” (commonly referred to asthe
“Duelfer report”) contains major sections on how Iraq attempted to procure WMD-

18 1bid.
" For text of the Volcker committee’ s preliminary report, see [http://iic-offp.org].
18 Report available at [http://www.cia.gov/cialreports/irag wmd_2004/].
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related equipment despite international sanctions, and the funding mechanisms the
regime attempted to develop. The Duelfer report names numerous entities and
individual s that had business dealings with Irag, but notes that it was not the ISG’s
mandate to investigate alegations of illicit financia dealings and that some entities
named wereinvolvedinlegal tradewith Irag both within and outside the scope of the
OFFP. The Duelfer report says much of its data is based on Iragi government
documents and databases obtained from SOMO, the Iragi Ministry of Oil, and
interviews with some Iraqgi officialsin detention by U.S. forces.

Because Iragq apparently used illicitly-earned revenue to fund purchases of
WM D-useful equipment, the Duelfer report contains alarge section on Iraq’ sillicit
oil sales and allegations of abuses of the OFFP. The Duelfer report estimates Iraq
earned $10.9 billion inillicit revenue during 1990-2003 (See Figure 1 below), of
which: $8 billion was earned from non-OFFP “trade protocols’ with Jordan, Syria,
Turkey, and Egypt (discussed below). The Duelfer report estimatesthat $228 million
was earned from surcharges on OFFP-approved oil salesand $1.5 billion was earned
from kickbacks on OFFP humanitarian supply contracts. The report also estimates
that Saddam Hussein's regime earned $1.2 billion from trade with private-sector
businessmen. The report says the latter category, private-sector businessmen, is
referred to by Iragi interviewees as “border trade” or “smuggling.” Other findings
of the Duelfer report are described in detail below.

U.S. and Iraqi Investigations. In the Bush Administration, the Treasury
Department and Customs Service are conducting investigations of these allegations,
and several congressional committees (Permanent Subcommittee on Investigations
of the Senate Committee on Homeland Security and Governmenta Affairs, the
House Government Reform Committee, the House International Relations
Committee, and the Permanent Investigations Subcommittee of the House
AppropriationsCommittee) are conductinginquiriesaswell. Somecommitteeshave
used subpoena powers to try to obtain records from BNP Paribas, and some of the
other investigationshave demanded recordsfrom several U.S. energy companiesand
other companies that participated in the OFFP.* A separate investigation is being
conducted by Irag’s“Board of Supreme Audit,” with the assistance of independent
firm Ernst and Young. Thelragi head of the Board waskilled in acar bomb in Irag
on July 1, 2004.

19 Jordan, Michael. “U.N. Scandal Tests Investigators.” Christian Science Monitor, July
15, 2004.
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Figure 1. Iraqi lllicit Revenue Sources 1990-2003 (US$)
Duelfer Report Estimates
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Non-QOil-For-Food Program lllicit Trade:
Trade Protocols, lllicit Oil Sales, and Oil Smuggling

According to the Duelfer report, Saddam Hussein' sregime earned $9.2 billion
fromillicit oil salesthat began before the OFFP started and remained outside of the
scope or authority of the U.N. OFFP and inviolation of U.N. sanctionson Irag. The
regime's illicit oil sales were conducted on the basis of formal “trade protocols”
between Irag and individual governments or on the basis of “ private sector export”
agreements between Iragi authorities and private individuals and entities. The
importation of civilian goods under Iraq’ strade protocolswith its neighborswas not
necessarily prohibited by U.N. sanctions, and, under U.S. sanctions, Iragwasallowed
to import additional goods, separate from the OFFP, using its own non-U.N. escrow
account revenues. However, al Iragi oil sales outside of the auspices of the U.N.
OFFPwereprohibited by U.N. sanctions. Governments, individuals, and commercial
entities engaged in buying and selling Iragi oil outside the auspices of the OFFP did
so inviolation of the U.N. sanctionsregime. The United States and other members
of the U.N. Sanctions Committee took note of Irag’ sillicit oil salesto its neighbors,
but took no direct action to halt the sales or punish states or entities engaged in them
prior to the onset of Operation Iragi Freedom in March 2003.

