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February 9, 1996

To the Congress of the United States:

| hereby report to the Congress on the devel opnents since ny | ast
report of August 1, 1995, concerning the national energency with respect
to Iraq that was declared in Executive Order No. 12722 of August 2,
1990. This report is submtted pursuant to section 401(c) of the
Nat i onal Enmergencies Act, 50 U.S.C. 1641(c), and section 204(c) of the
I nternational Emergency Econonmic Powers Act, 50 U S.C. 1703(c).

Executive Order No. 12722 ordered the i mediate bl ocking 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, comrercial, or governnenta
project in lragq. U S. persons were 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
Council 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 778 of COctober 2, 1992. Resolution 778 requires U N Menber
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 Iraq on a nonpartisan basis. A portion of the escrowed
funds al so funds the activities of the U N Conpensation 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 sales 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 August 2, 1995, through February
1, 1996.

1. During the reporting period, there were no anendnents to the Iraq
Sancti ons Regul ati ons.

2. The Departnent of the Treasury's O fice of Foreign Assets Contro
(FAC) continues its involvenent in |lawsuits seeking to prevent the
unaut hori zed transfer of blocked Iraqi assets. In Consarc Corporation v.
Iragi Mnistry of Industry and Mnerals, No. 945390 (D.C. Cir. Dec. 15,
1995), the U S. Court of Appeals for the D.C. Circuit issued its second
opinion in this case, finding in FACs favor on all issues presented to
the court. The court ordered the district court judge to direct Consarc
Corporation to restore the status quo by returning $6.4 million plus
interest to the blocked Iraqgi governnent account fromwhich it was
wi t hdrawn after the district court erroneously held that these funds
were not bl ocked Iraqi governnent property. The court also found that
the unsol d furnace manufactured for the Iraqi governnent and sal es
proceeds of a second furnace were bl ocked property. Finally, the court
reversed the district court's ruling that Consarc held a specific claim
agai nst a bl ocked Iraqi governnent account for $6.4 mllion, holding
t hat any cl ai m Consarc had agai nst the Governnent of Irag was as a
general creditor only.

I nvestigations of possible violations of the lIraqi sanctions continue
to be pursued and appropriate enforcenent actions taken. Several cases
fromprior reporting periods are continuing and recent additiona
al | egati ons have been referred by FACto the U S. Custons Service for
i nvestigation. Additional FAC civil penalty notices were prepared during
the reporting period for violations of the International Emergency
Econom ¢ Powers Act and Iraqgi Sanctions Regulations with respect to
transactions involving Irag. One de mnims penalty has been coll ected
froman organi zation for unlicensed exports in violation of the
prohi biti ons agai nst transactions involving Iragq. Several other penalty
proceedi ngs are pendi ng conpl eti on.

3. Investigation also continues into the roles played by various
individuals and firns outside Iraq in the Iraqgi government procurenent
network. These investigations may |lead to additions to FAC s |isting of
i ndi vi dual s and organi zati ons determ ned to be Specially Designated
National s (SDNs) of the Governnent of Iragq.

4. Pursuant to Executive Order No. 21817 inplementing United Nations
Security Council Resolution 778, on October 26, 1992, FAC directed the



Federal Reserve Bank of New York to establish a bl ocked account for
recei pt of certain post-August 6, 1990, Iraqgi oil sales proceeds, and to
hol d, invest, and transfer these funds as required by the order. On
Septenber 5, 1995, followi ng paynents by the Governments of Australia
(%216, 360. 00), Denmark ($168,985.00), Japan (%4, 075,000.00), The

Net her | ands ($4, 168, 745. 47), New Zeal and ($67, 050. 00), Switzerl and
(%265, 108. 20), and by the European Union ($647,463.31), respectively, to
the special United Nations-controlled account, entitled "United Nations
Security Council Resolution 778 Escrow Account," the Federal Reserve
Bank of New York was directed to transfer a correspondi ng anount of

$9, 606, 711.98 from the bl ocked account it holds to the United

Nati ons-control |l ed account. Simlarly, on October 30, 1995, follow ng

t he payment of $1,504,000.00 by the European Community, and payments by
the Governments of Germany ($355,871.89), The Netherl ands

($2, 698, 348.13), Norway ($199,983.00), and the United Ki ngdom
($2,188,992.67), the Federal Reserve Bank of New York was directed to
transfer a correspondi ng anount of $6,947,195.69 to the United

Nati ons-control |l ed account. Finally, on Decenber 21, 1995, follow ng the
payment of $3,062,197.28 by the European Union, and paynents by the
Governnments of the Netherlands ($1,922,719.00), Sweden (%$4,223,178. 20)
and the United Kingdom ($208, 600.44), the Federal Reserve Bank of New
York was directed to transfer the anpunt of $8,313,066.13 to the United
Nati ons-control |l ed account. Curul ative transfers fromthe bl ocked
Federal Reserve Bank of New York account since issuance of Executive
Order No. 12817 now have ampunted to $200 million, fully satisfying the
U.S. comritnent to natch the paynents of other Menber States from

bl ocked Iraqi oil paynents, and its obligation pursuant to United

Nati ons Security Council Resolution 778.

