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RESOLUTION 386 (1985)

Adopted by the Security Council at ivo 3519th meering,
s on 14 Apxil 1995

, . c i1,
Becalling ita previous relevant resclutions, '

Concexned by the sericus nutritional and health situation of the Iraqi
population, and by the risk of a furcther deterjoration in this situationm,

Convincasi of the need as a temporary measure to pravide far the
humanitarian needs of tha Iragi people until the fulfilwment by Irag of the
relevant Security Council resolutions, including notably resolution 687 (1991)
of 3 April 1991, allowa the Council to take further action with regard to the
prohibhitionas referred to in reacluticn 661 {1990! of & August 1990, in
accordance with the provigions of those resoluclons, )

Ceuvinred alag of the need for equirable distribution of humanitarisn
relief to all segments of the Iragi population throughout the country,

Reaffirming the commitment of all Member States to the sovereignty and
territorial integrity of Iraq,

Acting under Chaptexr VII of tha Charter of the Imited Nations,

3. Authoxizes States, notwithstanding the provisions of paragraphs 3 {(a),
3 (b} and 4 of resclution 651 (1980) and subsequent relévant resolutions, to
permit the import of petyroleum and petroleum products originating in Iraqg,
including financial and other easential transactions directly ralating thereto,
sufficient to produce a sum not exceeding 3 total of one billion United States

dollars every 90 days for the purposes set out in this resolutien and subject £o
the following conditions:

(a) Approval by the Committee established by resclution 661 (1990), in
order to ensure the Lransparency of each transaction and its conformity with the
othex provisions of this resolution, after submission of an application by the
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State concerned, endorsed by the Government of Irag, for each Proposed purchase
of Iraqi petroleum and petroleum products, including details of the purchase
price at fair market value, the ©xpart route, tha opening of a letter of Ccredit
bayable to the escrow account te be eatablished by the Secretary-General for the
purpoges of thig resolution, and of any other directly related financial or
othexr essential transaction;

(b) Payment of the full amount of each purchase of Iragi petroleum and
petroleum produeta directly by the purchasar in the State concerned into the

€8crow account to be established by the Secretary-General for the purposes of
this regsolution;

. Authexizeg Turkey, notwithstanding the proviaions of paragraphs 31 (a),
3 (k) and 4 of resolutiocn 661 (1930) and the provisions of raragraph i above, to
permit che import of petroleum and petroleum products originating in Irag
sufficient, after the deduction of the percentage referred Lo in paragraph 8 (c)
below for the Compensation Fund, to meet the pipeline tariff charges, verified
as reasonable by the independent inspection agents referred to in paragraph 6
below, for the transport of Iraqi petroleum and petroleum products through the
Kirkuk-Yumurtalik pipeline in Turkey authorized by baragraph 1 above;

¥.  Recides that paragraphs 1 and 2 of thig resolution shall come into
force at 00.01 Eagtern Standard Time on the day after the President of the
Council has informed the members of the Council that he has received the repore
from the Secretary-General requested in paragraph 13 below, and shall remain in
force for an initial period of 180 days unless the Council takes other relevant
action with regard to tha provisions of remolurion §g) {1s390);

irs intention, prior to the end of the 180 day period, te congider févourahly
renewal of the provisions of this resolution, provided that the reports raferred

to in paragraphs 11 and 12 below indicate that those provisions are being
satigfacrorily implemented;

5. Purther decides that the remaining paragraphs of this resolution shall
come into forecs forthwith;

Kirkuk-Yumurtalik pipeline from Irag to Turkey and from the Mina al-Bakr oil
terminal, with the assistance of independent inapection agents appointed by the
Secretary-General, wha will keep the Committee informed of the amount of
petroleum and petroleum producta exported From Iraq after the date af entry into
force of paragraph 1 of this regolution, and will verify that the purchase price
of the petroleum and petroleum products ie reascnable in the light of prevailing
market conditions, and that, for the burposes of the arrangements set out in
this resolution, the larger share of the petroleum and petroleum products is
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7. Requests the Secretary-General to astablish an escrow account for the
purposes of this resolution, to appoint independent and certified public
accountants to audit it, and to keep the Government of Irag fully informed;

8. Decides that the funds in the ezcrow account shall be used to meesr the
humanitarian needs of the Iraqi population and for the following othexr purposea,
and requests the Secretary-General to use the funds depoalted in the escrow
aceount:

{a) To finance the export to Irag, in accordance with the Procedures of
the Committee established by resolution 661 (1990), of medicine, health
suppliea, foodstuffs, and materials and supplies for essential civilian needs,
as referred to in paragraph 20 of resolution 687 {1521) provided that:

{i} Each export of gooda ig at the request of the Govermment of Irag;

‘ {ii) Irag effectively guarantees their egquitahle distribution, on the basis
of a plan submitted to and approved by the Sscratary-Ganaral,
including a description of the goods to be purchased;

{iii} The Secretary-General receives authenticated confirmation that the
exported goods concerned have arrived in Ixag;

{b) To complement, in view of the exceptional circumstances prevailing in
the three Governorates mentioned helow, the distribution by the Government of
Irag of goods imported under thig resuglution, in order to ensure an eguitahle
distribution of humanitarian relief to all segments of the Iragi population
throughout the country, by providing between 130 million and 150 million United
States dollars every 90 days to the OUnited Nations Inter-Agency Humanitarian
Programme operating within the soveraigm territery of Irag in the three northern
Governorates of Dihouk, Arbil and Suleimaniyeh, except that if leas than
cne billion United States dollars worth of petroleum or petroleum products is
sold during any 90 day period, the Secretary-General may provide a
proportionately amaller amount f£or thia purpose;

(e} To transfer to the Compensation Fund the mame percentage of the funds
deposited in the escrow account as that decided hy the Council in paragraph 2 of
resolution 705 {1991} of 15 August 1991;

{d}] To meet the coats to the tUnited Nations of the independent inspection
agents and the certified public accountanta and the activities associated with
implementation of this resolurion;

{e} To meet the current operating costs of the Special Commisgion, pending

subsequent payment in full of the costs of-varrying cut the tasks authorized by
section C of resolution 687 (1891);

(€) To meet any reasonable expenses, other than expanses payable in Irag,
which are determined by the Commitree established by resclution 661 (1590) to be
directly related to the export by Irag of petroleum and petroleum products
permitted under paragraph 1 sbove or to tha export o Iragq, and activities
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directly necessary therefor, of the parts and equipment permitted under
pazragraph 3 below; )

{g} To make available up to 10 million United States dollara every 50 days
from the funds deposited in the ascrow account for the payments envisaged under
paragraph & of resolution 778 (19%2) of 2 Octoher 39892;

9. Authorizea States to permit, notwithstanding the proviaions of
paragraph 3 (c¢) of resclution 661 (1890):

(a) The export te Irag of the parts and aquipment which are essential for
the safe operation of the Kirkuk-vumurtalik pipeline system in Irag, subject to

the prior approval by the Committee established by resolution 661 (1990) of each
eXport contracth;

(B} Activities directly necessary for the exports authorized under
subparagraph (a) above, including financial transactiens ralated thereta;

10. Decides that, since the coata of the exports and activities authorized
under paragraph $ above are precluded by paragraph 4 of resolution 6§61 (19%0)
and by paragraph 11 of resolutiaon 778 (1981) from being met from funds frozen in
accordance with those provisions, the cost of such exports and activities may,
until funds begin to be paid inte the esacrow accsunt &stablished for the
purposes of this resolutionm, and following approval in each case by the
Committee established by resolution 651 [1950), exceptionally be financed by

lettera of credit, drawn against future oil saleg the vrocesda of which are to
be depogited in the escrow account; :

11. Requeztp the Secretary-General to report to the Council 90 days after
the date of entry into force of paragraph 1 above, and again prior to the end of
the initial 180 day period, on the basis of observaticn by United Nations
personnel in Iraq, and on the basia of consultations with the Government of
Iraq, on whether Iraq has ensured the equirable distribution of medicine; health
supplies, foodatuffs, and materials and supplies for essential civilian needs,
financed in accordance with paragraph # (a) abave, ineluding in his reports any -
cbservations he may have on the adequacy of the revenuea ro meet Irag's
humanitarian needs, and on Irag's capacity to export sufficient quantities of

petroleum and petroleum products to produce the sum refarred to in paragraph 1
above;

12. Reguests the Committes established by resolution €81 (1990). in close
coordination with the Secretary-General, to develop axpedited procedures as
necessary to implement the arrangementa in paragraphs 1, 2, 6, 8, 9 and 10 of
this resolution and to report to the Council 9o days after the date of entry
into force of paragraph 1 sbove and again prior te the end of the initial
180 day pexriod on the implementation of those arrangements;

11. BEReguests the séaretary-seneral to take the actions necessary to ensure
the effective implementation of this resolution, authorizes him to enter into

any necessary arrangements or agreements, and requests him to report to the
Council when he has done so;
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14. Decides that petroleum and patroleum products subject to this
resolution ahall while under Iragi title be immue from legal proceedings and
not be subject to any form of attachment, garuishment or execution, and that all
States shall take any stepa that may be necessary under their respective
domestic legal systema to asseure this protection, and to ensure that the

proceeds of the sale are not diverted from the purposes laid down in this
resolution;