Jordan. After the 1991 Persian Gulf war, Jordan notified the U.N. Security
Council that it was importing Iragi oil at below-market prices under the terms of
official trade protocols negotiated annually between Jordanian and Iraqi officials.
According to Jordanian officials, Iragi oil was imported in exchange for civilian
goods and write-downs of Iraq's debt to Jordan. The United States supported the
Sanctions Committee decision to “take note of” the Jordanian purchases - neither
approving them nor deeming them a violation. The United States and other
Sanctions Committee members considered Jordan’s economy to be dependent on
discounted Iragi oil and sought to preserve Jordan’ ssupport for the OFFP, the non-oil
related U.N. sanctions regime, and the Middle East peace process. The Clinton and
Bush Administrationsannually waived unilateral U.S. sanctionson Jordan that could
have been imposed because of Jordan’ sillicit trade with Irag.

According to the Duelfer report, Iraq’ strade protocol with Jordan “ensured the
[Saddam Hussein] regime’ s financia survival” until the creation of the U.N. OFFP
in late 1996. The Duelfer report estimates that Iraq earned $4.4 billion from the
Jordanian trade protocol from 1990 to 2003. In October 2000, Jordan cancelled an
agreement with Lloyd's Registry, in force since 1993, for the firm to inspect Irag-
bound cargo in Jordan’s port of Agaba. This inspection agreement covered goods
other than those imported under the OFFP; goods imported under the program
continued to be monitored by Cotecna at al points of entry, including the Irag-
Jordanian border.

Syria. Inlate 2000, according to several pressreports, Iraq began exporting oil
through an Irag-Syria pipeline, closed since 1982 but subsequently repaired.

2 Every fiscal year since 1994, Congress has included a provision in foreign aid
appropriations cutting U.S. aid to countries that violated the Irag embargo.
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According to two GAO studies, Iraq exported 180,000 - 250,000 barrels per day
through this route in March 2002, and exports through Syriawere at similar levels
as of the start of the 2003 war.?* The oil exports were based on a trade protocol,
under which, Syria paid Iraq about half the world market price for ail; refined the
imported Iragi oil for domestic use; and exported previously-reserved Syrian oil at
world market prices. According to the Duelfer report, the Irag-Syrian trade protocol
served as*Irag’ sprimary illicitincome source” from early 2000 to March 2003. The
Iraq Survey Group estimated the value of Irag’ soil salesto Syriaat $2.8 billion. The
United Nations did not formally approve this export route, and the United States
argued that the trade was illegitimate and contrary to pledges made to the Bush
Administration in early 2001. Many experts believe the United States did not
forcefully press Syriato ceaseitsoil importation from Irag in order to enlist Syria's
support in the global war on terrorism and the U.S. effort to build international
support for confronting Irag.

Turkey. According to a 2002 GAO study, Iraq exported the equivalent of
40,000 - 80,000 barrels per day of oil through Turkey in March 2002 in another
“trade protocol” negotiated at regular intervals.?? The exportation was in the form
of possibly as many as 1000 Turkish trucks per day carrying Iraqgi oil products (not
crude ail) through the Iragi Kurdish areas into Turkey in spare fuel tanks. The
Turkish government taxed and regulated theillicit imports. Asinthe case of Jordan,
the Clinton and Bush Administrations annually waived unilateral U.S. sanctions on
Turkey that could be imposed because of this illicit trade.”® The Duelfer report
estimatesthat Iraq earned $710 million throughitstrade protocol with Turkey. Some
reports suggest that commerce between Iraq and Turkey slowed to a crawl, if not
halted entirely, in February 2003 in anticipation of the U.S.-led war against Irag.

Iran and the Persian Gulf. A 2002 GAO study estimates that Iraq was
exporting illicitly about 30,000 - 40,000 barrels per day through the Persian Gulf in
March 2002.#* This exportation was apparently conducted with cooperation from
Iran. Of thefunds generated through thisexport channel, about one-half went to Irag,
one-quarter to smugglers and middlemen, and one-quarter to Iran’s Revolutionary
Guardfor “protection fees’ to allow the shipmentsto hug its coast and avoid capture.
Many believe that exports through the Gulf were higher during 1998-2000, but they
fell because Irag was diverting oil to the Syrian route, where there were fewer
middlemen to pay.

