OFFI CE OF FOREI GN ASSETS CONTROL

| RAQ  SANCTI ONS REGULATI ONS
(31 C.F.R PART 575)

GUI DANCE ON PAYMENTS FOR | RAQ - ORI G N PETROLEUM PURSUANT TO
LI CENSED PURCHASES

SUMVARY

When specifically authorized by the 661 Commttee and the

O fice of Foreign Assets Control (*“OFAC’), United States
persons are authorized to deal in, and to inport into the
United States, Iraqi-origin petrol eum and petrol eum products
(See section 575.523 of the Iragi Sanctions Regul ations, 31
C.F.R Part 575, the “ISR").

Such aut hori zation does not authorize any transfer of funds or
ot her financial or economc resources to or for the benefit of
the Governnent of lraq or a person in Iraq except transfers to
the 986 Escrow Account.

BACKGROUND

Thi s gui dance was devel oped in response to nedia reports that
the Governnent of lIraq has attenpted to force its oil custoners
to violate UN Security Counsel resolutions by demandi ng t hat
they pay premuns in the formof surcharges, port fees or other
paynents into an lraqi controlled account.

GUI DANCE

Fol | ow ng inposition of the econom c enbargo agai nst Irag, the
Security Council of the United Nations becane convinced of the
need for equitable distribution of humanitarian relief to al
segnents of the Iraqi civilian population. United Nations
Security Counsel Resolution 706 (1991) authorized States to
permt the inport of petroleum and petrol eum products
originating in lraq subject to the approval of each purchase of
| ragi petrol eum and petrol eum products by the Security Counsel
Comm ttee established by Resolution 661 (1990) follow ng
notification to the Conmttee by the State concerned;
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and paynment of the full anount of each purchase of Iraqi
petrol eum or petrol eum products directly by the purchaser in the
State concerned into an escrow account to be established by the
United Nations and to be adm nistered by the Secretary-General,
exclusively to neet specified purposes. The specified purposes
of the resolution were to purchase foodstuffs, nedicine and
materials and supplies for essential civilians needs, in
particular health related materials, and for all feasible and
appropriate United Nations nonitoring and supervision for the
pur pose of assuring their equitable distribution to neet

humani tarian needs in all regions of Iraq and to all categories
of the Iraqi civilian population. This program has comonly
been referred to as the “oil-for-food” program

The | SR provides that specific |icenses may be i ssued on a case-
by-case basis to permt United States persons to purchase Iragqi-
origin petrol eum or petrol eum products fromthe Governnent of
Irag i n accordance with the provisions of UNSC Resol uti on 986,
ot her relevant Security resolutions, the Menorandum of
Under st andi ng, and ot her gui dance issued by the 661 Conmttee
(I'SR 8 575.523). Although any transaction ordinarily incident
to a licensed transaction and necessary to give effect thereto
is also authorized (ISR 8 575.418), the | SR does not authorize
any transfer of funds or other financial or econom c resources
to or for the benefit of the governnent of Iraq or a person in
Iraq, except transfers to the 986 Escrow Account (See, e.g., ISR
88 575.201; 575.203; 575.523(e); 575.526(b)).

On Decenber 15, 2000, the UN Iraqi Sanction Commttee agreed to
circulate a conmunication clarifying the position of the
Commttee regarding Ilraq’' s attenpts to i npose “surcharges” on

t hose seeking to purchase Iraqgi oil. The text of that

comuni cati on advi sed buyers of Iraqgi oil of the follow ng:

1. The Sanctions Commttee has not approved a surcharge of any
kind on lraqi oil.

2. Paynments for purchasing Iragi crude oil cannot be nade to a
non- UN account .

3. Therefore, buyers of Iraqi oil shall not pay any kind of
surcharge to Iraq.



- 3 -

OFAC is aware of nedia reports that the Iraqgi CGovernnent is
attenpting to force its oil custonmers to violate UN Security
Council resolutions by demanding the they pay a premiuminto an
Iragi controlled account. OFAC is concerned about these reports
and is looking into themvery cl osely.

UN Security Council resolutions unequivocally require that fees
paid for Iraqi oil be deposited into a UN-controll ed escrow
account, where the funds can be used in the oil-for-food program
to provide for the humanitarian needs of the Iraqi people.

Payi ng a surcharge of any anount to Iraq would violate UN
Security Council resolutions and the I SR and deprive the Iraqi
peopl e of oil-for-food funds. The UN Sanctions Conmttee,
representing every Security Council nenber including the U S.,

has unani nously rejected this schenme. Ilraq s attenpted
extortion of the international community has al ready cost the
people of Iraq hundreds of mllions of dollars in |ost oi

sales. This noney would have gone into the UN-controlled fund
for the benefit of the Iraqi people.

U.S. persons who buy Iragi oil on world markets should know t he
close attention that is focused, by OFACin the U S., and in al
other jurisdictions, on the oil industry’s dealings with Iraq.
We woul d expect U. S. persons to reject Iraqg’'s |latest attenpt at
intimdation. Any transaction by a U S. person involving
violation of the U S. econom c enbargo against lraq nmay result
in the inposition of crimnal and/or civil penalties.
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