158. Affirma that the eecrow account sstablished for the purpcses of this
repsolution enjoys the privileges and immunities of the mnited Nations;

16. AFfirms that all persons appointed by the Secretary-Gemeral for the
purpese of implementing trhis resclution enjoy privileges and lummunities as

L experta on mission for the United Nations in accordance with the Convention on
the Privileges and Immunities of the United Natioms, and recuiras the Government
of Irag to allow them full freedom of movement and all necessary facilities for
the discharge of their duties in the implementation of this resolution;

17. Affirms that nothing in thim rasolution affects Iraqg's duty

scrupulously to adhere to all of its chligations concerning gerviciay and

repaymenit of its foreign debt, in accordance with the appropriate international
mechanismns; :

18. Alsa affiyms that nothing in chis resoluticn should be construed as
infringing the sovereignty or territorial integrity of Iragq;

19. Decides to remain peized of the matter.

- -
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LETTER DATED 20 MAY 1986 FROM THE SECRETARY-GENERAL
ADDRESSED TO THE PRESIDENT OF THE SECURITY COUNCIL

I bave the honour to submit to you, and through you to the members of the
Security Council, tha text of a4 memorandum of understanding consluded today
between the Seecretariat of the United Mations and the Government of Iragq on the
implamentation of Security Council resclution 98§ 11895) of 1¢ April 1995, I am
also submitting to you a lettrer handed over by the Head of Lhe Iragi delagation
upon Signing the memorandum. '

The memorsndum represents an important step in the arrangements that are
required under the resolution to bring it fully intc effect. oOnce &ll the
necessary actions have been taken, I will be in a position to Teport to the
Security Council as provided for in paragraph 13 of the resalution. The present
letter, cherefore, ia submitted with a view to keeping the Council abreast of

{Signed) Boutros BOUTROS-CHALT

¢ Reigsued for technical reasonsg .

5612771 (E) 2205896 230586 /...

R L T
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Memarandum o derstandin tween the Sesretariat o
L ited cig 4 the Government of Ira rhe

implementation of gecurity Counecil resolution 988 {1995}

Segtion T

Genexal provisions

1. The purpose of this Memarandum of Underatanding is to ensure the effective
implementation of Security Council resolutisn %86 {1395} (hereinafter the
Reaolution) .

2. The Piastribution Plan referred to in paragraph 8 (a) [(ii} of the
Resolution, which has to be appraved by the Secretary-Genexal of the United
Nations, constirutes an important slement in the implemantation of tha
Resolution. :

3. Nothing in the present Memorandum should he construed as infringing upon
the sovereignry or territorial integrity of lraq.

4. The provisions of the present Memorandum pertain atriccly and exclusively
to the implementation of the Resoluticn and, as Buch, in no way create a
precedent. It is also understood that the arrangemant. provided for in the
Memorandum is an sxceptional and Cemporary measure.

Section I

Di ibutd lan

5. The Government of Iraq undertakes to effectively guarantes equitable
distribution to the Iraqi population throughout the country of medicine, health
supplies, foodstuffs and materiala and supplies for essential civilian needs
{hereinafter humanitarian supplisa) purchased wirh che proceeds of the sale of
Iragi petroleum and petroleum products.

6. To this end che Government af Irag shall prepare a Distribution Plan
describing in detail the procedures to be followed by the competent Iragi
authorities with a view to ensuring such distribution. The present diatribution
gyatem of such supplies, tha prevailing needs and Mumanitarian conditions in the
various Governorates of Irag shall be taken into conmideration with due regard
to the movereignty of lrag and the national unity of its population. The plan
shall include a cateqorized list of the supplies and goods that Irag imtends to
purchase and import for this purpose on a Bix-month baasis.

7. The part of the Discribution Plan related to tha three northern
Governoraces of Arbil, Dihouk and Suleimaniyeh shall be Prepared in accordance
with Annex I, which constitutes an integral part of this Memorandum.

8. The Distribution Plan shall bs submitted to the Sscretary-General of the
United Nations for approval. If the Secretary-General is satisfied that the
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plan adegquately ensures equitahle distribution of humanitarian supplies to the
Iragi population throughout the country, he will so inform the Govermment of
rag. .

8. It is understood by the Parties to this Memorandum that the Secretary-
General will nut be in a pogition to report as requived in paragraph 13 of the
Regolution unless the plan prepared by the Goverament of Irag meets with hig
approval,

i0. Once the Secretary-General approves the plan, he will forward a copy of cthe
categorized list of the supplies and goods, which constitutea a part of the
plan, to the Security Council Committes established by resolution 661 (1990}

concerning the situation between Irag and Ruwait (hexeinafter the 661 Committee)
for informarion.

i1. A%ter the plan becomes operstiomal, each Party to the present Memorandum
may suggest to the other for its consideration a modification to the plan if it
believes that such adjustment would improve the equitable distribution of
humanicarian supplies and their adequacy.

Saction I1x '
Earahl ish of €3cyow acgount and audit of rhat account

12, The Secretary-General, after consultations with the Government of Iraqy,
will select a major intermational bank and egtablish there the escrow account
described in paragraph 7 of the Resolution, to be kndwn as “the United Nations
Iraq Aceouwnt® (hareinafter the "Irag Account*}, The Secretary-General wiil
negotiate the terms of thig account with the bank and will keep the Government
of Irag fullv informed of his actions in choosing the bank and opening the
account.. All transactions and deductions mandatsd by the Security Council under
paragraph 8 of the Resolution shall be made from the “rraq Account®, whicn will
be administered in accordance with the relevant Financial Regulations and Rules
of “he United Nations. '

13. The Iragi asthorities might designate a senior banking official to liajaae
with the Secretariat of the United Nations on all banking matters ralacing to

14. In accardance with the United Natjions Financial Regulationa, the *Iraq
Account” will be audited by the Board of Auvditors who are sxtegrnal independent
public auditors. As provided for in the Begulatitns, the Board of Auditors will
izsue periodic reparts on the audit of the financial statements relating to the
account. Such reporrs will be submitted by the Board to the Secretary-General
wha will forward them to the §61 Committee and to the Government of Iraq.

15. Nothing in tria Mamsrandum shall be interpreted to =reate a liabilicy on

the part of the United Nations for any purchase made by the Government of Ivag
or any agents acting on its behalf pursuant. to rthe provisions of the Resalution,

/...

e
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Tl O o 2
Sale of perroleum and petraleum products griginating in Iraq

16. Petroleum and petroleum products originating in Irag will be exported via
the Kirkuk-Yumurtalik pipeline through Turkey and from the Mina al-Bakr oil
terminal. The 661 Committee will monitor the exports through those cutlets to
ensure that they are comaistent with the pesolution. Transportation costs in
Turkey will be covered by an additional amount of oil, as forxeseen in the
Resolution and in accordance with procedures to he established by the

g61 Committee. The arrangement betwesn Irxag and Turkey concerning the tariffs
and payment modalitiea for the use of Turkish oil instcallations has been
provided to the 661 Committee.

17. Bach export of petraleum and petroleum products originating in Iraqg shall
be approved by the 661 Committee.

18. petailed provisions concerning the sale of Iragi petroleum and parrsleum
products are contained in Rnnex II, which canstitutes an integral part of this
Memorandum,

Ssetion V

p rement and confi cion oeaduyre

19, The purchase of medicine, health supplies, foodsruffs, and materials and
supplies for essential civilian needs of the Iragi population throughout the
country, as referred to in paragraph 20 of presolution 687 (1981), will, subject
to paragraph 20 helow, be carried out by the Government of Iragq., will follaw
normal commercial practice and be on the basis of the ralevant resolutions »f
the Security Council and procedures af the §61 Committee.

20. The purchase of humanitarian supplies for the three northern Governorates
of Arbil, Dihouk and Suleimaniyeh, as provided for in the Distribution Plan,
will be carried out in accordance with Annex I.

21. The Government of Irag will, except as provided for in paragraph 20,
contract directly with suppliers to arrange the purchase of supplies, ana will
econclude the appropriate coptractual arrangements.

22. Each export of goods to Iraq shall be at the request of the Govermment of
Irag pursuant to paragraph 2 {a) of the Resolution., Accordingly, exporting
States will submit all relevant documentation, including contracts, for all
goods to be exported under the Resolution to the 661 Committee for appropriace
action according to-its procedures., IL iz understood that payment of the
supplier fxom the “Irsqg Account® can take place only for items purchaged by Irag
that are included in the categorized list refezred to in Secetion II of the
preaent Memorandum. Should exceptional circumstances ariss, applications for
the export of additional items may be submitted to the §61 Committee for its
consideration.

w55
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23. As noted above, the 661 Commitfee will take action on applications for tha
export of goods to Iraqg in accordance with ita existing procedures subject to
future modifications under paxagraph 12 of the Resclution. The E61 Commigtee
will inform the Government of Iraq, requesting States, and the Secretary-Gensral
o the actions taken on the requesats submitted.