2L GAO, “U.N. Confronts Significant Challenges in Implementing Sanctions against Irag,”
GA0-02-625, May 2002; and GAO, “ Observationson the M anagement and Oversight of the
Oil for Food Program: Statement of Joseph A. Christoff before the House Committee on
International Relations,” GAO-04-730T, April 2004.

22 GAO, “U.N. Confronts Significant Challenges in Implementing Sanctions against Irag,”
GA0-02-625, May 2002.

Z Every fiscal year since 1994, Congress has included a provision in foreign aid
appropriations cutting U.S. aid to countries that violated the Irag embargo.

# |bid.
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Oil-For-Food Program: Allegations of
Mismanagement and Abuse

Current allegations regarding the mismanagement and abuse of the U.N. OFFP
fit into two broad categories: (1) alegations of mismanagement of the contracts and
administration of the OFFP by contractors and U.N. staff, and (2) abuse of the U.N.
program through vouchers, surcharges, and kickbacks by the regime of Saddam
Hussein. Linking the two categories are allegations that contractors and U.N. staff,
including OIP executivedirector Benon Sevan, personally solicited and received, on
behal f of themselvesor associates, oil vouchersor bribesfrom Iragi authoritieswhile
administering their official program duties.

With regard to the allegations of U.N. and contractor mismanagement,
investigationsof the OFFP s operations haverevea ed flawsand shortcomingsinthe
awarding, management, and auditing of program contracts. With regard to the
allegations of abuse of the U.N. program by the regime of Saddam Hussein,
investigationshavereveal ed evidencethat Iraqraisedillicit fundsthrough surcharges
on OFFP oil shipments and kickbacks on U.N. approved commercia and
humanitarian good contracts. The Duelfer report estimates that Iraq earned $1.7
billion in illicit funds using these methods. Investigations also have uncovered
evidence that the former Iragi government created a secret oil voucher system to
allocate oil that was approved for sale under the OFFP to politically sympathetic
individuals and entities. According to former regime officias, Irag used the ail
voucher system to encourage foreign individuals and entities to support Iraq
politically in international fora.

Oil-For-Food Program Contracts and Administration

Original Program Contracts. AccordingtothellC sFebruary 2005interim
report, “the selection process for each of the three United Nations contractors
selected in 1996 (namely Banque Nationale de Paris [BNP], Saybolt Eastern
HemisphereBV, and L1oyd sRegister Inspection Ltd.) did not conform to established
financial and competitivebiddingrules.” Thereport citesanumber of administrative
and political factors which combined to undermine the transparency and
competitiveness of the contract bidding and awards process. The report states that
in 1996 then-U.N. Secretary General Boutros Boutros-Ghali personally intervened
in the selection of BNP, and a Steering Committee made up of “some of the United
Nations' most senior managers’ acquiesced in thefrustration of competitive bidding
inthe case of Saybolt and “ prejudiced and preempted the competitive process’ inthe
case of Lloyd’s Register.

Cotecna and Kojo Annan. Investigators continue to review what role, if
any, Kojo Annan, the son of U.N. Secretary General Kofi Annan, may have played
ininfluencing the U.N.’ s decision to award the OFFP goods authentication contract
to Cotecna Inspection Services S.A. inlate 1998. According to Cotecnaexecutives,
Kojo Annan worked as an employee and consultant focused on Cotecna’ s business
in Nigeria and Ghana from late 1995 to the end of 1998. From the end of 1998 to
February 2004, Cotecna paid Kojo Annan $2,500 monthly under the terms of a
“non-competition” agreement that forbade Annan from working with Cotecna’s
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competitors in West Africa. Cotecna executives deny that Kojo Annan played any
role in influencing the awarding of the contract, and point out that Cotecna won an
Irag-related U.N. inspection contract in 1992 before Kojo Annan was a Cotecna
employee and lost the original OFFP authentication contract to LIoyd' s Register in
1996 when Kojo Annan worked for Cotecna. Kojo Annan also has denied the
allegations publicly and has discussed them with [1C and U.S. Senate investigators.
Annan rel eased astatement in February 2005 denying that hewas* involved with any
negotiations or lobbying of the United Nations with regard to the oil-for-food
program inspection contract.”

