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THE ROLE OF BNP-PARIBAS SA IN THE
UNITED NATIONS OIL-FOR-FOOD PROGRAM

THURSDAY, APRIL 28, 2005

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
COMMITTEE ON INTERNATIONAL RELATIONS,
Washington, DC.

The Subcommittee met, pursuant to call, at 2:30 p.m., in room
2200, Rayburn House Office Building, Hon. Dana Rohrabacher
(Chairman of the Subcommittee) presiding.

Mr. ROHRABACHER. This Subcommittee will come to order. The
Subcommittee on Oversight and Investigations will come to order.

And, Howard, are you going to join us today?

This afternoon, we will examine the role of Banque Nationale de
Paris (BNP) and the operation of the finances of the Oil-for-Food
Program. The Full Committee, under Chairman Hyde, examined
BNP last November. The responses we received then were not sat-
isfactory, which has become even more evident as this scandal has
unfolded. At that hearing, for example, BNP witnesses denied any
problems with payments in the program. This just does not seem
consistent with what has been disclosed since that November hear-
ing.
In that November hearing, we found that one recipient of mis-
directed payments in the program was a shadowy company called
East Star Trading. According to BNP’s contract with the United
Nations, this company was not authorized to receive these pay-
ments as they were not the original party to the transaction. This
is a third party being paid for what someone else is doing. The pay-
ment was supposed to go to a company called Al-Riyadh Inter-
national Flowers. According to the terms of BNP’s contract with
the United Nations, only financial institutions could have funds re-
assigned to them. I want to stress that East Star Trading is not
a financial institution, and even BNP recognizes that.

While we initially believed that there were only three improper
transfers to East Star, we now believe that there were at least doz-
ens of such transfers. We have also learned that there were, in
fact, at least 400 payments like this to other companies. We still
do not fully understand what kind of company East Star Trading
is, and we are anxious to find out. We are told by BNP that East
Star is part of a consortium that has participated in other Oil-for-
Food transactions. There are some allegations that East Star has
conducted itself in a way that is a little bit more disconcerting than
conduct that is simply part of the consortium. These charges will
require some research and we will be doing just that.

o))
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As to the company that was supposed to get the payments, Al-
Riyadh International Flowers, we know a bit more. We now under-
stand that the company was owned by Prince Bandar bin Moham-
mad, a member of the Saudi royal family. Let me note that he is
not the same Prince Bandar who is the Ambassador from Saudi
Arabia to the United States. Prince Bandar is, of course, not some-
one who would be involved in this type of operation, or at least we
do not have any evidence of that. But let me note, this is not the
same Prince Bandar who is the Ambassador, and his integrity has
not been called into question by this investigation.

In 2003, the Defense Contract Audit Agency, DCAA, received
some remaining Oil-for-Food contracts for potential overpricing.
They reviewed these for some of the potential overpricing that we
thought was happening. Some of these contracts were suspicious,
and overpricing was evident in some of these contracts. Apparently,
some of them belonged again to Prince Bandar’s company. The
auditors found at least three instances in which Al-Riyadh over-
priced goods destined for Iraq in the Oil-for-Food Program. It was
through overpricing of goods that kickbacks were made to Iraqg—
by inflating the price of goods and kicking back the difference to
Saddam’s henchmen.

DCAA found that over $8 million of such examples of overpricing
could be found in these transactions. BNP suggests that all of this
was normal practice—and we will be talking about that today—and
that all of these funds were fully accounted for, causing no loss to
the program.

In his prepared statement, Mr. Schenk admits that mistakes
were made by BNP, but contends that they were in fact avoidable,
and this is good. The question remains, however: Why were these
payments made, period? More importantly, there are still 80 such
transactions being reviewed, and BNP does not fully understand
exactly what was going on in these 80 transactions. We want to
talk about that as well. Moreover, the Committee has obtained doc-
uments from BNP concerning internal audits the bank prepared for
itself on the program. In two audits from 2000 and 2001, BNP
auditors reported that the bank’s operating procedures were out of
date as of January 1997, soon after the program began and that
the flow of paperwork, according to these audits, was even at that
time irrational.

At this time, I would like to ask unanimous consent that I sub-
mit for the record several documents provided to the Committee
concerning these payments, including the report prepared by BNP
on the hundreds of third-party payments made by the bank as well
as the two internal audits I just mentioned. Without objection, so
ordered.

[The information referred to follows:]
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INTERIM REPORT

PAYMENTS UNDER UN OIL-FOR-FOOD PROGRAM
LETTERS OF CREDIT TO PERSONS OTHER THAN BENEFICIARIES
AND BANKS PROVIDING DIRECT LOANS TO BENEFICIARIES

L INTRODUCTION

By way of hackgronnd, the Oil-For-Food Program was crested through a
unaninious resolution of the Security Council of the United Nations (“UN™} with fhe
principal objective of alleviating the suffering of the Tragi people by providing
humanitariat goods to Irag under coniracts approved by the so-called “661 Committes”
or “Sanctions Committee™ of the UN Security Council. To that end, the 661 Conmitfes,
of'which the United States was an active nieinber, authorized specified contrastors to
furnish approved goods to lrag. Once a contract had been authorized by the 661
Clommittes, the UN directed ifs bank, the New York branch of Barigue Nationale de Paris
and later BNP Paribas (either or both sométimes referred to herein as “BNPPNY™), to
issue a letterof ¢redit naming the contractor as the beneficiary, thereby providing
assurance that the beneficiary would receive payment under the contract apon delivery of
the approved goods to Traq and presentation of the required documents.

Because it was cantemplated that letter of credit beneficiaries might well
need financing v connection with the transactions (Tor example, to procurs raw materials
or to manufacture of procure finished goods in order to fulfll their contractual
ohligations}, the beneficiaries were purmitted under the Oil-For-Food Program to ssign
proceeds under their letters of credit 1o secure bank financing to obtain the required items.

An assignment of proceeds is a traditional meass of securing financing to enzble the



beneficiary to obfain the goods covered by the letter of credit. As discussed more fully
below, this means of financing ordinarily can take various forms, including an
assignment {o a bank to obtain & divect cash loan to the beneficiary from which the
beneficiary can pay its supplier, an assignment to & bank making fimds available to the
supplier, or an assignment to the supplier providing financing to the beneficiary in the
fornrof goods supplied on open account.