24. Afrer the 561 Committee has taken action <n the applications for export in
accordance w.ouy its Procedures, the Central Han: of Iraqg will request the bank
holding the “Irag Account* tao open irrevocable letters of credit in favour of
the beneficiaries. Such raquests shall be referred hy theé bank holding che
“Iraq Account® to the United Nations Secretariat for approval of the opening of
the letter of credit by the latter bank, allowing paymwent from the "Iraq
Aecount* upon presentation af credit~conform documents. ‘The letter aof eredic
will require as condition of payment, intex alia, the submission to the bank
holding the “Irag Account” of the documents to be determined by the procedures
established by tha 661 Committee, including the confirmations by the agents
referred te in paragraph 25 below. The United Mations, after consultations with
the Government of Irag., shall determine the clause to he inserted in all
purchase orders, contracts and letters of sraedit regarding payment terms from
the “Iraq Account®. All charges incurred in Irag are to be borne by the
applicant. whareas all charges nutside Iraq are for the account of the
beneficiary.

45, ‘The arrival of goods in Irag purchassd under the plan will ne confirmed by
independenc inspection agents to bha appuinted by the Secretary-General., No
payments can be made until the independent inspection agents provide the
Secretary-General with authenticaced confirmation that the exported goods
concerned have arrived in Iraqg.

26. The independent inspection agentg may be stationed at relevant lragi entry
POLNtE, customs areas or other locations where Che functions set out in
paragraph 27 of this Section can be performed., The number and location of the
stationing points for the agents will be designated by the United Nations atcer
consultations with the Government of Irag.

47. The independent inspection agents will confirm delivery to Iraq of
shipments. They will compare the appropriate documentation, such as bills of
lading, other shipping documents or cargo manifests, and the dacuments issued by
the 661 Committee, against gocda actually arriving in Iragq, They will alsc have
the suthority to pexform duties necessary for guch confirmarion, including:
qQuantity inspection by weight or counc, quality inspection including visval
inapection, sampling, and, when neceasary, laboratory teating.

28. The inspection agents will report all irreqularities ta the Secretary-
General and to the 631 Commitree. If the problem is related to nogmal
commercial practice le.g., some abortlanded goods), the §51 Comnittee and the
Gavernment of Irag are informed, but normal Ccommercial remolutien practices
le.g.. claims) go forth. 1f the matter ig of serious concern, the independent

inspection agents will hold the shipment {n question pending gquidance from the
661 Committee.

-
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2%. As regards the export to Irag of parts and equipment which are essential
for the safe operation of the Kirkuk-Yumixrtalik pipeline system in Irag, the
requests will be submitted to the 661 Committee by the national Government of
the supplier. Such reguesta will be considersd for approval by the Committeg in
accordar== w.th ita procedurss.
0. If the 681 Committee has approved a regquest in accurdance with
paragraph 2%, the provisions of parxagraph 24 shall apply. However, since the
suppliexr can expect payment against future oil sales, as stated in paragraph 10
of the Resolution, the proceeds of which are to De deposited in the “Irag

+ Account®, the bank holding the "Irag Account” will issue an irrevecable lerter
of credir stipulating that payment can only he effected when at the time of
drawing the “Irag Account* has sufficient disposable funds and the United
Nations Secyretariat approves the payment.

31. The requirement of authenticated confirmation of arrival provided for in
thiz Section shall apply alsc to the parts and egquipment mentioned in
paragraph 29,

Section VI
ihution of humanitar supplies pur sed

upder the Digtribution Plan

32. The discribution of humanitarian supplies shall be undertaken by the
Government of Iraq in accordance with the Distribution Plan referred ta in
Secrion II of the present Memorandum. The Government of Irag will keep the
Inited Nacions obgervation perxsonnel informed about the jimplementation of the
plan and the activities that the Government is undertaking.

33. The distribution of humanitarian supplies in the three northern
Governcrates of Arbil, Dihouk and Suleimaniyeh shall be undertaken by the Unxte&
Nations Inter-Agency Humanitarian Programme on behalf of the Government of Irag
under the Distribution Plan with due regard to the sovereignty and territerial
integrity of Yraq in accordance with Ammex I.

144 vI
hservation r i distr £ i ‘af manjtarian
i der 4 £ £ =iy
¥ 1 N

34. The United Nations observation process will be conducted by United Nations
personnel in Irag under the overxll authur;:y af the Departmant of Humanjitarian
Affaixs at United Nations Headquarters in New York in accordance with the
provisions described below. Such observation shall apply to the distribution of
humanicarian supplies financed in accordance with the procedures ssf out in the
Resolution.
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15. The objecrives of the United Nations ohservation process ghall be:

{aj to confirm whather the equitable distyibution of humanitarian supplies to
the Tragi population throughout the country has been ensured;

(b} to ensu.e the effectiveneas of the operation and determine the adequacy of
the available resources to meet Ixaq's humsnitarian needs.

OB VATION PR BES
36. In observing the ecquiitable discvribution and ite adequacy, United Nations -
personnel will use, inter alia, the following procadures,

2

Egod jtemg

17. The obacrvation of the equitahility of food distribution will be based on
information obtained from local markets throughout Irag, the Iragi Ministry of
Trade. the information avatlable to the United Nations and its apecialized
agencies on food imporxtisg, and on sample surveys conducted by United Nations
perscnnel. The observarion will also include the quantity and prices of food
items imported under the Rssulution, )

38. To provide regular updated obgerviation of the most pressing needsa, a gurvey
undertaken by United Nations agencies in cooperation with the appropriate Iraqgi
ministriea will serve ag a bageline for the contimuing okservation of
nueritional status of the population of Irvagq. This informarion will take
aceount. of public health data generated by the Miniatry of Healch {MOR] and the
relevant United Nations agencies,

i lies and "

33. Observation regarding diatribution of medical supplies and equipment will
focus om the existing distribution and storage syatem and will involve wisits to
hospitala, clinics as well as medical and pharmaceutical facilitvies where such
suppliea and equipment are stored. Such observation will also be guided by
health statistics data from MOH and surveys by relevant United Nations agencies,

W, itat g es 1ipre
40. Observation of distribution of water/sanitation supplies and equipment will
focus on the determination that they are used for their intended purposes.
Confirmation will be carried out by collecting dara on the incidence of water-
borne digseazes and by water quality control checks by visits to water and
sanitation facilities by representatives of relevant Umitad Nations agencies.
In thiz regard the United Natioms will rely on all ralevant indicators.

ez
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Ocher materisls and supplies

41. with reference to materials and supplies which do not fall within the three
areas indicated above, in particular, those needed for the rehabilitation of
infrastructures essential to meet humanitarian needs, obsexrvation will focus on
confirmat.on that such materials and sugplies axe delivered to the predefined
destinations in accordance with the Distribution Plan and that they are used for
their intended purposes, and on the determinarion of whether these materials and

supplies are adequate or necessary tO meet assential needs of the Iraqi
population.

CODRDINATION AND TION

a2, The uUnited Nations observation activities will be coordinated by the
Department of Humanitarian Affairs at {mited Nations Readquarters in New York.
observation will be undertaken by United Marions perzonnel. The exact number of
such personnel will be determined by the United Nations taking into account the

practical requirements. The Government of Iraq will be cronsulted in this
regard.

41. The Iraqi authorities will provide to United Naticns personnel the
assistance regquired to facilitate the performance aof their funecions. Uniced
Nations personnel will coordinate with the Iragi competent authorities.

34. In view of the importance of the functions which Unived Nations personnel
will perform in accordance wicth cthe provisions of this Section of the
Memorandum, such personnel shall have, in comnection with the performance of
their Functions, unrestricted freedom of movement, access to documentary
material which they find relevant having discussed the matter with the Iragi

authorities concerned, and the pessibility to make guch contacts as they find
essential.

Secrion VILL
Privilegsc a i

15. In order to facilitate the successful implementation of the Reselution the
following provisions concerning privileges and immunities shall apply:

{a} officials of the United Nations and of Zhy of the Specialized Agencies
performing functions in connection with the implementation cf the
Resolurion shall enjoy the privileges and immnities applicable to them
under Articles V and VIT of the Convention on the Privileges and Immunities
of the United Nations, or Articles VI and VIII of the Convention onm the
frivileges and Immunities of the Specialired igenciea to which Iraq is a
parey;

{bi independent inspection agents, technical experts and other specialiscs

appointed by the Secrctary-General of the tnited Nations or by leads of the
specialized Agencies congerned and perfarming functions in connection with

F
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the implementation of the Resolution, whose names will be communicated to

the Government of Irag, shall énjoy the privileges and immunities accorded
to experts on mission for the United Nations or for the Specislized Agency
under Article VI of the Convention on the Privileges and Immunities of the
United Nations or the relevant Annexes of the Convention on the Privileges
and Immunities of the Specialized Agencies respactively;

{e) personc .:sforming contraciual services ‘or the lnited MNations in
cannection with the implementation of the kesolution, whose names will be
communicated to the Government of Irag, shall enjoy the privileges and
immunities referred to in sub-paragraph (b] above concerning experts on
mission appointed by the United Mations.

