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August 14, 1996

Dear M. Speaker: (Dear M. President:)

| hereby report to the Congress on the devel opnents since ny | ast
report of February 9, 1996, concerning the national enmergency with
respect to Irag that was declared in Executive Order No. 12722 of August
2, 1990. This report is submitted pursuant to section 401(c) of the
Nat i onal Emergencies Act, 50 U.S.C. 1641(c), and section 204(c) of the
I nternational Enmergency Econom c Powers Act, 50 U S.C. 1703(c).

Executive Order No. 12722 ordered the i medi ate bl ocki ng of al
property and interests in property of the Governnment of Iraq (including
the Central Bank of Iraq) then or thereafter located in the United
States or within the possession or control of a U S. person. That order
al so prohibited the inportation into the United States of goods and
services of Iraqgi origin, as well as the exportation of goods, services,
and technology fromthe United States to Iraq. The order prohibited
travel -related transactions to or fromlraq and the performance of any
contract in support of any industrial, conmercial, or governnental
project in lrag. U S. persons are also prohibited fromgranting or
extending credit or loans to the Governnent of Iragq.

The foregoing prohibitions (as well as the blocking of Governnent of
Irag property) were continued and augnented on August 9, 1990, by
Executive Order No. 12724, which was issued in order to align the
sanctions inmposed by the United States with United Nations Security
Counci | Resolution 661 of August 6, 1990.

Executive Order No. 12817 was issued on October 21, 1992, to inplenent
in the United States neasures adopted in United Nations Security Counci
Resol ution ("UNSCR') 778 of October 2, 1992. UNSCR 778 requires U N
Menmber States to transfer to a U N escrow account any funds (up to $200
mllion apiece) representing lraqi oil sale proceeds paid by purchasers
after the inposition of U N sanctions on lraq, to finance lraq's
obligations for U N activities with respect to Iraq, such as expenses
to verify lragi weapons destruction, and to provide humanitarian
assistance in Irag on a nonpartisan basis. A portion of the escrowed
funds al so funds the activities of the U N Conpensati on Conm ssion in
Geneva, which handles clains fromvictins of the Iraqgi invasion and
occupation of Kuwait. Menber States al so may nake vol untary
contributions to the account. The funds placed in the escrow account are
to be returned, with interest, to the Menber States that transferred



themto the United Nations, as funds are received fromfuture sal es of
Iraqi oil authorized by the U N Security Council. No Menmber State is
required to fund nore than half of the total transfers or contributions
to the escrow account.

This report discusses only matters concerning the national energency
with respect to Iraq that was declared in Executive Order No. 12722 and
matters relating to Executive Orders No. 12724 and 12817 (the "Executive
Orders"). The report covers events from February 2, 1996, through August
1, 1996.

1. In April 1995, the U N Security Council adopted UNSCR 986
authorizing Iraq to export up to $1 billion in petrol eum and petrol eum
products per quarter for 6 nonths under U N. supervision in order to
finance the purchase of food, nedicine, and other hunmanitarian supplies.
Thi s arrangenent may be renewed by the Security Council for additiona
6-nmont h periods. UNSCR 986 includes arrangenents to ensure equitable
di stribution of humanitarian goods purchased with UNSCR 986 oil revenues
to all the people of Iraq. The resolution also provides for the paynent
of compensation to victins of Iraqi aggression and for the funding of
other U N activities with respect to Iragq. On May 20, 1996, a
menor andum of under st andi ng was concl uded between the Secretariat of the
United Nations and the Governnment of lraq agreeing on terns for
i mpl ementing UNSCR 986. Further inplenentation procedures are being
considered by the Irag Sanctions Comrittee which is conposed of nenbers
of the Security Counci l

2. During the reporting period, there was one amendnent to the Iraq
Sanctions Regul ations (the "ISR'). On July 10, 1996, the Departnment of
the Treasury's O fice of Foreign Assets Control ("OFAC') anended the ISR
to provide a general license authorizing U S. persons to enter into
executory contracts with the Governnent of Iraq for the purchase of
Iragi-origin petroleum and petrol eum products, the sale of essentia
parts and equi pnent for the Kirkuk-Yunmurtalik pipeline system and the
sal e of humanitarian goods and services, with performance conditioned
upon approval by the Ofice of Foreign Assets Control within the
framework of United Nations Security Council Resolution 986 (1995). (61
Fed. Reg. 36627, July 12, 1996.) A copy of the anmended Regul ations is
attached.

Al l executory contracts nmust contain terns requiring that all proceeds
of oil purchases fromthe Governnent of Iraq, including the State Q|
mar ket i ng organi zati on, must be placed in the U N escrow account at
Banque Nationale de Paris, New York (the "986 Escrow Account"), and al
Iraqi payments for authorized sales of pipeline parts and equi pnent,
hurmani t ari an goods, and incidental transaction costs borne by lrag will,
upon approval by the UNSC comnmittee established pursuant to UNSCR 661
("the 661 Comrittee"), be paid or payable out of the 986 Escrow Account.

3. Investigations of possible violations of the Iraqi sanctions
continue to be pursued and appropriate enforcenment actions taken
Several cases fromprior reporting periods are continuing and recent



additional allegations have been referred by OFAC to the U. S. Custons
Service for investigation. Several OFAC civil penalty proceedings are
pendi ng.