In responge to questions that have been raised by the Staff of the House
Infernational Relations Committee (“HIRC”) regarding instances in which letier of credit
proceeds may have been paid to persons other than beneficiaries or banks providing
financing to beneficiaries in the form of a divect loan, BNPPNY is in the process of
conducting a review, utilizing the methodology deseribed in Section I below, to identify
such payments. The results of that review to date - which is ongoing - are discussed in

Section 11 below,

i METHODOLOGY

From the inception of the UN Oil-For-Food Program through Novenber
18, 2004, when BNPPNY s review commenced, BNPPNY had processed approximately
54,000 payments under humanitarian letters of credit issued at the direction of the UN.
These payments fall within the following broad categories: approximately 23,000 U.S.
doltar-denominated Wwire fransfers; approximately 18,000 Euro-dénominated wire
transfers; approximately 2,000 wire transfers in foréign currencies other than the Euro;
and approximately 11,000 direct dollar or other currency deposits into accounts

mainiained at BNPPNY, or al other branches or affiliates of BNPPNY. Beécause different
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payment systems have been used by BNPPNY for processing transactions in each of
these different categories, the methodology emploved by BNPPINY for identifving
payments 1o persans other than beneficiaries or banks making direct loans to beneficiaries
has been tatlored accordingly, BNPPNY’s review of these payments fo date has focused
on the approximately 41,000 U.S. dollar- and Buro-denominated wire transfers: The
review so far has consumed approximately &QOO man-hours of labor on the part of
BNPPNY employees detailed from audit fanctions with support from other persornel.
The account established for the UN. Oil-For-Food Program was handiad
within BNPPNY's Trade Finance Department. As a first step, all payment data from the
Trade Finance Departinent account was extracted from BNPPNY's money transfer
system for U.S. dollar-denominated wire transfers (approximately 107,000 records,
including but not limited to Oil-For-Food Program data). A similar process then was
used to exfract comparable data from approximately 32,000 records relating fo Euro-
denominated wire wansfers. Based upon various internal coding conventions and
mifching programs, ransactions known to be wnrelated to the Oil-For-Food Program
were removed from the extracted data. Various manual validation reviews of these
transactions then were performed to ensure the dcciiracy of the identification process.
In order to review the universe of approximately 41,000 U.S. dollar- and
Buro-denominated wire iransfor payments, BNPPNY first identified those U.S. dollar
and Euro-denominated wire transfer payments which, in accordance with standard trade
finance practices, were made to banks that were presenting documents for payment of
humanitarian leiters of credit, ostensibly on behalf of the letter of credit beneficiaries,

with no "further credit to” reference in the electronic files. This step identified

[9%)



approximately 19,000 US dollar-denominated payments and approximately 15,000 Euro-
deniominated payments, which were set aside for further analysis to determine whether
the data in the elecronic files fully reflected the transactions.

The payorent instructions on BNPPNY s electronic systems for the
approximately 4,000 U.S. dollar-denominated wire transfers and approximately 3,000
Buro~-denominated wire transfers that remained then were compared electronically fo the
namies of beneficiaries listed on humanitarian letter of credit spreadshieets maintained by
BNPPNY, in oider to identify these payment instrictions that inchided a namie other than
that of the beneficiary, Thisprocess resulted in the identification of 2,079 U.S. doliar-
denominated pavments and 145 Boro-denomiated payments that required firther manual
review, The results of that review in turn 1dentified 98 U8, dollar<dénominated
payments and 12 Biro-denorminated paymerits that were made 1o a person-other than the
beneficary or a bank providing it with a direct loan.

The complete {iles for each of the letters of credit under which these 110
payinents had been made were then manually reviewed. That review led, among other
things, to the identification of & financing facility maintained by Hast Star Trading
Comipany Lid. ("East Star") at Credit Agrcole Indosuez Singapore (now Calyon
Singapore) ("Credit Agricole™) and a financing facility maintained by Al Douh Jordamian
Establishrent {"Al Douh"} at HSBC Bank Middle East, Amman, Jordan ("HSBC"),
discussed in Section 1 below.

Based upon this infornation, 100% of (he files for fetiers of credit issued
{6 each of the beneficiaries that had directed fhigse 110 payments were targeted for review

to determine whether they had roade other payments of 4 simoilar nature. [ addition,



further searches of the Oil-For-Food Program payment records were conducted, initially
on & sample basis and then on a 100% basis, for any other pavimients to HSBC and Credit
Agricole; and to Philadelphia Investment Bank and Egyptian Arab Land Bank, by reason
of the frequency with which those two barks had appeared in the réview to that point.
These searches identified other beneficiaries whiv also had dirceted payrents o those
banks. This triggered an iterative process, pursuant to which a 100% review of all letter
of eredit files has been or will be performed for every beneficiary who is identified as
having caused a payment to be made to any person other than a bank providing it with a
direct Ioan. 293 payments in addition to the initfal 110 were identified through these
steps 2% having been made to persons other than beneficianies or banks providing them
with direct loans.”

Asa further measure, BNPPNY elected to evaluate a random sample of
151 of the 582 U.8. dollar-denominated payments that were made to several banks
identified in Figure 29 of Volume I of the Comprehensive Report of the Special Advisor
to the Director of the Central Intelligence Agency on Traq’s Weapons of Mass

Destruction, dated September 30, 2004 (the “Duelfer Report™) and two banks that were

169 other payments were identified through these steps for further review to
determine whether they were made to persous other than bencficiaries or banks
providing them with direct loans, In addition, ongoing reviews of the 1.8, dollars
and Euro-denominated wire transfers, as well as plammed reviews of payments to
direct deposit accounts and payments in foreign currencies other than the Buro,
which have not vet been examined, may identify other such beneficiaries. In such
an event, 100% of the letter-of credit files for those bencficiaries will be reviewed.
Refinernents in the methodology described herein and factors not presently
anticipated also may expand the universe of payments to be reviewed.



referenced in the Duelfer Report and that recently had been designated as primary money

laundering concerns By the ULS. Treasury Departmient. That review identified no

payments to persons other than the letter of credit beneficiaries or banks providing them
Ath direct loans.

Asnoted above, a number of payments to banks with no "farther credit (™
reference wers identified and earinarked for further evaluation as part of the review
process. This was accomplished by selecting for manual file review a statistically
significant sample of these payments designed to achieve an error rate not to exceed 1%,
sampling precision of .99% and a confidence interval of 95%. A U.S. Army computer
requisite sample size of 381 U.S. dollar-denominated payments and 378 Euro-
denominated payments needed to satisfy these parameters. A random number gencrator
then was used to select these payments. The review to date of 358 of the dollar-
denominated payments and 3273 of the Euro-denominated payments thus selected has
identified none with indicia that it was made to a person other than the beneficiary ora
bank providing a direct loan to the beneficiary.

To sumsnarize the wterim résults of the mplementation of the foregoing
review and certamn follow-up efforts, BNPPNY's review so far has identified 403
payments that appear fo have been made to persons other than beneficiaries or banks
providing them with divect loans. Ag discussed more fully in Section HI below, the
composition of these 403 paymients is as follows:

. 50 that appear to have been made at the direction of the

benefictaries of the letters of credit to their own affiliates and/or financing
facilities maintained by those affiliates.
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° 273 of the remaining 353, accounting for approximately 83% of
their aggregate dollar value, that appear to have been made to bank financing
facilities that were utilized by three exporters of various goods - which v their
own right or through affiliates were UN-approved letter of credit beneficiaries in
other humanitarian goods transactions - to finance goods that they were supplying

By .2
other UN-approved beneficiaries.

* {0 that are being reviewed to determing the role played by the
tecipients of those payments {e.g., other bagk financing facilities, efc.).

BNPPNY believes its review methodology is well-designed to identify

any other such payments on 2 going-forward basis. This methodology is, however, being

reavaluated contintally and will be revised as indicated by the ongoing results of its

application.