€. In addivien, efficials, expercts and other personnel referred to in
paragraph 4% above shali have the right of unimpeded entry inte and exit from
iraq and shall be issued visas by the Iragi authorities promptly and free of
charge.

47. It is further understood that the Unitéd Nations and its Specialized
Agencies shall enjoy freadeom of entry into and exit from lraq without delay ox
hindrance of supplies, equipment and means of surface transpart required for the
implementation of the Resolution and that the Government of Irag agrees to allow
them to, temporarily, import such equipment free of customs or other duties.

48. Any issue relating to privileges and immunities, including safety and
broteccion of the United Wations and ita personnel, not covered by the
provisions of this Section chall be governed by paragraph 16 of the Resolution.

Section IX
one i

43. The Secretariat of the United Naticns and the Gavernment of Irag shall, if
necessary, hold consultations on how to achieve the mast effective
implementation of the present Memorandum.

Section X
Eipal clauses
50. The present Memorandum shall enter into force following signature, on tha
day when paragraphs 1 and 2 of the Resclution beZome eperatisnal and shall

remain in force until the expiration of the 180 day period referred to in
Paragraph 3 of the Regolution.

/-..
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51. Pending its eatry into force, the Memorandum shall be given by the United
Nations and the Government of Irag provisional effect.

SIGNED this 20cth day af May 1996 at New York in two originals in Bnglish.

Por the United Natiocna For the Government of XIxag

{Sigqned}! Hans CORRBLL
Under-Secyretary-General
The Legil Counsel

{Signed} Abdul Amir AL-ANBARI
Ambassador Plenipotentiary
Head of the Delegation of Irag

ves
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1. In oxdex to ensura the effective implementation of paragraph 8 (b) of the
Resclution, che following arrangements shall apply in respect of the Iraqi
Governorates of Arbil, Dihouk and Suleimaniyeh. These arrangementa shall be
implemented with due regard to the savereignty and territorial integrity of
Iraq, and ro the principle of equitable distribution of humanitarian supplies
throughout the country,

2. The United Naticns Inter-Agency Humanitarian Programme shall callect and
analyze pertinent information on humanitarian needa in the rhree aorchern
Goveranorates. On the basis of that information, tha Programme wil) detsrmine
the himanitarian requivementa of the three northsrn Governorates for dimcussion
with the Government of Irag and subsequent incorporation inm the Distribution
Plan. 1In preparing estimates of food needs, the Programme will takae into
consideration all relevant circumatances, both within the three northern
Governorates and in the reas of the country, in order to ensure equitable
distriburion. Specific rehabilitation needs in the thres northern Governorates
shall receive rhe necessary attenticn.

3. Within a week following the spproval of the Distribution Plan by the
Secretary-General, the Programme and the Government of Irag will hold
discussions to enable the Programme to determine how the procurement of
humanitarian supplies for the chree northern Governoratea can be undertaken most
efficiently. These discussions should bo guided by rhe fallowing
comsiderations. The bulk purchase by the Government of Iragq of standard food
commodicies and medicine may be tha mnst coat-effoctive means of procurement.
Other materials and supplies for esgential civilian needs, specifically required
for the rhree northern Governorates, may be more suitably procured through the
Unicted Nations system in view of technical aspects related to their proper use.

4, To the extent that purchases and deliveries are made by the Government of
iraq- in response to the written communication of the Programme, an amount
corresponding to the cost of the delivered goods will be deducted from the
amount allocated to the Programme from the *Iraq Account®,

5. Humanitarian supplies desatined for digtriburion in the three northern
Governorates shall be delivered by the Programme to warehouses located within
these Governorates. Such supplies can also be deliversd by the Governsent of
lrag or the Programme, as appropriate, to warehouses in. Kirkuk and Moaul ., The
warehouses shall be managed by the PFrogramma. The Government of Irag shall
enaure the prowmpt customs and adminiptrative clearances to enable che safe and
quick transit of such supplies to the thres aorthern Governorates.

& . The Programme shall be reaponsible im the three northern Governarares for
the storage. handling, internal Crangportation, diastribution and confirmation of
equitable digeriburion of humanitsrian supplies. The Programme will keep the
Government of Iraq informed on the implementation of digtribution.

7. Whenever possible and cogt-sffective, the Programme ahall use apprapriare
local distribution mechanisms which are comparabla to those existing in the regt

feas
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of Iraq in ordex to effectively reach the population. Recipients under chis
arrangement will pay a fee for invernal transportation, handling, and
distyibution as in the rast af the country. The Programme ahall ensure that the
special needs of internally displaced persons, refugees, hospital in-patients

and other vulnerable groups in nead of supplementary food are appropriately met,
and will ‘+eep the government of Irag informed.

8. The Programme will observe that humanitarian supplies are used for their
intended purposes, through visits to sites and by collecting relevant dacta. The
Programmne will report to the pepartment of Humanitarian Affairxs at Uniced
Nations Readguarters in Mew York and the Government of lraq any violation
ohserved by the Programme.
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1. The State concerned or, if the 661 Committee 5o decides, the narional

petroléum purthaser authorized by the 661 Committee, shall submit to the
Committee fr- »a~dling and approval the appliza~ion, including the relevant
contractual documents covering the aales of such petroleum and petroleum
products, for the proposed purchase of Iragli petroleum and petroleum pxuducta:
endorsed by the Governmant of Iraq or the Iragi State 04l Marketing Organization
thereinafter SOMO} on behalf of the Sovernment. Such endorsement could be done
by sending a copy of the contract to tha 661 Committen., The applicacxcn shall
include details of the purchase price at fair market value, the export route,
opening of a letter of eredit payable to the "Irag Account*, and other necessary
inforpation regquired by the Committee., The zales of petroleum and petrcleum
products shall be covered by contractual documents. A copy of these documencs
shall be included in the information provided to the 651 Committee togetheyr with
the application for forwarding to the independent inspection agents deacribed in
paraqraph 4 of this Anneax. The contractual documents should contain the
following imformation: gquantity and quality of petroleum and petrcleum )
produces, duracion of contract, credit and payment terms and pricing mechanism,
The pricing mechanism for petroleum should include the following points: marker

erude oil and type of guotatione to be used, adjustments for transportation and
quality, and pricing dates.

2. irrevacable confirmed letters of credit will be opaned by the nil
purchaser’s bank with the irrevocable undartaking that the proceeds of the
lecter of cradic will be paid direetly to the "Iraq Account™. For this purpose,
the following clauses will have to be inserted in each letter of credit:

- Provided all terms and conditions of this letter of credit are complied

wich, proceeds of this letter of credit will be ivrevocably paid inte the
“Irag Accounc® wita ...... Bank . *

- Rll charges within Iraq are for the beneficiary's account, whereas all
charges ouiside lrag are to be borne by the purchaser.®

3. All such letters of credit will have to be directed by the purchaser’s bank
to the bank holding the "Iraqg Account* with the request that the latter adds its

confirmation and forwardas it to the Central Bank of Iraq for the purpose of
advising SOMO.

4. . The sale of petroleum and petroleum products originating in Irag will be
monitored by United Nations independent oil experts appointed by the Secretary-
General of the United Mationa to assist the 651 Committee. The monitoring of
0il exports will be carried out by independent inspection agents ar the loading
facilicies at Ceyban and Mina al-Bakr and, if the £61 Committee so decides, at
the pipeline metering station at the Irag-Turkey border, and would include
quality and quantcity verification. They would authorize the loading, afcer they
receive the information from the United Nations oil experts that the relevant
contract has heen approved, and report te the United Watjoas.

. ' Jon.

g1
[T

A1}



g3/13/90 11:49

NO. 828 vE3
5/1956/356
English .
Page 14
. -
S. The United Nations will recaive monthly reporte from SOMO onm the actual
volume and type of petruleum products exported under the relevant sales
contracts. ’
6. The United Mations Secretariat and SOMO shall maintain continuing contact

and in parcirular United Natrions oil experts shall meet routinely with SOMO
repregentaclises to review market conditic.s and @il sales.
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Letter daved 20 May 13996 fxom the Head of delegation
of Irag addreosed to the Legal Counsel

In refersnce to the memorandum of understanding signed today and ag I
advised you during the discussion that a letter would ba sent to you concarning
the position of Iraq as to the cost of production and tranesportation aof oil
inside Irag, I state below Izaq’s position, which I request that you include in
the official ~=~o-d of our discusaion:

The Iragi delegation explained during the diacussion that the cost of
producrion and transportation of petroleum excluding expenses in local ourrency.,
is currently estimated at USS 2.00 per barrel. Such cost had to be deducted
from the sale price or recovered through the production and export of mxtra
gquantity of petroleum and petroleum products. In either case the amount
referred to above would be deposited in the "Iraq account® to be utilized for
the import of spare parts and other itema necessary for the maintenance and
sustaining of production and transportation operationa as is rhe established
practice in the oil induatry, stherwise production and transportation operations
would be hindered and eventually come to a halt.

