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Annex

Report of the Security Council Committee established

by resolution 661 (1990) concerning the situation

between Irag and Kuwait on the inplenmentation of the

arrangenents in paragraphs 1. 2, 6, 8 9 and 10 of

resol ution 986 (1995)
I. 1 NTRODUCTI ON

1. The present report is submitted to the Security Council pursuant to

par agraph 12 of resolution 986 (1995), by which the Committee is requested to
report to the Council 90 days after the date of entry into force of paragraph 1
of resolution 986 (1995) on the inplenmentation of the arrangenments in
paragraphs 1, 2, 6, 8, 9 and 10 of the resolution

2. As called for by resolution 986 (1995), the Conmi ttee devel oped, in close
coordination with the Secretary-General, expedited procedures as necessary to

i mpl ement the arrangenments in the paragraphs referred to above. At its

142nd neeting, held on 8 August 1996, the Committee adopted the procedures to be
enployed by it in the discharge of its responsibilities as required by

paragraph 12 of resolution 986 (1995) (S/1996/636).

3. Paragraph 1 of Security Council resolution 986 (1995) which authorizes
States to permt the inport of petroleum and petrol eum products originating in
Irag canme into force at 0001 Eastern Standard Tinme on 10 Decenber 1996 foll ow ng
t he subm ssion on 9 Decenber 1996 of the Secretary-General's report to the
President of the Security Council pursuant to paragraph 13 of that resolution
(S/ 1996/ 1015) .

1. EXPORT OF O L FROM I RAQ

4. In accordance with paragraph 1 of its procedures, the Comittee sel ected on
9 August 1996 four independent experts in international oil trade, appointed
subsequently by the Secretary-General as "overseers" at United Nations
Headquarters, to assist the Conmittee in the performance of its duties
concerning oil transactions. The overseers have since worked closely with the
Iragi State G| Mrketing O ganization (SOMJ) on the pricing nechani sms and on
addressi ng unantici pated changes in prices and destinations. Pursuant to
paragraphs 5 and 6 of the procedures, SOMO has been submtting pricing

nechani sns for sales of petroleumfor review by the Commttee. The overseers
assessed these pricing nechanisns, in particular whether they reflected fair
mar ket val ue, and provided their analysis and reconmendations to the Comittee.
Based upon the positive recommendati ons of the overseers, on 27 Novenber 1996
the Conm ttee approved the pricing nmechanisns for |oadings of crude oil in
Decenber 1996 under its no-objection procedure. Since then, the Committee has
al so approved the updated pricing nechanisnms for |oadings in January, February
and March 1997, as well as further adjustnments to two of these pricing

nechani sns.
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5. As of 10 March 1997, a total of 38 contracts have been subnmitted to the
overseers for their review, 37 of which have been approved. Thirty-four
contracts enpl oyed the pricing nmechani sns approved by the Conmittee and were
revi ewed and aut horized by the overseers in accordance with the Conmttee's
procedures. Three contracts, which did not enploy the pricing nmechani sns
approved by the Commttee, were reviewed and approved by the Committee on
recei pt of the recommendati ons of the overseers in accordance with paragraph 11
of the Committee's procedures. The total quantity of oil approved for export
under these contracts amounts to approximately 51.6 million barrels for the
first 90 days at an estimated value of 1.07 billion United States dollars,

i ncludi ng the proceeds to cover the pipeline transportation fee.

6. Forty-six loadings, totalling 48.2 million barrels, with an estimted val ue
of US$ 976.9 nillion, have been conpleted. About 63 per cent of the liftings
have been nmade at Ceyhan

7. In addition to termcontracts, owing to a sharp decline in prices in
February, spot contracts using the approved pricing nmechanisms as well as
advances of custoner liftings fromthe second to the first quarter were
concl uded by SOMD, and approved by the overseers, with the intention of
achi eving the 90-day revenue objective of $1.07 billion

8. To ensure the effective inplenmentation of the resolution, the overseers
have al so submtted to the Committee proposals and sought its guidance
concerning further streamining of procedures, including proposals with regard
to contract adm nistration and revenue managenment within the one billion dollar
l[imt for the first 90 days. Wth the objective of naxim zing the revenue for
oi| delivered through 9 March without exceeding the limt of $1.07 billion,

i ncluding the pipeline fee, and recogni zi ng the vagaries of the market, the
Comi ttee has approved the proposal of the overseers to carry over snall revenue
shortfalls or surpluses fromthe first 90-day period to the second.