. DISCUSSION

As of April 1, 2005, BNPPNY has identified 353 instanges, as defatled i
Attachiment 1 herete, in which payments were made to persons other than humanitarian
letter of credit beneficiaries or banks providing those beneficiaries with dircet loans,
BNPPNY so far has been able to obtain information sufficient to evaluate the roles of
banks and other persons that were involved in transactions which accounted for
approximately 83% of the value of thic payments listed on Atfachment 1, and is

continuing its efforts to obtain information regarding the others. The information that has

3

It is conwiion for a supplier of goods to arrange 4 financing facility under which &
bank exiends a ‘revolving line of credit” to the supplier, whereby the bank makes
loans 1 to a spevified maximurn for a specified period. As the borrower repays &
portion of the loan, an amount eqnal to the repayment can be borrowed again
nnder the torms of the agreement. Seg the definition of "revolving line of credit”
in Barron'’s Dictionary of Finance and Investment Terms (5% ed.). Am agsignment
to such & facility of some or all of the proceeds of a transaction being financed
through that facility thus serves in the first instance to repay the bank for the loau.
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been obtained is set forth in Attachment 2 hereto. Generally, letter of credit beneficianies
in those transactions appear to have assigned or otherwise directed letter of credit
proceeds to repay banks that financed the UN-approved humanitarian goods transactions
through financing facilities maintained by suppliers that provided the beneficiaries with
goods coverad by the letters of credit.

As of April 1,2005, BNPPNY also had identified 50 payments that were
made to persons who appear to be the beneficiaries' affiliates and/or financing facilities
maintained by those affiliates, as detailed in Attachment 3. Information that has been
gathered to date regarding these relationships is provided in Attachinent 2 hereto.

The following points should be noted at the outset with respect to the
{ransactions identified during the course of BNPPNY's review fo date, as reflected i the
above-referenced atfachments:

. Assignments of proceeds by letter of credit beneficiaries to banks
providing transaction financing through either the beneficiary or its
supplier, or to the supplier financing the beneficiary by providing goods
ot opet account, are commenplace in trade finance practice:

Theé seller as a beneficiary under a letter of credit
could assign its right to the proceeds to its bank as security
for a loan under [§ 5-114 of the UCC] . . . With the loan
the seller [1.¢., beneficiary] could then pay its own supplier,
procure the necessary documents under the letter of eredit,
present the same to the issuer, and reinit the amount owed
to the lending bank. The foregoing arrangement can take
pther forms too. For example, the seller's bank might take
an assignment of proceeds, but instead of disbursing the
loant 1o the seller, it could notify the seller's supplier that the
supplier may draw drafts on the bank for goods supplied.

The seller might even assign the right to proceeds to its
supplieras security for an extension of credit by the
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supplier itself. (3 White & Summers, Uniform Commercial
Code § 26-12 (4™ Eo.))

s BNPPNY has identified no instance wher¢ a letter of credit and its
corresponding obligations were transferred or assigned by a beneficiary to
a third party.”

s The UN Trag Account has not been subject fo any loss 10 connection with
any of the veferenced fransactions.

“ The suppliers and beneficiary affiliates who were involved in the
overwhelming majority of the transactions that are the subject of this
Interim Report were UN-approved beneficiaries under other humanitarian
Iotters of credit, or affiliates of the same.

. The source of goods and disposition of funds in a letter of credit
transaction is not affected by whether financing for that transaction 13
obtained through an assignment of proceeds to a financing facility that is
maintained by the beneficiary or one that s maintained by its supphier.

. Where the proceeds of a lettor of credit are paid directly to a beneficiary,
the beneficiary is free to use somie or all of thuse proceeds to repay any

bank that provided financing for the transaction, whether the funds were

As observed b paragraph 10,0417 of the leading treatise, "The Law of Letters of
Credit,” by fohn F. Dolan, "[r]estrictions on fransfer of the right to draw” on g
letter of credit, inorder to "protect the applicant's expectations concerning
performance and facilitate document examination,” "d¢ not apply to assignments
of letter of credit rights or of the letter of eredit proceeds where there 5 no risk of
substitute performance and no deviation from the strict compliance standard that
permits docurhent examiners to make payment decisions without looking bevend
the face of the documents and the credit itself.”

S
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advanced to the beneficiary or its supplier; or to pay its supplier directly;
or to pay third parties unrelated to the fransaction.

“ None of the non-beneficiaries identified in said attachments appears on the
United States Department of Treasury Office of Foreign Asset Control's
List of Specially Destgnated Nationals.

. BNPPNY has seen no indication that any assignment of proceeds ot other
payment instruction 1dentified in said attachments is causally linked to any
corruption that may have occurred in connection with the Oil-For-Food
Program.

The transaciions that involved two of the persons identified on Attachment
1 Al Doul and Hast Star, an affiliate of Pacific Inter-Link SDN BHD {"Pacific Inter-
fink™) which, like Al Doul, i3 2 large, well-established business organization - generally
are illustrative. Together, those (ransactions represent approximately 82% of the dollar
value of the payrocnts listed in that Attachment. Al Douh and East Stat, as well as a
number of the latter’s affiliates, supplied various Oil-For-Food Program letfer of credit
beneticiaries with the goods reqiired under theit UN-approved contracts. Indeed, Pacific
Tnter-Link and several of its affilidtes as well s several affiliates of Al Douh also were
UN-approved suppliers of hundreds of millions of dollars of goods under other
humardtarian Tetters of credif.

In the case of Al Donhi, in order 1o obtain financing for humanitariag
goods transactions, letter of credit proceeds were assigned by various beneficiaries foan
account at HSRC, whish was maintained in respect of a financing facility made available

by that bank fo Al Doub. Similarly, in the case of Bast Star, in order to-obtain financing

10
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for humanitarian goods transactions, letter of credit proceeds were assigned by various
beneficiaries to an aceount at Credit Agricole, which was mainfained in respect of &
financing facility made available by that bank to Hast Star. In accordance with
BNPPNY s procedures, the beneficiaries {ypically represented in their roquests to assign
proteeds to these financing facilitics that the assignments were for the purpose of
repaying those facilities for financing provided to them to piirchase the humanitarian
supplics covered by the inderlying letfers of credit; and both HSBC and Credit Agricole
provided confirmation that this was the case on various oceasions during the course of the
Oil-For-Food Program

Discussions with representatives 6f Al Doubh, Bast Star and Pacific Inter-
Lirlk, as well as with certain beneficiaries of humanitarian latters of credit that obtained
the required goods from them, togsther with other information gathered during the course
sEBNPPNY s review, have provided further assurances that Al Doulr and Bast Star were
the suppliers of goods to various Ol-For-Food Program beneficiaries; and that their
supply activities were financed through their respective [inancing facilities.

Ty sum, the 403 pajanents af issue appear, it all of those cases i which
BNEPNY so far has been able to obtain sufficient information fo perform an evaluation,
to have been made to banks which made financing facilities available to suppliers of

goods 10 beneficiaries as & means of financing the underlying humanitarian goods

In the case of some of the payments listed on Attacliments 1 and 3, and as noted
theretn, the beneficiarics did not assign letter of credit proceeds to, and create &
legal entitlement to receive funds on the part of, any other person in advance of
the time the letters of credit became payable. Rather, the bengficiaries sitply
instructed, in those instances, that BNPPNY pay certain sums to specified pegsons
at the time the heneficiaries themselves became entitled to receive those funds
under the lettors of credit.