Nevertheless, and in order to facilitate the concluaion of this memorandum
of understanding, the Iragi delegation agreed not to inaiar on the acceprance of
its posmition by rhe United Nationas Secretariat delegation at this atage and
agreed to have it included in a Separate letter addressed to the Head of the
delegacion of the United Nations Secretariat for considevation in any future -
discussion.

Although the matter is not discusged, the Iragi delegation wighes to state
that a third ocutlet for Iraqi petroleum export could be via the Syrian Axab
Republic,

[8igned) Ambassador A. Amiz ANBARI
Head of the delegation of Ixeq

-

-
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BNP PARIBAS

»

M EMORANDUM

Date: May 9, 2003

Ta: Dominique Remy

From: Pierre Veyres

Copy:  Lincoln Paylon

Re: Chronology of Ol For Food Program Banking Events

Please find attached here below a synopsis of events that were significant for BNP/BNP Paribas:

June 3, 1996
June 7, 1986
June 18, 1996

Sept. 12, 1996

Dec. 10, 1988
Dec. 27, 1996
Jan. 17, 1997
Feb. 14, 1997

Request for Proposai of this date sent to BNP,

BNP response to RFP sent to UN Treasury under competitive bidding procedure.

Notification that BNP won the bid sent to Pierre Schaeider by UN Controller.

Agreement For Banking Services (ABS) signed by UN and BNP afier six weeks of negotiation. Valid
unitit March 26, 1997. Along with BNP Paribas, Chase has managed the various accounts which
represented 47% of the funds at that time (pow itis 41%)

Phase | begins, first oil cargo loaded.

UN allows BNP to sell risk participations in confirmations of oil L/Cs opened by Turkish banks.
Amendment no. 1 to ABS signed changing authorized signatories.

First humanitarian L/C issued by BNP,

Several amendments to ABS and renewal of several phases in between.

Dec. 12, 1598

Buring 2000

June 8, 2000
Sept. 27, 2000

Phase Vil begins.
BExtension to ABS signed by UN with validity until Sept. 27, 2000.

Diversification of funds at banks selected by UN begins (Deutsche Bank, HypoVereinsbank, BBVA,
CAl).

Phase VIl begins.

Extension te ABS signed by UN with validity unlil March 26, 2001.
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Nov. 13, 2000

Dec. 8, 2000
Dec 18 2000

Jan 9, 2001

Jan 18, 2001

Mar. 28, 2001

Mar. 30, 2001

Apr. 27, 2001

Amendment no. 4 10 ABS signed adding Euro Sub-Account and format of oil L/Cs, now to be
denominated in Euros.

Phase !X begins.

Letter from the Permanent Representative of Iraq to the UN Security Coundil raising some
operational issues and insisting on a diversification of the banking activities

Letter from the Iraqi Ministry of Foreign Affairs to the UN General Secretary alerting him about
serious operational issues

Letter from the UN Under Secretary General to the iraqi Minister of Foreign Affairs explaining the

operational situation and suggesting to lraq to deploy in NY a representative of CBI in order to
resoive practical issues

Extension to ABS signed by UN with validity until Sept. 24, 2001.

Request for Proposal of this date sent to BNPP for diversification of letter of credit business and new
pricing. Sent by Joseph Connor, Under-Secretary-General, Department of Management.

RFP bid for diversification of letters of credit sent to UN with validity of June 30, 2001.

In between extensions of phase, amendment to our ABS, renewals of our bid under the RFP

QCcl. 26, 2001

Nov. 16, 2001

Nov. 29, 2001

Dec. 1, 2001

Jan. 9, 2002

Jan. 22, 2002

Jan 2002

Feb. &, 2002

Feb 2002

Letter received from UN Procurement Division rejecting all proposals and indicating that the UN
would enter into negotiated agreements directly with each of the invited banks, the pricing to be

matched being in praclice the one submitled by BNP Paribasg in the 1% round {meaning BNPP's
pricing was likely the lowest one),

RFPS-311 and RFPS-312 regarding diversification of oil and humanitarian letters of credit sent to
BNPP. Sent by UN Procurement Division.

RFPS bids sent to UN with validity of Jan. 31, 2002 (after clarification and re-adjustments by the UN
of several points that were not properly addressed by the UN in its RFP).

Phase Xl begins.

RFPS-330 for “best and final offer” regarding diversification of humanitarian L/Cs sent 1o BNPP by

UN Procurement Division, i was stated that one of the intended reciplents did not receive the
solicitation RFPS-312.

Response t0 RFPS-330 sent to UN with a validity of Aprif 23, 2002,

BNP Paribas informed (unofficially) that several banks short-listed for the 1% round have either
decided not to bid finally or have been not retained by the UN after round 1 or 2.

Letter from UN regarding RFPS-311, 312 and 330 indicating that the UN intends to enter into direct

negotiations for award of contracts for both Oil letters of credit and Humanitarian letters of Credit,
respectively,

Several meetings between UN and CBI in Baghdad regarding the banking side of the Program, this

leading to some changes decided by the UN as for the handling of discrepant documents presented
for payment, notably expired 1.Cs
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Feb. 25,2002 Extension to ABS signed by UN with validity until Dec. 31, 2002.

May 2002 BNP Paribas informed by the UN that the oit LCs will be split on an equat basis between 2 banks
(BNPP and CS) whilst humanitarian LCs will be shared, going forward, between 4 banks {(BNPP, CS,
DB and BBVA) on an basis that had to be defined; all this was going to be implemented gradually by

May and June 2002 subject to an agreement between the UN and the lragi Government on the
practical implementation of the diversification

May 30, 2002 Phase XII begins.

October, 2002 Deutsche Bank had finalized the documentation in order to start the issuance of humanitarian

LCs with the upcoming start of Phase Xlii : DB credit rating downgraded by Fitch IBCA and informed
by the UN it could not issue LC as long as its “individual rating™ would be C or below.

Dec. 5, 2002  Phase XIll begins.
Apr.2,2002  Extension to ABS signed by UN with validity until Dec. 31, 2003.

Apr. 4,2003  Amendment no. 5 to ABS signed covering changes resulting from Resolution 1472 (and 1476}, UN
now assuming the role of the applicant, i.e. Iragi buyers, for an interim period until June 3rd.,
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May 14th

BNP Paribas and the UN Oil for Food Program

1) How was BNP selected by the United Nations 7.

Resolution 986 of the UN Security Council gave the responsibility of establishing an escrow account to
the Secretary-General of the UN. The Secretary-General was to select an international bank and
negotiate the terms of the account under the Memorandum of Understanding Between the Secretariat
of the U.N. and the Government of Iraq.

According to the Secretary-General's report, dated November 25, 1996, the selection process for the
holder of the escrow account began with the preparation of a *working list of major banks i ail paris of
the world with the necessary credit quatity ratings, strong capital positions, and the capabilities to
provide the services necessary for the account.” After consulting with the Government of Irag, a short-
list of those banks were asked in June 1996 via a Request for a Proposal ("RFP"), BNP being one of
these banks, to submit written proposals to the U.N. ocullining their services and prices. The RFP
requested, among other objective criteria, pricing and inquired into the bani's capabilities to handle
business of the program's size. According to the UN, only 4 banks made a formal offer - Chase
Manhattan, BNP, Credit Suisse and UBS.

In 1998, The Secretary-General reported "after careful consideration of the proposals received,
Banque Nationale de Paris was selected as the holder of the escrow account, and the account was
subsequently opened.” BNP's large international network, notably in Middle-East which was one of
the criteria for the UN, and high credit ratings gave it a competitive edge over the other banks,
including Credit Suisse which was the only bank who had made a lower bid than BNP. At that time
{and still today), BNP had a much larger international network and a strong commuodities business
than Credit Suisse. Most importantly BNP was abie to commit with regards to the confirmation fisk on
ali the buyers’ banks whilst Credit Suisse was not willing to do so. Therefore, BNP was a natural
choice for the 59 % account (59 % of the funds derived from fraqi Oil sales are managed on one
account whilst the balance is allocated by the UN to the Compensation Commission and the Iraq
Northern Governorates. Along with BNP, Chase Manhattan controlled since the inception of the OfF

those other accounts, i.e. 41 % of the total funds and, particutarly, the 13% ailocated to the irag
Northern Governorates.

After six weeks of negofiations, on September 12, 1896, an agresment for banking services for the Qij-
for-Food Program was signed by the U.N. and BNP.

It should be noted that the U.N. has repeteadly confirmed that the selection of BNE was based on a
competitive bidding process (See Benon V. Sevan, Exec. Dir. Qil-For-Food Program, Oil-For-Food,
the LLN. View, N.Y. Times, Apr. 24, 2003).