In March 2005, thelIC released an interim report that found “ no evidence” that
U.N. Secretary General Kofi Annan exerted any “affirmative or improper influence”
on the selection of Cotecna for the OFFP inspection contract. However, the 1IC
report found that Secretary General Annan did not conduct an adequate inquiry
following reports of his son’s continued employment by Cotecna and public
allegationsof prior wrongdoing by senior Cotecnaexecutives. Thereport specul ates
that an independent inquiry may have revealed information that would have made it
unlikely that Cotecna s contract would have been renewed. In addition, according
tothelIC, Kojo Annan “intentionally deceived” hisfather regarding his continuing
financial relationship with Cotecna, and Kojo Annan “has failed to cooperate fully”
with the some aspects of the [IC’ sinvestigations. Thereport also statesthat Cotecna
executives have made “fal se statements to the public, the United Nations, and the
[Independent Inquiry] Committee.” Cotecna executives and Kojo Annan have
contested the 11 C’ sfindingsthrough lettersfrom their respectivelawyers. Theletters
areincluded in the annex of the March 2005 I1C interim report.

Saybolt and Oil Inspections. In February 2005, the Senate Permanent
Subcommittee on Investigations (Committee on Homeland Security and
Governmental Affairs) released documents from Iragq’'s SOMO that appeared to
indicate paymentsfrom Iragi officialsto a Saybolt employeewho held responsibility
for certifying oil shipments at Mina Al Bakr during the period when two alleged
incidents of oil shipment “topping off” took place.® The employee, a Portuguese
national named Armando Carlos Oliveira, reportedly received payments totaling
$105,819 for the falsification of shipping documents that facilitated the loading of
excess oil on board a vessel named Essex in May and August 2001.% Saybolt
executiveshavereportedly investigated the bribery all egation during thelast year and
haveinformed the Senate subcommittee of their progress. At aFebruary 15 hearing,
a Saybolt representative assured the Senate subcommittee that the company would
“closely examine’ the new documentsand, “take all appropriate action.” According

% Thefinal report of the Irag Survey Group (the“Duelfer report”), included alist of SOMO
oil voucher recipients that features the name “ Saybolt,” although the report indicates that
Saybolt did not exercise its right to have Iraqgi oil lifted and sold under that voucher, and
therefore did not profit. Saybolt attorney John Denson testified in February 2005 that,
“Saybolt did not request and did not receive an ail allocation. We have no idea how our
name ended up on that list.”

% |bid.
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to Senator Norm Coleman, Saybolt has been “very cooperative” with the Senate
subcommittee.?

Program Audits and Administration. A recent GAO review of U.N.
OFFP audits revealed “deficiencies in the management and internal controls of the
OFFP.” U.N. audit reports reviewed by GAO included findings that “ suggested a
lack of oversight and accountability by the offices and entities audited,” including
primary OFFP contractors Lloyd’s Register, Saybolt, and Cotecna. The findings
reportedly include instances of inadequate contract documentation, procurement
problems, and contractor overcharging. According to the 11C’'s February 2005
interim report, the resources available to the Internal Audit Division (IAD) of the
U.N.’sOfficeof Internal Oversight Serviceswere“inadequate,” and IAD wasforced
to solicit funds from the management staff of the OFFP to support some of its
oversight activities. These funding and authority limitations prevented the staff of
the IAD from examining “key elements of the oil and humanitarian contracts,
including price and quality of goods” which the [1C argues may have “ uncovered or
confirmed the various kickback schemes’ used by the regime of Saddam Hussein.
Citing similar difficulties, aMarch 2005 GAO report concluded, “ constraints on the
internal auditors’ scope and authority prevented the auditors from examining and
reporting widely on problemsin the OFFP.” %

Iraqgi Oil Surcharges and Contract Kickbacks

According to the Duelfer report, Iraq illicitly earned $1.7 billion through
surcharges on OFFP-approved oil sales and kickbacks on OFFP humanitarian and
commercial goods contracts from June 2000 until March 2003.% Iragi officids
reportedly demanded a 25-30 cent surcharge from buyers on each OFFP-approved
barrel of oil beginning in the eighth phase of the OFFP (June 2000). SOMO records
indicate that these surcharges were placed on 1.117 billion barrels of oil from June
2000 to March 2003, creating surcharge contracts valued at $265.3 million.
However, Iragi authoritieswereonly ableto collect $228.6 millionin surcharges, and
Irag’s SOMO reportedly terminated oil contracts with some buyers because of the
buyers unwillingness or inability to pay the demanded surcharges. A total of 248
companies purchased oil from Iragq under the OFFP; it is not known how many of
them might have paid surchargesto Irag on their oil contracts.