11
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transactions, or alse to the beneficiaries’ own affiliates. These financing arrangements are
in keeping with notmal trade finance practice, as described above. It bears emphasis that,
even today, none of the non-beneficiaries Hsted in the attachments hereto appears on the
United $tates Treasury Department Office of Foreign Asset Control's List of Spectally
Disignated Nationals, Nor has BNPPNY seen any indication that any of those payments
was causally related to any eorruption that may have ocourred in conpection with the Oil-
For-Food Program.

BNPPNY is continuing its review, as described above. It intends to

provide 4 final report to HIRC at the conclusion of that process.
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Attachment 2
to Interim Report

INFORMATION REGARDING CERTAIN SUPPLIER
AND AFFILIATE RELATIONSHIPS REFLECTED IN
ATTACHMENTS 1 AND 3 TO THE INTERIM REPORT

A East Star Trading Company Lid.
L Supplier Relationships
Bast Star, which was incorporated in the Cayman Islands on February 27,
1990, is affiliated with Pacific Inter-Link, a diversified business group engaged in various
manufacturing and export detivities. The 1CP credit report for Pacific Inter-Link states
that it was incorporated in Malaysia on June 22, 1988, and that its principat place of
buginess is located at the Manara Dato Onn Putra World Trade Centre in Kuala Luimpur,

Malaysia. According to its website, www pacificinter-link copimy, Pacific Inter-Link is

involved i the export of various goods and services from Malaysia and the Far East to
the Middle Bast, Aftica and Europe. The goods offered by Pacific Inter-Link for export
melude cosmetics and toilelries, detergents, paints, pharmaceuticals, soaps, plastics,
rubber, polyurethane, paper; tin, building materials; cooking oils and foodstuffs, and
other consumer products, according to {ts wehsite,

The website further indicates that "Pacific Inter-Link ... is @ member of
the Hayel Sased Anam Group, one of the oldest and most nioted business conglomerates
1 the Arab world,” founded in Aden, Yemen i 1938 by Haye! Saced Anam.
Subsidiaries of Pacific Tnter-Link include PT Pacific Indomas, PT Pacific Medan, PT

Pacific Texindo, PT Pacific Palmindo, PT Pacific Agritama, PT Pacific Indo Dairy; PT
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Oleochem & Soap, Pacific Oils & Fats and Asiatic Container, (/d.) Significantly, Pacific
Inter-Link and seven of ifs affiliates — PT Pacific Indo Dairy, PT Pacific Indomas, PT
Pacific Texindo, PT Pacific Medan, PT Pacific Agritamia, PT Pacific Palmindo, and PT
Oleochem & Soap - were awarded numerous UN-approved humanitarian supply
contracts throughout the entire course of the Qil-For-Food Program, totaling
approximately $270 million in value.

BNPPNY's review to date has identified & number of payments, as sét
forth in Attachment 1 of the Interim Report, that were assigned by Al Rivadh
International Flowers Co. for Investment Trading Industry & Medical Hygenie Services
("Al Riyadh"y and various other beneficiaries of Qil-For-Food Program humanitarian
letters of credit to a financing facility at Credit Agricole. As described below, funds were
made available through that facility to East Star in order to finance the goods it supplied
1o those letter of credit heneficiaries, and thus the beneficiaries’ performance of the
underlying humanitarian goods transactions.

In recent discussions, Pacific Inter-Link has advised BNPPNY that Eagt
Star was the supplier to Al Rivadh and other beneficiaries of Oil-For<Food Program

humanitarian letters of eredit, and that these transactions were financed through a

financing facility at Credit Agricole.” Credit Agricole, which on varfous eccasions

during the course of the Program had confimied representations by humanitarian letter of

Representatives of four humanitarian ltetter of credit beneficiaries ~Al Riyadh,
Regional Economic Fund, PT Quarto Bina Upaya, and Al Hoda International
Trading - recently have confirmed that their companies assigned proceeds from
thetr letters of credit to the Credit Agricole financing facility in order to finance
their purchases from East Star or Pacific Inter-Link of the goods required under
their UN-approved contracts.

v}
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credit benefictaries that they were assigning proceeds to that financing facility in order to
obtain financing for the underlying transactions, recently reconfirmed this point.

7

Asnoted above, PT Pacific Indo Dairy, PT Pacific Indomas and PT
Pacific Texindo are identified by Pacific Tnfer-Link as its subsidiaries on its website. As
set forth on Attachment 3, all three of these entities were letfer of credif beneficiaries and
4¢ such directed payruents fo the Credit Agricole financing facility matntaingd by Hast
Star at Credit Agricole.

East Star and Pacific Inter-Link ave both 100% owned by the samic ¢nfity,
Conumoditics House Investment Ltd, Discussions with representatives of Al Rivadh,
Regional Econonue Development Fund and PT Quarto Bina Upaya, all of which-are
beneficiaries of hamanitarian letters of credit, have confivmed that Bast Star and Pacific
Titer-Link are part of the same group, and that Bast Star provided Pacific Inter-Link with
access to financing throtigh its facilities.

B. Al Douh Jordanian Establishment

% Supplier Relationships

Al Douh was organized in 1993 in Anunan, Jordan as a general
partmership, According o the ICP credit report on Al Doub, it was founded by members
ol thie Al Farhood family, which previeusly had emigrated to Jordan from Iraq. Itis part
of a large group of companies engaged in the production and supply of foodstuffs and
other metchandise throughout the Middle East, with its principal place of business
lovated af the Agarco Commercial Centre in Amuman, Jordan. Hsaffiliates include Al

Methalia Bstablishment for Dairy Products, Al Naba Al Safl Industrial Establishmient, Al

L2
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Jawhara Foodstuff Co. Lid., Al Riyadh Co. for Detergents Industry, and Al Rivadh Co.
for Vegetable Oil Tudustry, all of which have facilities located in Jordan. All of these
affiliates were UN-approved suppliers of humanitarian goods under various letters of
credit issued during Phases 3 through 13 ofthe Oil-For-Food Program, aggregating
approximately $88 million in value.

BNPPNY's review to date has identified a number of payments, as set
forth on Attachment 1 {o the Inferim Report, that were assigned by various beneficiaries
of Oil-For-Food Program umanitarian letters of credit to an account at HSBC. That
account was used o repay HSBC for the funding it made available to Al Douh, which
enabled it to supply goods to those letter of credit beneficiaries, who in tum furnished the
goods to frag purstant to humanitarian contracts authorized by the UN, The beneficiaries
provided representations that they were recelving transaction financing from the HSBC
financing facilities at the times they requésted that proceeds of their letters of credit be
assigned thereto, and those representations were confirmed by HSBC on various
occasions during the course of the Progran.

Al Douh recently has confirmed to BNPPNY that it supplied a numbet of
humanitarian letier of credit beneficiaries with goods ~ including, among other staples,
baby milk powder, full cream milk powder, vegetable ghee, toilet soap and feed barley —
that those beneficiaries had sgreed to furnish to Traq pursuant to contracts they had been
awarded under the Ofl-For-Food Program. Al Douh adviged that the contractual
relationship between Al Douh as a supplier, and the beneficiary of & letter of credit, as a
buyer, typically was formed through the issuance of a purchase order by the benefictary

to Al Douh, followed by areturn invoice from Al Douh to the beneficiary for the price of
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the goods. Al Douh further indicated that letter of credit proceeds were assigned by the
heneficiaries fo credit facilities 2t HSBC to secure financing for the goods supplisd lo
them by Al Douh., Al Douh éxplained that as HSBC received payments infto these
acootnts, funds were isedto repay {hat bank for financing the goods being supplied by
Al Doub,

. Talfeet Trading Est.