There has been one story finking one of Paribas' largest private shareholder, an fragi-born
businessman named Nadhmi Auchi, to the Hussein government, which drives speculation that BNP
Paribas was selected because of Iragi persistence (N.Y. Times, Apr. 30, 2003). Mr. Auchi was indeed
a shareholder of Paribas in 1996 but it does not make any sense to imagine that he could have played
any part in helping a competitor of Paribas win the account, ie. BNP. The 2 banks were totaiy
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independent at that time and until 2000 when BNP and Paribas merged, after an aborted proposed
merger in 1999 between Paribas and Société Génerale. Currently, Mr. Auchi has no involvement in

BNP Paribas other than an indirect passive investment in less than one-half of one percent of the
hank's outstanding stock.

2) Role of BNP Pal ter Ol for Eood

The role of BNP Paribas consists strictly of delivering banking services to the UN General Secretary /
Treasury Department, its client. The bank intervenes only when contracts have been signed between
the Iragi entity and their counterparts, oil traders or exporters of humanitarian goods, these contracts

being then approved by the relevant UN depariments which report in that respect to the members of
the Security Council.

in practice, applications for export of goods to iraq under SC Resolution 986, for which payment is to
be made from the United Nations traq accourt, are submitted to the UN Office of lraq Programme
{"OiP") by relevant National Missions and UN agencies. The applications are reviewed by UN Office of
the Irag Programme ("OIP") experts and provided the application is in compliance with ail the
requirements of the Memorandum of Understanding between Iraq and the UN, the application is then
forwarded for further processing to United Nations Monitoring, Verification and inspection Commission
("UNMOVIC") and The International Atomic Energy Agency ("IAEA®). The Head of the OIP reports on
a regular basis to the UN Security Councii about the situation of the Program. From a more practical
standpoint, the approval process of the contracts is under the supervision of the UN 681 Committee
where all members of the Security Councll ate represented,

Once all the U.N. paperwork is completed, the Central Bank of Irag requests the issuance of the LC
which is processed by BNP Paribas, once the UN has given its approval. Generally, the goods are
then shipped by the exporier. Once the goods arrive in Iraq, they are inspected by independent
experts of a Swiss company Cotecna, appointed by the U.N. The payment of these goods can then
be processed by BNP Paribas under 3 conditions: I} the shipping documents are compliant with the
UN LC, ii) the UN has produced a certificate based on the inspediion’s report from Colecna on a case-
by-case basis lif} and the UN has approved the specific payment. The pre-requisites i} and i) are not
standard banking practices and have been implemented due to the unique profile of the Program,
which allows the UN to be certain about the nature/destination of the goods as well as the payment to
the exporter. In other terms this alse allows the members of the Security Council, members of the UN
881 Comimittee, to enforce the giobal conformity of the transactions with the relevant procedures.

In the same vein, the oll transactions under Oil for Food do comply with the standard industry practice
but several additional "control” steps have to be executed in order to complete a transaction : i) each
contract between the lraql official exporter (SOMO) and a buyer has to be approved by the UN Oit
Qverseers, two independent experts coming from Oil majors who report to the UN, Hi) the loading of
the ofl is supervised by an independent Dutch company (Saybolt, well known in the off industry) who
has been appointed by the UN, iii) at the stage of the payment all shipping documents are reviewed

by the UN Qil Overseers and the cil price is established by the UN 661 Committee before the bank
can process the fransaction.

3) The management of the Qil for Food funds

BNP Paribas has no control over how money is spent under the Oli-for-Food Program. As explained
above, BNP Paribas neither approves the supplies being purchased, nor the list of suppliers, nor the
contracts themselves. in addition, BNP Paribas has no involvement in arranging the relationship
between the suppliers and Iraq, nor between ol buyers and the SOMO. So the directions of the funds,
either incoming or outgoing, is at the sole discretion of the UN General Secretary which repons 1o the
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Security Council members. BNP is not responsible for monitoring or auditing moneys that ieave the
bank. BNP Paribas’ role is to pay the exporter of goods upon confirmation by U.N. inspectors, credit
the account, divide the funds and transfer them pursuant to U.N. instructions, and invest the balance
pursuant to U.N. Treasury requests. As part of the additionnal tight controls, Oil for Food LCs are
nontransferable and payable only to the named beneficiary. BNP Paribas is audited internally by its
audit department, and externally by PriceWaterhouse. In addition, various Federal and State agencies

audit the bank. As far as BNP Paribas is aware, no issues have been raised as to improper use of Oil-
for-Food funds.

BNP Paribas is not the only bank holding funds for the United Nations Qil-for-Food Program;, other
banks also holds these funds, particularly Chase since inception,,

Other banks have been involved in holding Oil-for-Food funds from the outset of the Program.
Although, 100% of the proceeds from the sale of ol fiow through BNP Paribas, only 58% remains in its
custody for purchasing humanitarian supplies. Upon the receipt of oll proceeds, BNP Paribas is given
strict instructions by the UN Treasury Department regarding the division and transfer of funds
according to the schema defined by the UN Secretary-General in 1896. Moreover, in 1998, the

Secretary-General reported that the aliccation of proceeds of Iraql ol sales were divided amongst
“seven funds.”

Not knowing the full capacity of the Program, it made sense in the beginning to limit the investment to
53% (iater on this number has been increased bythe UN Security Council up to 58%) in the U.N. Iraq
Account and the issuance of supply LCs to one bank. In the beginning of the Program, the
Government of iraq rejected diversification, iraq's view being at that time that U.N. sanctions were only
temporaty and there was no need to complicate the situation by involving numerous banks. Once fraq
accepted the reality that sanctions were remaining for a longer than expected period of time, a debate
ensued between Irag and the U.N. on how the funds shouid be diversified. One reason for not keeping
the funds mainly with BNP Paribas, as expressed in the Financial Times in 2002, was that it would
be "easier for ragis to play games and abuse the system after the diversification than” with a single
bank managing the LCs and a majority of invesiments (Financial Times, Feb. 2, 2002). As a matter of

tact the Iragi Government pushed actively and publicly in 2000 for a banking diversification of the
Program.

By end of 2000 BNP Paribas put together scenarios of how to best diversify; however, the U.N. never
seriously entertained BNP Paribas’ suggestions. In 2000, other banks were however brought in to
“manage" approximately 15-20% of the funds (cf. above mentioned), BNP Paribas finally managing
approximately 50% of the total funds, Going forward, the U.N. continued to instruct BNP Paribas as to
how, where, and when to transfer these funds. Pursuant to U.N. instructions, three institutions,
namely Crédit Agricole, Credit Suisse First Boston, and BBVA, each took a piece of the 53% account
for investment purposes. Between 2000 and 2002, Deutsche Bank and HypoVereinsbank had some
deposits too that they no longer hold due to various reasons, Deutsche Bank because of the
downgrading of its credit rating. BNP Paribas requires a larger portion of the 58% account o remain
in its custody as collateral for the supply LCs It Issues under the Program. Along with these banks,
Chase Manhattan continued to hold several accounts representing a combined 41%.

in March 2001, the UN launched a Request For Proposal for the issuance of LCs. In late 2002 the last
step of this series of three RFPs resulling in an order to execute a deal for overall diversification
(LCs and investments) between the U.N. and Deutsche Bank, this however collapsed because
Deutsche's Fitch-IBCA credit rating dropped below the U.N's threshold { to *C™). As a resuit, even

though the U.N. made an attempt to diversify the entire Oil-for-Food Program, the supply LC business
remains with BNP Paribas.

In practice UN gives instructions to BNP Paribas to invest every penny in the account, the UN
benchmarking on a daily basis BNP market rates with its other banks (notably Chase and CSFB). All
interest earned is reinvested in fact in the fund to purchase humanitarian supplies, as publicly attested

to by Mr. Benon Sevan, Executive Director of the Oil-for-Food Program {Fox New Channel, Apr. 28,
2003).
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4) impact of Oil for Food on BNP Paribas

All fees received by BNP Paribas are commercially reasonable and s remineration is made by either
the exporter of humanitarian supplies (15 bps flat) or by the oil buyer (11bps flat). This is rather
modest compared to normal commercial rates, considering these L.Cs are not typical and do involve
much more paper work and time than normal, notably due to the reconciliation between the Cotecna
proof of inspection at the delivery point and the other documents of the LC.

There is, in general, an enormous amount of work involved in issuing or confirming and negotiating
LCs under the Program. As an order of magnitude, for the approximately OfF 5000 L.Cs per year BNP
Paribas issues it requires the attentlon of a 95 person staff whilst normally, in similar BNP Paribas
departments, a similar staff process over 20,000 LCs within the year. In the same vein, there were
several significant additional costs that the bank had to bear such as telex systems due to the
particular situation of iraq. This extraordinary burden ws also due to the change in the nature of the
program over the time, from short-term standard transactions at the inception {food and medecine
mostly) to fairly long and complicated LCs for spare parts for the Iragi Ministers of Electricity,
Transportation or Oil Ministers. For example, the number of negotiations under one LC has been up
to 100 over 2 years, some of them consisting of more than 1,500 pages of decuments produced by

UN/ Cotecna, for which the bank has got nothing but the initial 15 bps up-front fees. BNP personnel

had to go through these reports line py line, item by item to confirm the values of goods shipped.