7 1bid.

% Government Accountability Office, “United Nations: Sustained Oversight |s Needed for
Reformsto Achieve Lasting Results,” GAO-05-392T, March 2, 2005.

# The Duelfer Report based its estimates on interview with Iragi officials and SOMO
records recovered after the fall of the Saddam Hussein regime. The GAO testimony from
July 2004 estimated that Iraq had earned over $4.4 billion during 1997-2002 from oil
surcharges and kickbacks on humanitarian goods bought under the U.N. OFFP. The GAO
estimate assumed that Irag obtained a surcharge of 35 centson each barrel of oil sold under
the oil-for-food program. The GAO further estimated the “kickback” percentage for Iraq
at 5 percent of the value of each purchase contract. Government Accountability Office,
“Observations on the Qil for Food Program and Areas for Further Investigation,”
GAO-04-953T, July 8, 2004.
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Iragi authorities instituted a similar kickback scheme on humanitarian and
commercia goods contracts approved by the OFFP. Irag generally demanded a 10
percent kickback from suppliers on the value of OFFP goods contracts, earning an
estimated $1.512 billion from late 2000 until March 2003. Thekickback schemewas
rooted in complex arrangementswhereby Iragi authoritieswould sign contractswith
cooperative suppliers for first quality goods and accept delivery of poorer quality
goods without notifying OFFP officials of the discrepancy. The resulting profitsto
the cooperating suppliers were returned to Iragi authorities after the suppliers
allegedly subtracted small feesfor themselves. The Duelfer report characterizesthe
kickback scheme as*“ particularly nefarious’ in that it meant that, in many cases, the
Iragi people were supplied with “second-quality, sometimes useless, humanitarian
goods.” A total of over 3,500 companies sold goods to Irag (Baghdad-controlled)
under the OFFP; it is not known how many of them might have paid kickbacks to
Irag on their supply contracts or deliberately delivered second-quality humanitarian
goods.

U.N. and International Response. The oil sales surcharge issue was
widely reported during 2001 and 2002, and the Security Council was aware of the
allegations and moved to addressthem. Some members of the Sanctions Committee
sought to complicate Iraq’'s ability to impose surcharges on its oil buyers — the
surcharges constituted illicit revenue and were prohibited. For example, the
Sanctions Committee had evaluated but not adopted another idea: to limit Irag’ s ail
buyers to major international oil firms, rather than smaller oil traders that were
willing to pay Iraq the surcharge. A March 2001 press report listed companies that
were purchasing Iragi oil; many were small companiesfrom countriesthat sought to
do business with Iraq or were sympathetic to easing sanctionson Irag.* U.S. major
oil companieswere said to have bought Iragi oil shipmentsfrom these small traders.
However, according to U.S. officias, some U.N. member states, reputed to be the
same countries seeking to ease sanctions on Irag, did not immediately agreeto these
proposed mechanisms.®

In September 2001, the Security Council reached agreement to move to a
pricing formula called “retroactive pricing,” in which the oil was priced after sale.
Thissignificantly reduced Irag’ soil salesby about 25%, although the United Nations
noted arebound to previous|levels (about 2 million barrels per day) as of September
2002. Iraq sometimes unilaterally interrupted the sale of oil to protest Security
Council policy or to challenge the United States and its allies. For example, Irag

% Reuters, “Iraq’s Oil Deal List Expandswith Unfamiliar Firms,” March 8, 2001. Thelist
included Italtech (Italy); Mastek, and Quantum Holdings (Maaysia); Zarubezhneftegas,
Mashinoimport, Slavneft, Sidanco, and Rosneftimpex (Russia); Fenar (Lichtenstein); Emir
Qil, Coastal Oil Derivatives, and Benzol (United Arab Emirates); Nafta Petroleum, and
KTG Kentford Globe (Cyprus); Glencore, and Lakia Sari (Switzerland); Al Hoda (Jordan);
Belmetal energo (Belarus); Samasu (Sudan); Erdem (Turkey); African Petroleum (Namibia);
Shaher Trading (Y emen); Aredio (France); Commercial Home (Ukraine); Awad Ammora
(Syria); Montega (South Africa); Afro Eastern (Ireland); and Bulf Drilling (Romania).