Talfeet Trading Batablishment ("Talfeet") is an impot/export company
thal trades primarily inteas and foodstuffs. It was tegistered as z partnership in Amman,
Jordas in 1996 and maintains its principal place of business at the Al Agad Complex in
Awnean. Ts sole proprietors are Saleh J., Throaid, jts chief executive, and Kamal Thimaid,
its financial manager. Talfect wag itself a UN-approved beneficiary under various
humanitarian letters of cfedst with an aggregate value of approximately $18 million,

BNPPNY's review to date has identified a number of payments, listed on
Attachment 1 to the Interim Report, that were assigned by several beneficiaries of Oil-
For-Food Program humanitarian letters of eredit to accounts at the Philadelphia
Investivent Bank and Jordan Islamic Bank, both located in Amman, Jordan., The
beneficiaries represénted that they were assigning those proceeds in order to obtain
transaction financing, and both banks confirmed those representations on various
occasions during the course of the Program.

Talfect advised BNPPNY in a recent discussion that finding was made
available for its trading activities through financing facilities at those banks, Talfeet

further advised that it supplied a number of Oil-For-Food Program letter of credit
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beneficiaries with the goods they were required to furnish pursuant to their underlying
humanitarian geods contracts. Talfeet explained that the assignments of proceeds were
provided by the beneficidries in orderto provide security for the repayment of the
{inancing for those transactions by the banks.

2. Affiliate Relationships

Discussions with Talfeet cotifirmed that it was a part owner of Nivitigala
Tea Factory (PVT) Lid,, Ranfer Teas (PVT) Lid, A.S. Chatoor (Tea) Lid., and AgriNad,
all of which ave letter of credit beneficiaries that assigned proceeds to the financing
facilitics maintained by Talfeet: Talfeet advised BNPPNY that its managing partner had
signatore authority for all of these entities as well as for Talfeet. Documents in the letter
of credit files sent to BNPPNY by these companies all includé the managing partier's
signature.

i Tuesfood Group - International Food Trading - Arab Oil Co.

1 Affiliate Relationships

There are strong indications that International Food Trading and Arab Oif
Co are part of the Inesfood Group. The names of these companies variously appear
together on the letterhead of correspondence (o BNPPNY mainiained in the letter of
credit files, All three companies have their principal place of business at the same
address: Inesfood Food Center, Rue-de La Mosquée, La Mornagua, Tunis, Tunisia,
Extracts from the commercial register in Tunisia recite that International Food Trading
and Inesfood Group have given the same individual, Jalel Ben Aissa, the authority to sign
ot behalf of both companies. Al Douh, which was a supplier to Inesfood Group and

Arab O1l Co., has indicated that the three are affiliated entities.

[
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£, Telwar International Inc. ~ Aegean Marble Inc.
b Affiliate Relationships

Ageording to a report of Dun & Bradstreef, Aegean Marble Inc. ("Asgean”)
i$ a corporation organized under the laws of the state of Georgla, with its principal place
of business located at 7104 Crossroads Boulevard, Suite 123, Brentwood, Tennesses
37207. The capital stock-of Aegean is 100% owned by its senior personnel, Hasin
Bayram, CEO, Alikun Telwar, President, and Lisa Telwar, CFO and Secretary.

Aegean shares offices with Telwar International Ine. {"Telwar™), an
international exporter 6f commuodities including wheat, vegetables, rice, beans and
fertilizer to the Middle Bast organized in 1978 under the taws of the state of Tenmnessee.
Fatima Telwar, the mother of Alikan Telwar, 1y the owner aiid president of Telwar. Both
Telwar arid Acgean have divectors and officers who are members of the Telwar Family,

Telwar was the beneficiary of seven Oil-For-Food Program hurnanitarizn
letters of credit issued pursdant to UN-approved contracts to supply goods to Trag. The
review conducted by BNPPNY to date has identified five of these lefters of cradit under
which Telwar assigned proceeds to the account of Aegean at First Tenncssée Bank, as
reflected on Attachment 3 to the Interint Report. Telwar has advised BNPPNY that the
proceeds assigned to Asgean weré to reimburss Aegean through its account at First
Tennessee Bank for a loan that Acgean had extended to Telwar to finance Telwar's
acquisition of goods that it had contracted to supply to Iraq under the Oil-For-Food

Program.
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F. Limpex Trading — Leira Lebanese Trade Co.

1 Affiliate Relationships

Both Limpex Trading and Ustra are owned and operated by the Al Banna
family, as evidenced by extracts from the Beirut Commiercial Register with respect to
Letra and fncorporation docuiments in Canada with respect to Limpex, which ig based in
Monireal, Canada. These entities have confirmed in recent discussions that they are
pwned by members of the same family.

G, Zalirat Al Riyadh — Prince Bavdar Bin Mohammed Bin Abdulrahim
Al Saud

1. Affiliate Relationships

A representative of Prince Bandar, a member of the Saudi Roval family,
lids advised BNPPNY that the Prince is the owner of Zahrat Al Rivadh ("Zalmat™), 2 UN-
approved humanitarian letter of credil beneficiary. A portion of the proceeds under ong

letter of credit issued to Zahrat were paid to the Prince, who also reportedly is the owner

of Al Rivadly International Flowers Co.
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Te:  Jean-Pieme Bernard, Executive Vice President
From: Wiliam Vassallo, Senior Vice President & Audior

RE:  Corporaie Banking Division - Telecommunication/Media and Commodities Desks Auit
Report

o Louls Daglaire
Pairick Saurat
Rishard Sled :
Arssaud Collin Dy Bocage
Josept Esposo
Marionna Mason
Nuats Marley
Eva Willaz Russo

Audht as of Date: January 31, 2000
Commencemant Date: March 17, 2000
Report Date: May 11, 2000

An audit of the Telecommunlcation/Media Desk and Commodities Desk was conducted as of the

., tlose of business January 31, 2008, The audii was condutied in ascordance with the stantdards
estabiished by the Audit Department and included such tests of the accounting records and other
suditing prodedures considered necessary under the chroumstances, -

The sudh included, but was not imited 1o, tests and procedures {o ensure the following:
Telesommunication/Medla Desk and Commodities Dask

= Business Development Plans have been compiated and circulated.
»  Call Reporls are compleied and reviewed by management,

«  Lending/banking iransactions are propaly reviewed and approved by authorized
managenent, )

Limils are monlfored snd not excesded,

Outstanding commitments ara propery approved and monliored,

Facility priving has been reviewed and approved by management.

Dredit Files are current, properly completed and reviewsd.

Legal Files are complete and reviewed, )

Missing legal documentationls ientifled, monitored and obtained ina timely mariner:
Confirmations exist for authorized Yransactions,

Tha Officer Code List s current.