5. The O fice of Foreign Assets Control has issued a total of 618
specific licenses regarding transactions pertaining to Iraq or Iraq
assets since August 1990. Licenses have been issued for transactions
such as the filing of legal actions against Iraqi governnental entities,
| egal representation of Iraq, and the exportation to Iraq of donated
nmedi ci ne, nedical supplies, food intended for humanitarian relief
pur poses, the execution of powers of attorney relating to the
admi ni stration of personal assets and decedents' estates in Irag and the
protection of preexistent intellectual property rights in Irag. Since ny
| ast report, 28 specific |icenses have been issued.

6. The expenses incurred by the Federal Governnent in the 6-nonth
period from August 2, 1995, through February 1, 1996, that are directly
attributable to the exercise of powers and authorities conferred by the
decl aration of a national emergency with respect to Iraq are reported to
be about $1.6 mllion, nost 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 Ofice of Foreign Assets
Control, the U S. Custons Service, the Ofice of the Under Secretary for
Enforcenent, and the Office 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 Adviser), and the
Department of Transportation (particularly the U S. Coast Guard).



7. The United States inposed econonic sanctions on Irag in response to
Iraq's illegal invasion and occupation of Kuwait, a clear act of bruta
aggression. The United States, together with the internationa
community, is maintaining econonic 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 Iraqi weapons of nmss destruction, lraqi recognition of
Kuwait, and the inviolability of the Iraqg-Kuwait boundary, the rel ease
of Kuwaiti and other third-country nationals, conpensation for victins
of Iraqgi aggression, |long-term nonitoring of weapons of mass destruction
capabilities, the return of Kuwaiti assets stolen during Iraq's illega
occupation of Kuwait, renunciation of terrorism an end to interna
Iraqi 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. More than 5 years after the invasion, a pattern of
defiance persists: a refusal to account for missing Kuwaiti detainees;
failure to return Kuwaiti property worth millions of dollars, including
mlitary equi pment that was used by Iraq in its novenent of troops to
the Kuwaiti border in October 1994; sponsorship of assassinations in
Lebanon and in northern Iraq; inconplete declarations to weapons
i nspectors; and ongoi ng wi despread human rights violations. As a result,
the U N sanctions remain in place; the United States will continue to
enforce those sanctions under donestic authority.

The Baghdad governnent continues to violate basic human rights of its
own citizens through systematic repression of minorities and denial of
humani t ari an assi stance. The Governnment of Iraq has repeatedly said it
wi Il not be bound by United Nations Security Council Resolution 688. For
nore than 4 years, Baghdad has mmi ntai ned a bl ockade of food, nedicine,
and ot her humanitarian supplies against northern Iraq. The Iraq
mlitary routinely harasses residents of the north, and has attenpted to
"Arabi ze" the Kurdish, Turconen, and Assyrian areas in the north. Iraq
has not relented in its artillery attacks against civilian popul ation
centers in the south, or in its burning and draining operations in the
sout hern marshes, which have forced thousands to flee to neighboring
St at es.

In April 1995, the U N Security Council adopted Resol ution 986
authorizing Iraqg to export limted quantities of oil (up to $1 billion
per quarter) under U.N. supervision in order to finance the purchase of
food, nedicine, and other humanitarian supplies. The resolution includes
arrangenents to ensure equitable distribution of such assistance to al
the people of Irag. The resolution also provides for the paynent of
conpensation to victinms of lraqi aggression and for the funding of other
U N activities with respect to Irag. Resolution 986 was careful ly
crafted to address the issues raised by Iraq to justify its refusal to
i npl emrent similar humanitarian resol utions adopted in 1991 (Resol utions
706 and 712), such as oil export routes and questions of nationa
soverei gnty. Nevertheless, Iraq refused to inplenment this humanitarian
measure. This only reinforces our view that Saddam Hussein is
unconcer ned about the hardships suffered by the Iraqi people.

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 be assured of
Iraq's peaceful intentions in judging its conpliance with sanctions.
Because of Iraq's failure to conply fully with these resolutions, the
United States will continue to apply economic sanctions to deter it from
threateni ng peace and stability in the region.

WlliamJ. Cinton

The White House, February 9, 1996.