9. Pursuant to paragraph 14 of the Conmittee procedures, the overseers have
been reporting to the Commttee once a week on the contracts considered by them
regarding the sale of petroleumoriginating in Iraqg, including the cunulative
quantity and approxi mate val ue of petrol eum authorized for export. To date,

12 such reports have been submitted to the Conm ttee.

10. The export of petroleumfromlIraqg has proceeded satisfactorily so far in
accordance with the provisions of Security Council resolution 986 (1995), the
nmenor andum of under st andi ng concl uded between the Secretariat of the United
Nations and the Government of Iraq on the inplenmentation of resolution

986 (1995) and the procedures of the Committee. Consultations with, and
cooperation of all parties concerned, including SOMO, the national purchasers
and the oil monitors of Saybolt, have all contributed to the snooth operation of
oil export fromlragq.

[11. EXPORT OF HUMANI TARI AN SUPPLI ES TO | RAQ

11. The Conmittee has attached priority to the work of processing applications
for supplying humanitarian goods to Iraq fromthe very beginning of the
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operation. The speed of processing such applications has been governed by a
nunber of factors, including the availability of funds in the lIraq account.
Therefore, the Commttee has been able to review a Iimted nunber of
applications. As of 10 March 1997, 308 applications have been recei ved and 37
have been processed, with the assessnent of the experts in the Commttee
secretariat, under the Commttee's no-objection procedures. Fifteen of these
applications have been authorized, the value of which totals US$ 153 mllion
Anot her 22 applications have been placed on hol d.

12. The Special Commttee has held a nunber of informal neetings at the expert
level with a viewto expediting the processing of humanitarian supplies to Iragq.
For that purpose, the Conmttee, on 5 March 1997, agreed upon the foll ow ng

poi nts of understanding relating to the inplenmentation of resolution 986 (1995):

(a) Unless the Committee decides otherwi se on a case-by-case basis, the
Secretariat will continue processing applications submtted under resolution
986 (1995) on a first-come-first-served basis;

(b) Funds allocated to applications that have been bl ocked under the
Committee's no-objection procedure will inmmediately be freed and used for
processing further applications. Funds allocated to applications that have been
pl aced on hold will be freed five working days after the date of the
no- obj ecti on deadline and used for processing further applications. If such
bl ocks and hol ds are renoved, the applications concerned will have i medi ate
priority for the allocation of funds;

(c) A separate status list on applications processed under resol ution
986 (1995) will be prepared by the Secretariat and circulated to the nmenbers of
the Conmttee on a weekly basis. Such lists will be dealt with in the same way
as those prepared under resolution 661 (1990) (bl ocks recorded on the list wll
becone official when the Commttee adopts the lists at one of its fornal
neeti ngs);

(d) To expedite the processing of humanitarian supplies to Iragq,
applications that have been pre-exam ned by the experts in the Secretariat but
have not been processed owing to the lack of funds in the Iraq account will be
nade avail able with the experts' coments in advance to the nenbers of the
Committee for their pre-screening. These applications will be officially
processed once the required funds becone avail abl e.

13. At the request of the Conmittee, an orientation programe will be organized
by the secretariat of the Committee for the general nmembership of the United
Nations and intergovernnental organizations, which will facilitate the

subm ssi on of applications for sending humanitarian supplies to Iraq under

resol ution 986 (1995).