The Watch Listis prepared and monitored by Credit Risk Management,

§ B ¥ B F & & B B

oy UNTred
gﬁc {,Qm'\‘”w 3
U

i



41

Teieaa;rmmic&mmm Desk and Commodiies Desk Audit Report
Page

The detalied comments, resommendations and management's responsaa are included in tha
report section that follows,

GOMMENTS / RECOMMENDATIONS
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;QWWE Desk aned Sommuodities Desk Awdit
age ’

1. Establishment of Legol Documentation Stariderds {Repeat Comment)
RIBK: HIGH EFFORT: MEDIUM DESK: TELEMEDIA and COMMODITIES

Unifrs Tegal documentation sequirements for BNP U.S, Group have niot besr éstablished. As noted in
our two pravious examinations, serlain legat documents were *walved™ by Corporate Banking, bt Histed

ag “required” by the Legal Depertment. This practice resulls in excessive lists of stale cutstanding legal
documaentation.

The failure to develop and adhers 18 a unlform legal documentation stendard may resull in missing
srilival dogumentation, and unnecessary efforis 1o oblein documents desmed not critical.

Regommendation

Onee agein, we recommend thit either the BNP Legal Depariment or an outside firm, In conjunctisn wilh
the various desks, develop a unfform legal documentation standard for the U.S. Group (Inclutding ol
Branches). Once the stendard is fuplemented, procedures should be written to support the
requinemarts snd address cxcepionsl processing such as dotument walvers,

Management Response {Richard Sted, Corporate Banking Division}

agree with the suggestion that we shoold develop a standard set of documents, slong with
an agresd upon ist of eritical documents to be obleined from clients In North America. |
{urther balieve that thess documents should be spplicable fo ol unlts in the U8, Thess
should aiso be a clear poiicy established regarding the walving of documents since | is very
clear that companies, certainly investment prade companies which we deat, are reluctant to

accapt ongrous documentation drafled by banks, and often prefer to.use thelr own
stardardized forms, :

With regard 1o 2 target date for resolution, i would seem thal this matior woidd be begt
addressad by the Lega! Deparbment of the newly Integrated BNP-Paribas siructure in North
America. 1 would seam logical ihat 1o the extent that *standardized” documents are golng it
be uilized, then the standard should be sel in conjunction with the Intagration of the twe
banks. The suggestion of utilizing outside sounset for & documentation review is a good ane

especialy I the firm can bring us the ot of bast praciices ? g worked with other
banks on this matter. -

Management Hesponse {Bruno DiNardo, Legat Department)

2. Missing Lege! Documentation (Repeat Comment}

RISK: HIGH EFFORT: LOW DESK: TELEMEDIA and COMMODITIES
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T dla Desk and © ites Desk Autlh Report
Page 4 .

Our review of the Missing Documents Lists (prepared by the Lega! Department) for the Corporate
Banking Division disciosed that 2 significant amount of eritical legal documentation rermelns oulstanding
for excessive periods of time. For purposes of this review, wa defing “orffical documents” s rotes,
credit agresments, corporate resolutions, signature cards and fegal opinions, and excessive 2% over §
months, In sddition, any efforts made to oblain the documentation are not documented/evidenced,

Recommendation

We racommend thet management establish a policy (in conjunction with the Legal Docurnentation
Standards comment #1} o address missing documentation and the steps reguired to process o
transaction sbsent the necessary documentation. In addiion; any sfforts mede to obiain the
documentation should be evidenced in the Missing Documents List.

Management Response {Richard Sted, Corpovate Banking Division)

We find that the current Missing Documents List prepared by Legat Is less than a uselul document since
itiists all docurnents which Legal Department would like & have In hand, sven though that Is not always
possible o dosing. However, as is the market practics for syndicated faciities, we ofien receive ’
conformed or sxecuted documents well after the sciusl closing date, with dociments held by Counset for
the Agenl. As jor promissory Motes, most-syndicated credits do nol require the bomower th execute Pro-
Netes uptl the time of borrowing. ¥ the commitied credit is used for commerciel paper back-up, there

are no bomowings and thus we do not recelve a note. However, the lack of ¢ promissory note appears
on the Missing Documents List and remeins there even though we will not receive & note. :

i do agroe however, that there should be a policy established which cleary addresses missing
documeniation and the steps required o process & iransaclion. Athe prasent time, the Division

" Wanager mus{ approve all bperating tickets whers legal dotumentation exceptions exist. Whilethls -
might appesr reasonable, 1 is not since we must *book” a facliity at the legal dosing, to begin seoniing -
fees and {o Insure that commitments of the bank are accounted for when such commilments ars
incurred, even though the legsl documents are st with the Agent Bark's lsgal counsel,

1 believe § wa create & true Documentation Exception Rejiort, then thers showd In fact bs a writen ™
responss from the account manager regarding Tollow-up that has been taken. This would appearto be s
more effective controt of Documentation. .

Manegement Response {Brune DiNardo, Legs! Department)

3 Legal Dowument Gontrol

RISK: HIGH EFFORT: MEDIUM:  DESK: TELEMEDIA snd COMMODITIES

A revigw of selecied legal files and the Missing Docoments List disclosed that the current process for
controlling and monitoring legal file deficlencies is insufficient. Currently, a document control shaet is ot
prepared (0 document the contents of each file and support the: Missing Documents List,

Acsording io the Legal Department, the Operating Memorandum's “Legal Diocumentation
Complets” section is used for this purpose. Cur review disclosed thal the status of

dosuments reporied in the Operating Memurandums do'nol suppor the Missing Documents
st : .
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;f’eleogmmtcwwm Desk and Commotities Desk Audit Repont
Bge

Tha lack of proper legal decument control procedures may resull in missing documentation
that jeopardize the Bank's security position in the avent of defaull or other fegal issues.

Recommendation

1 is recommended that management implement & Document Control Sheel. The Legal Department
should complete a Document Control Sheet for each file 2t the time of closing. The Sheet should Hist all
required documents, and the current status of each document {received, pending, walved, comments,
elcl. The Shest should also be utllized as the Input Sheet for preparation and support of the Missing
Documents List. This procedure would provide management with the current stafus of the file at any -
given time, and ensure the accuracy of Missing Documents List,

Menagemient Hesponse {Bruno DiNardo, Legal Department)

4. Mercator Database Malntenance

RISK: HIGH EFFORT: MEDIUM.  ~ DESK: TELEMEDIA and COMMODITIES

‘A review of the Mercator Customer Limits and Positions By Customier Shortname (MERBIQU1A) report
 disclosed facility fines that have been canceled, bul remaln on the system as “available.” This may
resullin the enpneocus reporiing of lihe excesses.

Thedallure io propery remove cancsled lines from the system may result in inacowate
reperting and wasted resources spent ing Srong oxt

Recommendation

itIs recommended that the Account Officers review the appropiriate Mercator réports on a periodic basis
{o ensure oll updates (cancellations and new facllities) are properly recorded to the system in & timely

mannar. Credit Administration shoultt also ensure thay thelr Inputioutput sontrols are funciioning as
Irtanded.

Management Response {Armand Bueno, Credit Adminlstration}

First, when we receive g Operating Memo, this memo serves & source document for the
Input of the ling In MERCATOR as well a5 in SECCOM, Information from the Operaling
Mame Is first input to BECCOM by an inpud opersior, then the information input to SECCOM
is verified by 2 supervisor against the Ops meme for sccuracy.

Secondiy, each month, Credit Administration sends each Loan Officer the following
SECCOM-genarated reports:

»  Adistof the files urider the Loan Officer’s responsibility in alphabeticat order.
s Adistof the same files sorted by “file review date.”