3 Testimony of State Department official Patrick Kennedy before the House Government
Reform Committee, Subcommittee on National Security, Emerging Threats, and
International Relations. October 5, 2004.
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suspended its OFFP oil sales for the month of April 2002 in protest against Israel’s
military incursion into the West Bank.

Oil Vouchers

Under the terms of the memorandum of understanding between the United
Nations and Irag that implemented Security Council Resolution 986, the Iraqi
government was granted the power to choose the entities to which it would sell
OFFP-approved oil and from which it would purchase OFFP-approved commercial
and humanitariangoods. Accordingtothe Duelfer report, Iraqtook advantage of this
power by creating a clandestine oil voucher system, through which allocations of
OFFP-approved Iragi oil were granted to individuals and entities deemed to be
supportive of Iraq's interests. The Duelfer report and the I1C report that Saddam
Hussein personally involved himself inthe selection of oil buyersand good providers
participating in the U.N. OFFP.** The Duelfer and |1C reports address allegations
similar to those contained in the Al Mada publication mentioned above. According
tothe Duelfer report, Irag alocated oil vouchersbased on atotal of 4.4 billion barrels
of ail, but only 3.4 billion barrelsof oil wereactually lifted. According to thereport,
the vouchers were offered primarily to three categories of entities: (1) traditional oil
companies that owned refineries; (2) personalities and parties, including “Benon
Sevan...and numerous individuals including Russian, Yugoslav, Ukrainian, and
French citizens;” and (3) “The Russian state,” with specific recipientsidentified. It
isbelieved by some expertsthat some voucher recipientswere ableto arrangefor the
lifting of their oil voucher allocations, and oil surcharges apparently served as their
profit on the transaction.

The Duelfer report contains an appendix of about 1,100 vouchers, broken down
by each of the 13 six-month phases of the program, issued to several hundred
different entities and personalities. There is considerable overlap between those
named in the Al Mada article and those named in the Duelfer report, most notably
OFFP executive director Benon Sevan. The Duelfer report adds that some oil
contractswerenever actually lifted, and that those who were assigned vouchers based
on those oil contracts might never have received any funds.

Benon Sevan. Benon Sevan served as the Executive Director of the Office
of Irag Program at the United Nationsfrom 1997 to 2003, and wasthe senior official
responsible for the administration of the U.N. OFFP. Sevan is alleged to have
participated in the Iragi government’ s oil voucher scheme and profited fromthe sale
of Iragi oil viaathird party: African Middle East Petroleum Co. Ltd [AMEP]. The
[1C’ s February 2005 interim report states that Sevan, “while employed as Executive
Director of OIP, solicited and received on behalf of AMEP several million barrels of
allocations of oil from 1998 to 2001.” The report states that Sevan “was not
forthcoming” with the 11C with regard to his aleged solicitations of oil allocations
and his relationship with Fakhry Abdelnour, the director of AMEP. The IIC report
concludesthat “Mr. Sevan’s solicitation on behalf of AMEP and AMEP sresulting

%2 Saddam managed the oil voucher programin cooperation with aCommand Council made
up of former-Vice President Taha Y assin Ramadan, Deputy Prime Minister Tarig Aziz, Qil
Minister Amer Muhammad Rashid, and other senior Iragi officials.
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purchases of oil presented a grave and continuing conflict of interest, were ethically
improper, and seriously undermined the integrity of the United Nations.” U.N.
Secretary General Kofi Annan has expressed “shock” at the 11C’ s findings and has
pledged to take disciplinary action against Sevan. Some Members of Congress have
called on the United Nations to revoke Benon Sevan’ s diplomatic immunity so that
he may be prosecuted in aU.S. court for hisalleged collusion with Iragi authorities.
Sevan has denied the charges publicly through statements by his lawyers.