BNP Paribas had originally charged a *cash management” fee to the U.N. but this has been waived
when the paper work required to bill the U.N. became more burdensome than the modest fee was
actually worth. At the same time the U.N.'s treasury department is sophisticated and deals with
multiple banks on a daily basis {see the comment above). For that reason alone, BNFP Paribas is
forced to stay competitive with interest and foreign exchange rates
From a more giobal standpoint, BNP Paribas is the woridwide leader bank in the oil business, its
operations in the main marketpiaces being gignificant. The OfF has certainly brought an additionnal
expertise into the bank as well as more knowledge of oil players, nevertheless it represents a small

part of the activity of the business line and fess than one tenth of a percent of the bank's total
revenues.
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ECEP Americas April 7, 2004
UN Qil for Food

A Brief History and Update on the Banking Side
of the United Nations Oil for Food Program

Fhat is the historical involvement of the banks in the United Nations Qil for Food Program?

The UN Gil for Food Program was established by the UN in 1996, It was established out of the desire
to alleviate the suffering of the Iragi people arising from the sanctions that were imposed on Irag
immediately after Iraq’s invasion of Kuwait. The Program permitted Iraq to sell oil but only so long as
the proceeds of such sales were used to purchase authorized humanitarian goods and for other
purposes permitted by the UN (described below). These goods were originally limited to food and
medicine, As the Program progressed, the list of authorized humanitarian goods was expanded to
include other goods approved by the UN, .

All oil revenues arising from the sale of Iraqi oil under the Program were to be directed to a UN bank
account to be established by the UN at an international bank. Of these revenues, 59% were dedicated
to the purchase of food, medicine and other humanitarian goods by the Iraqgi Government under the
control of the UN, The remaining 41% of the oil revenues was allocated to the UN Compensation
Funds for damages from the first Gulf War (25%), to supplies for the Northern Part of Irag under the
direct management of UN agencies and departments (13%), as well as to the UN for its management
fees and weapons inspection expenses (3% of overall oil sales), Under the Program, the UN Security
Council - through its specific “Sanctions 661 Committee” - had to approve each and every oil and
humanitarian contract, any disagreement by any member state blocking a transaction.

In connection with the Program, BNFP was selected in 1996 by the UN to hold the escrow account and
issue or confirm the letters of credit related to the import/export contracts within the OfF Program
through a competitive bidding process involving (to our knowledge) approximately 50 banks, four of
them being short-listed on the basis of qualitative criteria (credit rating, international network, capacity
in trade finance, etc) and pricing,

The UN opened an escrow account at BNP into which the proceeds of the oil sales under the Program
were deposited and selected BNP to handle the documentary credit requirements of the Program. From
the Program’s inception, 41% of the oil proceeds were immediately transferred by the UN to the UN’s
account at JPMorganChase; the remaining 59% balance was held at BNP to secure BNP's issuance of
humanitarian letters of credit under the Program. Any amount of the 59% not then needed as collateral

wag held (prior to diversification- see below) by BNP pending issuance of humanitarian letters of
credit by BNP,

For the documentary part, the role of the selected bank was twofold: i) confirm L/C's issued by the
banks of the oil buyers and ii) issue humanitarian L/C’s on behalf of the UN in favor of suppliers of
goods to Iraq. BNPP handled the first transaction in December 1996.
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1t must be noted that BNPP has never been involved in the commercial discussion/negotiations
between Iraqi counter-parties and buyers of oil or suppliers of goods. BNPP was not aware of the
terms of the humanitarian contracts, the bank dealing exclusively with letters of credit, which remain
an operating tool distinct and independent from the underlying commercial contract according to UCP
500 rules (which have been applied by the UN to the OfF Program).

In late 2000, when the Iragi government agreed with the UN to switch from USD to EUR for the oil.
sales, it was also decided that the custody of the 59% escrow account funds (in excess of the amount
needed to secure outstanding humanitarian letters of credit) should be diversified. Deutsche Bank,
HypoVereinsbank, BBVA, and Credit Agricole have participated over time to the 59% side of this
Program. The 41% account remained with JPMorganChase since the inception of the Program, Allin
all, BNPP held over time, between 50% and 59% of the total funds managed by the UN under the
Program

In terms of cash-management, the bank has indeed been in competition with top players in the
industry; the UN has bench-marked our interest rates consistently and then made investment decisions.
The interests generated by the deposits on the escrow account have been re-invested by the UN in the
OfF funds. Foreign Exchange transactions were also concluded at the discretion of the UN (the oil
revenues were in EUR since the end of 2000, whilst a large portion of the OfF expenses were USD-
based), BNP Paribas being one of the banks dealing FX with the UN.

Subsequently the UN Treasury Department launched a Request for Proposal early 2001 in order to
diversify the documentary part of the Program. In April 2002, after three successive rounds of
competition, four banks (CSFB, Deutsche, BBVA, and BNPP} were finally selected for the
documentary part of the OfF Program, BNPP being best bidder and “virtnally™ retained for
approximately half of the total operation. The UN then started to re-negotiate agreements with banks
but, for reasons unknown from us, never implemented that second step of the diversification,

> In short, under a competitive bidding process organized by the UN, BNP was selected by
the UN in 1996 to handle the documentary transactions involving Iraq under OfF. During the
Program, a large part of the OfF funds was held by other banks.

Which measures were implemented in order to control the Program?

As a general comment, all actions by BNPP took place within a framework designed by the UN

General Secretariat on behalf of the Security Council and formalized via the banking contract binding
the UN and BNPP,

In addition to the fact that the bank, as is usual in the trade business, was not privy to the commercial
negotiations between Irag and its counterparties, as well as to the contracts approval process within the
UN organization, the OfF Program was tightly controlled on the banking side. Indeed the lengthy and
cumbersome banking process set up by the UN has been a consistent complaint over time from traders

- and exporters from all over the world, the bank being under the spotlight due to the application of
these rules designed by the UN.

In order to execute and process any banking transaction—any oil L/C confirmation, any oil L/C
negotiation, any issuance, amendment, or payment of any humanitarian L/C—BNPP systematically
required formal approval from the UN. Any other specific request from the Central Bank of Iraq was
systematically submitted to the UN for instruction. In addition, the UN L/C’s were not transferable
and the possibility of assignments of proceeds was significantly restricted.
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As mentioned above, all transactions were governed by UCP 500 documentary rules but there were
also some extra requirements:

i) the price of the oil was established by the UN Sanctions Commitiee in NY after
recommendation from UN Oil overseers; this was stated in a formal approval,
if) on the ground, the lifting of the oil was controlled by Saybolt (an independent
~ company, well known in the industry, which was appointed by the UN), which had to
issue a certificate stating volumes and grade notably,
iii) any set of documents presented by an exporter of goods for payment had to include
two specific documents:
- @ letter from the UN Sanctions Committee approving the contract
- a Confirmation of Arrival issued by the UN on the basig of an inspection
report upon the delivery of the goods at the Iraqi border by an independent
company appointed by the UN (for some categories of goods a sample
was also sent to an independent lab for double-checking),

Finally, all decisions in terms of cash-management were made by the UN Treasury Department.

From a US regulatory standpoint, all OfF transactions were screened through the Office for Foreign
Assets Control filter (OFAC).

» To summarize, the banking side of the OfF was isolated from the contract negotiation and
UN approval process and was very strictly designed by the UN, notably due to some
additional checks on the ground It placed at its center the UN Treasury Department, which

was the decision-maker overall and on a daily basis, this being in addilion to, the usuali US
tight regulatory context.

The commitment of BNP Paribas NY

Up until 2000, the bank had dedicated some Front-Office and Back-Office resources to the OfF
Program. Following a sharp increase in the volume of transactions since mid-2000 (from 7,000
transactions per year in 1999 up to 25,000 in 2001), the bank massively re-organized and invested in

order to meet the challenge: new managers, additional staff (from 25 up to 90 in 12 months), and IT
systems.

This allowed the bank to deliver a good quality of service to exporters and to the UN. In particular, the
commitment of the bank was to quick turnaround of transactions, a crucial point for all players.
Meanwhile the bank expanded their Customer Service Unit, up to 14 employees, in order to handle
incuiries from exporters. This has been appreciated in the market,

Qur relationship with the [N

Over the last seven years, under the OfF Program, BNPP has overall enjoyed a relatively good
relationship with the UN, its client. This was achieved in spite of the “construction of the Program”
which at times left the bank in the middle among political and commercial players with divergent
interests. In addition, the complexity of the UN organization has to be taken into account .

There were some frictions at times, notably in 2000 for various reasons. Since then, the relationship
with the UN and its decision-makers has significantly improved, the UN appreciating the high level of
service we have consistently delivered to them. And all this in a context of high volumes.
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In the post-war context, in particular, given the sense of emergency and the involvment of many new
players such as different UN agencies (UNICEF, UNDP, WHO....etc), the role of the UN Treasury has
been more complicated and decisive than in the past. Once again our bank has been pro-active and has

efficiently supported our counterparts at the UN, especially during the last several months when
assisting the UN with numerous LC issuances and amendments.