The purpose of these reporls and their frequency is 10 serve as a reference as well 45 s 100!
to aflow each Loan Officer to review its portiolio and, # thera is a discrepancy, to glert and
instruct the Credit Administrstion Department accordingly.
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Therefore, on & mionthly basis, Cradit Administration does contact each Loan Officar and,

providing them with the detalls of their portfolio, asks them to review i and to contact them
with any discrapancios. )

Management Response (Richard Sted, Cotporate Banking Dlvision)

it was noted that even after Jines of credit are cancslied, the Mercator system falled to rafinct
the cancsliation of thess faciities, which maylsad o ermneous reporting of Ine excssses,

The existing policy for cancaliation of a faclily requires the aceount officer to prepare sn
operating mema which is then forwarded fo Credit Admiristration for input into SECCOM and.
Mercalor. Onos this has been done, the Operating Memo Is initialed and dated in the upper
right hand cornsr and returned 1o the account manager evidencing that the canceliation has
heen inpuited by Credit Adminisiration,

1t is not the responsibility of Business Develapment officers 1o resonclia reporie prapared by
the systems depariment and the Credit Administration Department. 1 is the responsiblity of
the sccount manuper o nolify Credit Adminlsiration on 2 tmely basis of any canceliation i
credit fachities, and this Is accompilished by preparation of the Operating Mema,

Perhaps in the context of the BNP-Paribas integration this matier can be reviewed by the
D&M deperiment as | appears the problem relates to the proper processing of Operating
Memos and the fack of interface between the SECCOM and Maercator systems, which results
inincorract raports being prepared.

Management Response (Eva Millas Russe, Commodities Desk)

5. Expired Line Renewals

* RISK: HiGH EFFORT; MEDIUM  DESK: TELEMEDIA and COMMODITIES

A review of 1he Mercator (MERBIQG’IA) report as of January 31, 2000 dzsutoseﬁ numerous expired lines.

g to i, some may not have been reviewed In a limely manner, and others may have
been suhmﬁtﬁﬁ ] Paris, but not yat appmved

‘QUS!C@E EXPIRA b

Tejs/Mudia Dask
1. ATEY Corp. 311908
2. Bertlesmann ing. ak2/87
3. Genwal instrument 73168
4. Lucen) 3101/99
B, Newslne of America §/24/9%
6. New Millenlum 24199
7. Nynex - 424198

Commeodities Desk ‘
1. Bamy Callebaut ‘ 2/02/98

2. ‘Bunge Corp. 10/01/68
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3. Esieve Group 10/20/08
4, Kolmer Pelro Cher 6/30/08
5, Louis Dreyius Corp. 10101198
8. Varicus Unlted Nations LICs  Varlous

The lack of & timely credit fine renewal process (credit analysis, head office approval, olc.)
may resull in undelected oredi and other risks.

Recommendation

ftis recommendad that management ensure all expired lines have been reviewed/analyzed and
submitted to Parls for approval. In addition, management should perlodically review the Mercator
MERBIGOTA report (or similar) to ensure explring lines are identified and placed into the
anslysisireviewlapproval pipeline in & timely manner,.

Management Response {Richard Sted, Corporate Banking Divislon)

The ohservatian that there were expired lines In the portiolio as of Jenuary 31, 2000 s
woirest, For s variety of administrative reasons, It s not unusual to have explred lines
amount 1o 10% o 15% of the tolal portfolio at any given point in time,

in some cases, the explred lines reflect credils, which have been submitied 1o Parls and are
awalting approval, With DGE, cerlain files are reviewed st the Credit Commiltes levelin -
Paris, and thege global reviews sre submitied at particulor times of the year, which may not
coinciie with the explry date for a faclity in New York. Therefors, we are unable to update

the Mercator or Seccom systen untll such thme that 2 signed Authorization Ticket is raturned
from Paris.

i other cases, we may hiave an axpiry date set by Parls on e Authorization Ticke!, whinh

. wordlicts with the dale by which we would normally recelve financial statements from the
client. This is especially refevant for French and European subsidiaries where we would only
reeslve an annual statement. Thus, we may have & file explire In Oclober, it would not
expacl to recelve the annual financlals, which will allow a renewal 1o be prepared unth the
and of the first quarter following the year-end. s '

While we havs always had such "administrative” challenges, which will naturally lead to soms
files: being reflecled a3 explred, | do apree that we need develop a more comprehensive |
report which shows the explred flles within the portiolio so that proper follow-up ;
action can be teken. it Is my understanding that once all credit files heve been sntered
Inte the SECCOM system, we will be ablo 10 generate a more mesningtful expired file
report,

With regard to the managament of dsk in the portfolio,  should be emphasized that acsount
managers are meeting with ciients throughout the year, and for those fles where financial
difficuities are noled, o close monitoring is provided. This may include the preparation of 2
Veatch List Report 10 insure that both the Division Manager and Risk Managament sre sware
of potential problems in the portiolin. The annual review of the financials is one of the lools
we use i monfloring the portiolio, but It s not the only one.

Managument Response (Eva Millas Russg, Commodities Desk)
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& Covenant Compilance Monitoring )
RISK: HIGH EFFORTY: HitsH DESK: TELEMEDIA and COMMODITIES

Our review of Credit Files indicated that Covenant Camp!ianca Reports are not belng prepared by the
Corporate Banking Division as required by the BMP Credit Pollcy. In addition, managoment does not
uillize & "Dovenant Compliance Master List” to monitor covenant oumpliance on an overall basis,

© -~ The lack of covenant reports and the ability 1o monitor comp!ianne on an overall busis results in &he
vmiamn of the BNP Credit policy, and may result in undelected mvenant vmiaﬁma

Recommendation

We recommend that Corporati Banking implement the use of Covenant Compliance Rspofss a8
required by the BNP Credit Policy, I addition, 8 “Covenant Compliance Master List” that lists ait
customars with financial covenants should be implemented and used io monitor compliancs for the

entire desk. Onoe implemented, procedures must be vitien to su@pon covenant
sompliancelimonitoing,

Management Response (Richard Sted, Corporate Banking Dlvlskm}

i was noted that covenant compliance cerlificates were notfound in examined Credit Flies

and that there dose not exist & *Covenant Compliance Master List” to be used for monilering
covenant compliance on an overail basis,

. For faciities in which we aré a participant, the agen is responsible for forwarding the
guarterly covenant compliance certificates, and we find thet In such cases, we typically have
such vertificates or e, For bilateral facilities, where the dlient is required to send the
cwrifficate directly to us, there in fact are Instances wherfe we have not recelved such
documents. This is especially frue on small Network fles which often are supported by
French parent gusrantess or BNP Network accreditifs tssued inour favor.