Other Issues and Allegations

Oil Exploration Contracts

There are no public allegations that any international oil companies began new
oil exploration investmentsin contravention of existing U.N. resolutions. However,
a number of companies signed exploration deals that would have gone into effect
when the ban on oil exploration was lifted. Much of the focus of U.S. officials has
been on oil exploration deals by Russian firms. In general, Russia seeks to obtain
repayment of Iraq’ s$7.6 billionin debt to Moscow and possibly to earn fundsselling
armsto Irag if such sanctions were eventually lifted.

In August 2002, it was reported that Russiaand Iraq had agreed to a$40 billion
economic cooperation agreement, although it is not clear that any of the planned
cooperationwould haveviolated oil-for-food or other sanctionsguidelines. Russian-
Iragi commercia relations were set back somewhat in December 2002 when Iraq
overturned a presumptive contract with Russia’ s Lukoil to develop the West Qurna
field (see below). Iraq acted reportedly on the grounds that Lukoil had held
discussions with Irag’'s opposition about Lukoil’s possible role in developing the
energy sector of apost-war Irag.

Some of the presumptive contracts for oil exploration in Irag, signed with the
government of Saddam Hussein, include the following:*

Al Ahdab field — China National Oil Company (China)
Nassiriyafield — Agip (Italy) and Repsol (Spain)

West Qurna— Lukoil (Russia)

Majnoon — Total FinaElf (France)

Nahr Umar — Total Fina Elf (France)

Tuba— ONGC (India) and Sonatrach (Algeria)

Ratawi — Royal Dutch Shell (Britain and the Netherlands)
Block 8 — ONGC (India)

Theinterim Iragi government does not consider these contracts valid in post-
Saddam Irag. Since thefall of Saddam Hussein’ s regime, no decisions on contract
awards for development of any of these or any other fields have been announced.

¥ Morgan, Dan and David Ottaway. In Iragi War Scenario, Oil IsKey Issue. Washington
Post, September 15, 2002.
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Flights to Iraq

After September 2000, the former regime may have conducted an unknown
amount of additional illicit trade aid from flights to and from Irag. These flights
began asrelief flights carrying humanitarian aid, intended to challenge the U.S. and
Britishinterpretation of U.N. Security Council Resolution 670 (September 25, 1990).
Resolution 670 required the banning of flightsto or from Iraq that are carrying any
“cargo to or from Iraq or Kuwait other than food in humanitarian circumstances,
subject to authorization by the Council ...” or the Sanctions Committee. Prior to
September 2000, the U.S. interpretation prevailed that all flights to Irag require
Sanctions Committee authorization prior to takeoff. France, Russia, and other
governments, although not opposed in principle to inspecting cargo bound for Iraq,
argued that passengers are not “cargo” and that the U.S. interpretation that
Resolution 670 restricted all flights to Irag was not correct.

The cargo on these flights was not subjected to any U.N. monitoring to ensure
that the cargo comported with oil-for-food guidelines. After September 2000, regular
charter flights took place between Iraq and Syria and Iraq and Jordan. The United
States criticized those governments that allowed the flights to proceed without
approval, but no U.S. or U.N. measures were taken against the flights or against
Jordan or Syria.

One donation to Irag in November 2000 drew strong U.S. criticism and a
sanction. A member of theroyal family of Qatar presented Saddam Hussein with a
Boeing 747 jumbo jet as a “gift.” The Qatari, Hamad bin Ali bin Jabr Al Thani,
heads the Gulf Falcon air services company, which gave him access to the aircraft.
On November 24, 2000, the Clinton Administration announced that exports and re-
exportsof many U.S. goodswoul d need specific Commerce Department approval for
saleto Mr. Al Thani or hisbusinesses. U.S. officials said that these sanctions were
imposed to ensure that U.S. goods would not be improperly diverted to Irag.