> A challenging but overall good relationship with the UN.

Current situation of_the Oil for Food Program and its upcoming evolution

The OfF Program was officially terminated on November 21, 2003. Though the deadline has passed,
the Program has continued to operate under the joint control of the UN and the Coalition Provisional
Authority (CPA). As far as the bank is concerned, it has continued to issue and amend bumanitarian
Letters of Credit related to priority contracts selected by the tri-partite group consisting of the UN, the
CPA and the new Iraqi Ministries in order to meet the urgent needs of the Iragi population. On the
other side, the activity on the oil export side ceased right after the war in April,

The level of cash in the UN's account with BNP amounts to $6.5Bn as of today, the amount of
collateral being $6Bn. There are some 2,500 humanitarian L/C s on the books, $4.8Bn of those $6Bn
expiring between now and the end of this year. The bulk of the remaining transactions should expire in
2005 (81Bn) although we cannot exclude some further extensions of L/C’s due to the situation on the
ground. Qur current headcount is 30 staff (vs. 90 prior to the war).

Currently and until those L/C’s are fully drawn, the exporters will continue to ship goods to Irag in
order to execute those “priority contracts and the related L/C’s™. The presise timeline for the practical
wind-down of the Program and the exact rules that will apply from an operational standpoint—notably
the way the new authorities in Iraq will gradually replace the UN and CPA after June 30, 2004, along
with some UN agencies—are particularly uncertain. The bank has pro-actively cooperated with the
UN as a whote and with the US agencies involved in order to find practical solutions going forward.

Recent Fed requests for Information

The New York Fed has recently requested specific information relating to the Qil for Foed Program
and we are in the process of compling with those requests.

> In conclusion, BNP Paribas has brought a positive and decisive contribution to the banking
side of the OfF Program. The commitment and the performance of the bank have helped the
UN Treasury Department, our client, to meet ils challenges over the past seven years,
particularly in the difficult post-war context of this year. We are now at a crossroads in light

of the (slow) winding-down of the Program and up-coming handover of the political power in
Ireg.

Pierre VEYRES
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BNP PARIBAS

el

M EMORANDUM

Date: May 7, 2003

To:

From: Eva Millas Russo

Copy:

Re: Chronology of Oil For Food Program Banking Events

Under the United Nations Office of the Iraq Programme website (www.un.org/depts/cip/background/chron.himi) is a

chronology of the Oil For Food Program Events. In addition to that chronology, below is a synopsis of events that
were significant for BNP/BNP Parbas:

June 3, 1888
June 7, 1998
June 18, 1986
Sept. 12, 1996

Dec. 10, 1998
Dec. 27, 1896
Jan. 17, 1897
Feb. 14, 1997
May 13, 1997

June 8, 1987
Aug. 28, 1997
Dec. 5, 1697

Request for Proposal of this date sent to BNP.
BNP response to RFP sent to UN Treasury under competitive bidding procedure.
Notification that BNP won the bid sent to Pierre Schneider by UN Comptrolier.

Agreement For Banking Services signed by UN and BNP after six weeks of negotiation. Valid until
March 26, 1997.

Phase | begins, first oil cargo loaded.
UN allows BNP to sell risk participations in confirmations of oil L/Cs opened by Turkish banks.

Amendment no. 1 {0 ABS signed changing authorized signatories.
First humanitarian L/C issued by BNP.

Amendment nos. 2 and 3 to ABS signed changing authorized signatories and oil L/C pricing.
(Signed by BNP July 28, 1997).

Extension to ABS signed by UN with validity until Sept. 26, 1997,

Phase i begins.

Extension to ABS signed by UN with validity until March 26, 1998.
Phase lif begins.

Mar. 26, 18987 Extension to ABS signed by UN with validity until Sept. 26, 1998.

May 30, 1998
Aug. 23, 1998
Nov. 26, 1998

May 25, 1999
Sept. 30, 1999
Dec. 12, 1999

During 2000
June 9, 2000
Sept. 27, 2000
Nov. 13, 2000

Phase IV begins.

Extension to ABS signed by UN with validity until March 26, 1999.
Phase V begins.

Extension to ABS signed by UN with validity until Sept. 27, 1999.
Phase Vi begins,

Extension to ABS signed by UN with validity until March 27, 2000.
Phase Vil begins.

Extension to ABS signed by UN with validity until Sept. 27, 2000.
Diversification of funds at banks selected by UN begins.
Phase VIill begins.

Extension to ABS signed by UN with validity until March 26, 2001,
Amendment no. 4 to ABS signed adding Euro Sub-Account and format of oil L/Cs, nowto be
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denominated in Euros.
Dec. 8, 2000 Phase IX begins.

Mar. 26, 2001 Extension to ABS sighed by UN with validity until Sept. 24, 2001,

Mar. 30, 2001 Request for Proposal of this date sent to BNPP for diversification of letter of credit business and new
pricing. Sent by Joseph Connor, Under-Secretary-General, Department of Managemeni.

Apr. 27,2001 RFP bid for diversification of letters of credit sent to UN with validity of June 30, 2001.

June 28, 2001 Extension of RFP bid sent to UN with validity of July 31, 2001.

July 4, 2001 Phase X begins. _

July 31,2001 Extension of RFP bid sent to UN with validity of August 31, 2001.

Aug. 31, 2001 Extension of RFP bid sent to UN with validity of Sept. 30, 2001.

Sept. 24, 2001 Extension to ABS signed by UN with validity untii March 25, 2001.

Sept. 28, 2001 Extension to RFP bid sent to UN with validity of November 30, 2001.

Oct. 26, 2001 Letter received from UN Procurement Division rejecting all proposals and indicating that the UN
would enter into negotiated agreements directly with each of the invited banks.

RFPS-311 and RFPS-312 regarding diversification of oil and humanitarian letters of credit sent to
BNPP. Sent by UN Procurement Division,

Nov. 29, 2001 RFPS bids sent to UN with validity of Jan. 31, 2002.

Dec. 1, 2001 Phase Xl begins.

Nov. 18, 2001

Jan. 89,2002 RFPS-330 for “best and final offer” regarding diversification of humanitarian L/Cs sent to BNPP by
UN Procurement Division. t was stated that one of the intended recipients did not receive the
solicitation RFPS-312.

Jan. 22, 2002 Response fo RFPS-330 sent to UN with a validity of April 23, 2002.

Feb. 6, 2002  Letter from UN regarding RFPS-311, 312 and 330 indicating that the UN intends to enter into direct
negotiations for award of contracts for both Oil letters of credit and Humanitarian letters of Credit,
respectivety.

Feb. 25, 2002

Extension to ABS signed by UN with validity untit Dec. 31, 2002
May 30, 2002 Phase Xl begins.

Dec. 8§, 2002  Phase Xlii begins.
Apr.2,2002  Extension to ABS signed by UN with validity untit Dec. 31, 2003,

Apr. 4, 2003  Amendment no. 5 to ABS signed covering changes resulting from Resolution 1472, UN now
assuming the role of iragi buyers for an interim period.

BHGA-002-0065
CONFIDENTIAL



3/21/03

In light of recent anti-French sentiment arising from the Itaqi situation and an unflattering and misleading
NBC story on BNP Paribas and its role in the UN Oil for Food Program, we have prepared the following
statements which may be used for employee inquiries and conversations with concerned clients,
Anti-French sentiment

0 BNP Paribas employs over 10,000 people in the U.S.

O  BNP Paribas provides a broad range of financial products and services to a significant mumber of US
corporations, including some of the largest and most profitable US corporations. By doing so, BNP
Paribas provides financing and other support to the US economy.

G BNP Paribas is a publicly traded company operating in the private sector whose shareholders reside in
locations across the globe.

UN 0Oil For Food Program

Q0 The United Nations Oil for Food Program is an established humanitarian aid program for the Iragi

people created by the unanimous action of the UN Security Coungcil, and thus specifically endorsed by
the United States, one of the five permanent members.

G BNP Paribas was chosen by the UN to provide banking services for the Qil for Food Program through
a competitive bidding process. There are several other barks involved in the Program.

3 BNP Paribas’ participation in the United Nations Oit for Food Program was authorized by the US

Government. (H asked - through the US Department of Treasary Office of Foreign Assets Control -
OFAC).

0 The United Nations approves and monitors any and all purchases made for humanitarian aid for the
people of Iraq under the Oil for Food Program,

D [If asked - BNP Paribas' role is limited to providing financial services to its client, the United Nations,
and has no role in the selection, approval or distribution of the products or goods that are delivered to
Iraq under the Program.] :

O Today (3/20/03), the US has reiterated its endorsement of the UN Qil for Food Program as a means to
provide humanitarian relief to the Iraqi people.

0 For further information on the UN Oil For Food Program, please visit the UN's website at:
hitp:/ivaww. un.org/Depts/oip/background/fact-sheet. html
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