I nvestigation also continues into the roles played by various
i ndividuals and firns outside Irag in the Iraqi governnment procurenent
network. These investigations may |lead to additions to OFAC s listing of
i ndi vi dual s and organi zati ons determ ned to be Specially Designated
Nationals ("SDNs") of the Governnent of Iraq.

4. Pursuant to Executive Order No. 12817 inplenmenting UNSCR 778, on
Oct ober 28, 1992, OFAC directed the Federal Reserve Bank of New York to
establish a bl ocked account for receipt of certain post-August 6, 1990,
Iragi oil sales proceeds, and to hold, invest, and transfer these funds
as required by the Order. Cunul ative transfers fromthe bl ocked Federa
Reserve Bank of New York account since issuance of Executive Order No.
12817 ampunted to $200 million as of Decenmber 21, 1995, fully satisfying
the United States' commtnment to match the paynents of other Menber
States from bl ocked Iraqgi oil paynments, and its obligation pursuant to
UNSCR 778.

5. The O fice of Foreign Assets Control has issued a total of 630
specific licenses regarding transactions pertaining to lraq or lraq
assets since August 1990. Licenses have been issued for transactions
such as the filing of |egal actions against Iraqi governnental entities,
| egal representation of Iraq, and the exportation to Iraq of donated
medi ci ne, medi cal supplies, and food intended for humanitarian relief
pur poses, the execution of powers of attorney relating to the
adm ni stration of personal assets and decedents' estates in Iraq and the
protection of preexistent intellectual property rights in Iraq. Since ny
| ast report, 12 specific |icenses have been issued.

6. The expenses incurred by the Federal Governnment in the 6-nonth
period from February 2, 1996, through August 1, 1996, that are directly
attributable to the exercise of powers and authorities conferred by the
decl aration of a national enmergency with respect to Iraq are reported to
be about $1 mllion, npst of which represents wage and sal ary costs for
Federal personnel. Personnel costs were largely centered in the
Department of the Treasury (particularly in the office of Foreign Assets
Control, the U S. Custons Service, the Ofice of the Under Secretary for
Enforcenent, and the Ofice of the General Counsel), the Departnent of
State (particularly the Bureau of Econom c and Busi ness Affairs, the
Bureau of Near Eastern Affairs, the Bureau of International Organization
Affairs, the Bureau of Political-Mlitary Affairs, the U S. Mssion to
the United Nations, and the O fice of the Legal Advisor), and the
Departnment of Transportation (particularly the U S. Coast Guard).

7. The United States inposed econonic sanctions on Ilraqg in response to
Irag's illegal invasion and occupation of Kuwait, a clear act of bruta
aggression. The United States, together with the internationa
comunity, i s maintaining econom c sanctions against Iraq because the
Iragi regine has failed to conply fully with United Nations Security



Council resolutions. Security Council resolutions on Iraq call for the
elimnation of Iraqgi weapons of nass destruction, lragi recognition of
Kuwait and the inviolability of the Irag-Kuwait boundary, the rel ease of
Kuwai ti and other third-country Nationals, conpensation for victinms of

I ragi aggression, long-term nonitoring of weapons of nmmss destruction
capabilities, the return of Kuwaiti assets stolen during Iraq's illega
occupation of Kuwait, renunciation of terrorism an end to interna

Iragi repression of its own civilian population, and the facilitation of
access of international relief organizations to all those in need in al
parts of Irag. Six years after the invasion, a pattern of defiance
persists: a refusal to account for mssing Kuwaiti detainees; failure to
return Kuwaiti property worth mllions of dollars, including military
equi pment that was used by lragq in its novenment of troops to the Kuwait
border in October 1994; sponsorship of assassinations in Lebanon and in
northern Iraq; inconplete declarations to weapons inspectors and refusa
of uni npeded access; and ongoi ng wi despread human rights violations. As
aresult, the U N sanctions remain in place; the United States will
continue to enforce those sanctions under donmestic authority.

The Baghdad governnent continues to violate basic human rights of its
own citizens through systematic repression of mnorities and deni al of
hurmani t ari an assi stance. The Governnent of Iraq has repeatedly said it
wi |l not be bound by UNSC Resol ution 688. For nearly 5 years, Baghdad
has mai ntai ned a bl ockade of food, nedicine, and other humanitarian
suppl i es agai nst northern lraq. The Iraqi mlitary routinely harasses
residents of the north, and has attenpted to "Arabize" the Kurdish,
Turcomen, and Assyrian areas in the north. Iragq has not relented inits
artillery attacks against civilian popul ation centers in the south, or
in its burning and draining operations in the southern marshes, which
have forced thousands to flee to neighboring States.

The policies and actions of the Saddam Hussein regi me continue to pose
an unusual and extraordinary threat to the national security and foreign
policy of the United States, as well as to regional peace and security.
The U.N. resolutions affirmthat the Security Council nust be assured of
Irag' s peaceful intentions in judging its conpliance with sanctions.
Because of Iraq's failure to comply fully with these resolutions, the
United States will continue to apply econonic sanctions to deter it from
t hreat eni ng peace and stability in the region.

Si ncerely,

WlliamJ. Cinton

NOTE: ldentical letters were sent to Newt G ngrich, Speaker of the
House of Representatives, and Al bert Gore, Jr., President of the Senate.