Military Technology Sales, Transit, and Assistance

Before the war, there was growing U.S. concern that Syria was becoming a
major transit point for prohibited imports by Iraq of military equipment and
technology that could be used for WMD. In July 2002, arespected Israeli military
expert reported that Syria had served as a transit point for Irag’s importation of
Russian-made engines for combat aircraft (sold by Ukraine) and tanks (sold by
Bulgaria and Belarus), and Czech-made anti-aircraft cannons (sold by the Czech
Republic). Accordingtothesamearticle, Syriaal so passed on prohibited equipment
to Iraq sold by Hungary and Serbia. In September 2002, the Bush Administration
initiated what it called a“temporary pause” in U.S. assistance to Ukraine (about $55
million held up) because of allegations that Ukraine had provided the “Kolchuga”
early warning radar systemto Irag. If the system was shipped to Iraq, it isnot known
whether it wastransported through Syria. In February 2001, the United States struck
an air defense network that was being upgraded with the help of a Chinese firm,
according to press accounts, although it is not known how the fiber optic equipment
reached Irag.
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Syria opposed U.S. efforts to obtain specific U.N. Security Council
authorizationfor war against Iraq, and it publicly sided with“thelragi people” during
thewar. After thestart of theU.S.-led war against Irag, Defense Secretary Rumsfeld
accused Syria of allowing transshipment of military goods to Iraqg, including night
vision equipment, and warned Syria to cease alowing such transit. On April 15,
2003, about a week after the Baath regime fled Baghdad, U.S. military officials
announced that they had shut the flow of Iragi oil through Syria.

Issues for Congress

Presidential Waivers and Congressional Oversight

Following the passage of the Iraq Sanctions Act of 1990 [P.L. 101-513], U.S.
law stipulated that any country violating U.N. sanctionsagainst Iraq should bedenied
U.S. foreign assistance unless the President certified to the Congress that U.S.
assistancewas*“inthenational interest.”* In spiteof public evidencethat Jordan and
Turkey were purchasing Iragi oil in violation of the U.N. sanctions regime,
subsequent Administrations issued Presidential waivers to Congress justifying the
continued provision of U.S. foreign assistance to each country from FY 1994 through
FY2003. Memoranda of justification issued by the State Department to the Senate
Committee on Foreign Relations contain detailed explanations of the importance of
U.S. foreign assistance to Jordan and Turkey, its utility as a means of supporting
bilateral relationships with those countries, and the importance of those bilateral
relationshipsto other U.S. foreign policy priorities. The memorandadid not contain
estimates of the value of Irag’sillicit oil sales or estimates of the possible uses of
illicit funds by Saddam Hussein’s regime. According to the Duelfer report, Irag's
illicit oil salesto Turkey and Jordan provided Saddam Hussein's regime with $5.1
billion in revenue. Given contemporaneous U.S. concerns about Iraq’'s efforts to
reconstitute its WMD programs and its alleged support for international terrorism,
inclusion of estimates of the proceeds of Irag’'s oil sales in the memoranda of
justification may have provided Memberswith amore compl ete understanding of the
possiblecostsof continuingto providebilateral U.S. assistanceto countriesthat were
openly violating the U.N. sanctions regime.

In considering stepsto reform congressional oversight of U.S. sanctionspolicy,
Membersmay consider including more specific reporting requirementsto accompany
Presidential waiver authority provisions so that the possible costs of choosing to
waive sanction provisions are described as completely as the possible benefits of
continued U.S. foreign assistance to various recipients.

% See section 586D of the Irag Sanctions Act of 1990. The act also allowed a Presidential
waiver for assistance meant to directly benefit Iragi and Kuwaiti refugees or other “needy”
recipients in target countries. In addition, the following subsequent foreign aid
appropriations bills each contained a section that denied foreign aid to nations deemed in
violation of U.N. sanctions against Irag: P.L. 103-87, P.L. 103-306, P.L. 104-107, P.L.
104-108, P.L. 105-118, P.L. 105-277, P.L. 106-113, P.L. 106-429, P.L. 107-115.
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Current Legislation

Bills addressing the recent allegations have been introduced in the 109"
Congress. S. 291, the United Nations Oil-for-Food Accountability Act of 2005,
would mandate percentage reductions (10%in FY 2006 and 20%in FY 2007) in U.S.
contributions to the United Nations unless the President certifies U.N. cooperation
(providing requested documents, waiving immunity from U.S. prosecution for U.N.
officials) with U.S. inquiriesinto the oil-for-food allegations. Thebill hasbeen read
and referred to the Senate Committee on Foreign Relations. Companion legislation
has been introduced in the House (H.R. 1092), read, and referred to the House
International Relations Committee.
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Appendix A: Overview of Oil-For-Food Program
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