14. The CGovernnent of Iraq has requested the Conmittee to accord priority, as
against the Commttee's nornmal practice of processing applications on a first-
cone-first-served basis, to certain applications for shipping cooking oil,
sugar, plastic bags and toilet soap to Iraq under the terms of resolution

986 (1995). The Conmittee discussed the request at its 150th neeting, on

21 February 1997, and decided to seek the views of the Departnment of
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Humanitarian Affairs on the matter. Though the Departnment expressed the viewin
response to the Conmttee's query that the prioritization request by the
Governnment of Iraq was in keeping with the distribution plan and woul d expedite
the distribution of a conplete food basket to the entire Iraqgi popul ation, the
matter remains to be resol ved pending further discussion anong the parties

concer ned.

V. MATTERS RELATI NG TO THE KI RKUK- YUMURTALI K PI PELI NE

15. Pursuant to paragraph 2 of resolution 986 (1995), the Government of Turkey
addressed a letter to the Commttee on 14 January 1997 requesting the Committee
to take action for the transfer of US$ 46, 286, 616. 44, representing oi
transportation costs due to Turkey during the first 90 days of Iraq s oi
exportation under that resolution, as agreed upon between the two countri es.
Upon the recomrendati on of the overseers, the Committee took note of the

pi peline fees as indicated above and expressed general agreenent with the
paynent. However, since the paynent nodality as envisaged by the Turkish side
was not provided for in the existing contract between SOMO and Turki sh Petrol eum
Refineries Corp. (Tupras), the Commttee suggested to Turkey to anmend the
contract accordingly or to conclude a separate contract for the sale of Iraq
oil to cover only the transportation fees. 1In the view of the Conmttee,
paynent of the transportation fees can take place only after proceeds fromthe
sales of oil to cover the above fees have been deposited in the Iraq account,
and the deductions for the Conpensation Fund have been nade. A letter to the
above effect has been sent by the Chairnman of the Committee to Turkey.

16. Pursuant to paragraph 9 of resolution 986 (1995), Turkey submtted two
requests to supply parts and equipnment for the Kirkuk-Yunurtalik pipeline system
inlrag, the first request for sending spare parts and equi pnent to Iraq for

i mredi ate repair work of the pipeline deenmed essential in the initial stages of
the pipeline's operation and the second for shipping other spare parts and

equi prent with a view to securing the nedium and |ong-termsafety of the

pi peline. The Commttee considered the requests a nunber of tinmes. The first
request was approved by the Committee on the understanding that the spare parts
and equi prent would remain in Turkey until they were needed in Irag. The second
request has been deferred but will remain on the Committee's agenda to allow the
Committee to have nore tinme to assess the necessity of such spare parts after
the initial repair work on the pipeline. |ssues pertaining to paragraph 10 of
resol ution 986 (1995) have not been raised so far in the Comittee.

V.  OBSERVATI ONS

17. In discharging its mandate under resolution 986 (1995), the Specia
Committee has enjoyed excel |l ent cooperation with Menber States and rel evant
departnents in the Secretariat and has followed all the aspects of

i mpl ement ation of resolution 986 (1995). |In particular, the Comittee has kept
in close contact with the Departnent of Humanitarian Affairs in order to follow
its efforts regarding the depl oynent of observers in Iraq. A close working

rel ati onship has al so been numi ntai ned anong the Conmittee, its secretariat and
the Iragi authorities. This cooperation was crucial in ensuring the snooth
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depl oyment of the independent inspection agents for nonitoring the rel evant oi
installations, as well as of those who will be confirmng the arrival in Iraq of
humani tari an supplies.

18. The various neasures taken or being considered by the Committee and its
secretariat should enable the Conmittee to speed up the processing of
appl i cati ons.

19. The Conmittee is determined to carry out the tasks entrusted to it by the
Security Council in the inplenmentation of resolution 986 (1995). It wll
continue its efforts to resolve practical difficulties arising fromthis conpl ex
and unprecedent ed operati on.