1 do agree with the cbservation that there should be @ formalized Covenant Compliance
monficring program. To be effective and (0 act as an outside contrel, it is typlcal that the
Credit Administration Department, or In the case of Banque Paribas, the Portfollc
Management Group, sre responsible for receiving tha Certificates, This support function then
notes whather the client is In compliance with the establishet covenanis, ang typleally the
agcount manager signs off on this "internal compliance” report. Where a company s notin
compliancs, of where a complianse certificate has not been recelved, the account manager
or Depsriment manager are notified directiy.
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1 understand that the Portfolic Management concept of organization which is curently part of
the Paribes organizational strutture is tikely to be part of the new BNP-Paribas Corporate
Banking control strugture. | believe that this independent control is ihe proper way inwhich to

menitor this function, and thus requires the account manager to be involved onty when an’
. guception axists,

With regard to our current moniioring of covenarnts, ILis important 1o note that at the time of
sach annual renewal, the credit proposal containg a section which specifically reviews the
covenants and g statement is made regarding the clienf's compliance with establishad
covenants. Forthe small fles handled by the Network Desk, compliance staiements are

typlcaliy only sequired on an annual basis es thess companies do not publish quartery
finanicials.

7. iBF Signetors Cards
RIBK: HiGH EFFORY: LOW DESK: COMMODITIES

Our review of the UN aicounts {overnight investments) disclosed that signature cards werp
not execuied for the new 1BF acoounts,

The éack of sipnature cards may expose the Bank i fraudulent transactions.

Rmmmend&ﬂon

it fe recommendad thal management obtaln and e signalure cards for the 1BF actounts, where deemed
approprsts. o : o
* Management Response (Eva Millas Russo, Sommodities Gesk}

We will present the lssue to the new BNP/Parbas legal depafiment Tor review.

8. Missing Tredlt Flile
RISK: HIGH EFFORT: LOW DESK: TELEMEDIA
Our review of 10 credit files disclosed that one file (Texas Cable Partners) was missing.

The lack of complete and eurrent credit files miay resull in Incomplets analysls ang servicing.
Recomumendetion

it is reco d that mansgement focate and secure the missing fe. Further, additionsl

efforts should be made to sécure the file room and account for files that are removedon e
periodic basls, .

Management Response (Nuals Marley, Telecommunication/Media Desk)
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i

'm not sure why Texas Cable Partners® file can not be found In our flie room, Fwilt research this matter

immadiatety. At imes; ws have found that our files have been returned tc the 499 Park file room by
mistake,

. Natfonel Amusements, inc. -~ Missing Legal Documents

RISK: HIGH EFFORT: LOW DESK: TELEMEDIA

A review of outstanding legal documenhuon ay.of January 31, 2000 disclosed that Nat:onal
Amusemsnts, ing, {clesing 10/99) was stitt iacking vital legal documentation,

Recommendation

i s recoramended that all legal documentation should be reaewed within three months of & ciosmg Any
delays should ba reported 1o the Legal Department with the reasons properly documented.

Management Response (Brian Foster, Telecormunication/Media Desk}

Although | agree thal normally all legal documentation should be recelved within 3 montha of
closing {except for vlosing for Latin American loans which generally take in excess of 3
monthis}. | donot agree thet i should be the relationship managers’ job to verify that alt
syrdioated loan documents have been recelved, The Legal Depariment creates the
documentation checklist and | would sppear logical that they discuss the missing
documentation with the lew firms involved, it dogs not make sense to forward tis st o the
ascount offiver when this could be resolved within the legal depariment with a simple phane
cafl

i do'agres that for biHateral {in house) ransaciions, which are transactions that ars dirsctly

negotiaied with the client, the responsibillty of wzwing that all documentation is received
should bs the relationship menagers.

inthis paficular case, | received & boxed bourid copy of the legal docurmentation. |
forwarded those documents to the Legal Department for filing. When it was brought to my
attention that our Legal Depariment belleves that some Hems are missing, | asked the Lags!

Department to cail the law firm to discuss the missing documentation. | am swaiting the final
resolution

Audit Camment

Piease refer o the BNP Credit Policy, which states that It is the Account Officer’s responsibifity to ensure
=i legal documentation is obtained. in addition, it is the Division's current pracedurs {via the missing
document fist) for the Account Officer to monitor and oblain missing legal documentation.

Operaiing Provedures - Unlted Nations Account
RISK: HIGH EFFORT: MEDIUM DESK: COMMODITIES

Our revlew of the operating procedures (daled January 1887) for the United Natlons' fragi oft for '
humanitarian purposes program disclosed that they are outdated and do not reflect the current operating
environment. in addition, the procedures have not been reviswed

5L d b)‘ BRDYO aress of the
Bank externat {o the Commbdities Desk,
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T tock of cureid vperating procedures may result in the viokation of management
diveciives.

Recommendstion

Htis recommended thit management update the operating procedures ta reflsct the surrent operating
environment. In addition, the procedures should be reviewed/approved by appropriate depariments of
the Bark such as Compliance, Accounting and Lagal,

Monagement Response (Eva Millas Russe, Commiodities Desk)

Agreed, We will submit amendmenis 16 the procedures 1o O8M. The amendments will be circilated 16
the appropriate areas of the Bank,

Call Reposts

RISK: MEDIUM  EFFORT: LOW DESK: TELE/MEDIA and COMMODITIES

Oy review of Credit Flies disclosed that Call Reports are sithar missing or outdated (more than @
months old), )

The lack of cutrent Call Reporis results In the viokstion of management directivas and the
nabiiity to quickly and efficiently analyze the client’s potential needs.

: Recorsnentdation

%t is racommended thet management enforce the current policy requiremient that reports misibe
prapared for sach vislt in 2 timely manner.  Further, management should implement some type of -
pverall reporting mechanism to ensure visits ave made and documented as redquired,

Management Response {Eva Millas Russo, Commodities Dsgk)

Due o the heevy workiozid of the United Nations trag Account, It is true tist we have niot documented all
of our customer contacts in the form of call reporis. Wer will do our best to correct this emission.
However, this has not been for-most of cur dlients and we therefore need 1o know which scoount they
are missing for so we may more proparly respond. We do have @ larpe amount of documentation which

has not been fled Inthe credit files for several monthe, and do-not bellave tha! you looked In this folder
for any call reports, .

Having ssld iis, please be assuted that visits and calls gre being made and we are fully aware of
cusiomer neads. They would be the first to tell us i we were notl However, for dradit monlioring
purposes, wa agree with the need lo update the fle on a regular basls and will work on correcling this
probiem.

Monagement Response (Nuala Marley, Telecomimunication/Media Desk)

Cwer the lasi year, given our work load and limited staf! (two maternity leaves): oy recording of
meetings hay generally been done in the form of Credit Proposals or through the use of emall where we
inform relevant parties of Information that needs to be shared or scted upon.
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12. Management Review/Approval
RISK: MEDIUM  EFFORT:LOW - DESK: COMMODITIES

13,

Our review of the United Natlons lragh account process distlosed that the varlous spreadsheets and
raporis prepared by the desk to control investment alfocations, collsterat balances, mierest aamed, slc.
do not avidanse one-up review and approval,

in addition, the Customer Collaterat Report received 1rm the L/ Departmint on & dally
basls doss not evidencs management review.

Recommendation

itis recommended that management evidence one:up review and approval on all spreadshestsiréponts

prepared by the desk. In addition, management should sign or initial the Customer Collaterat Report to
evidence review,

Menugement Response (Eva Miiles Ruses, Commiodities Desk}

Agreed. The Desk Head will sign the Dally Activity Reconcliation sheet for UN Irag atoounts and mmm
the Customer Collsteral Reporito ewéanea reiew.

Flling Backiog .
RISK: MEDIUM  EFFORT: LOW DESK: TELEMEDIA and COMMODITIES

Areview of the tredit e room disclosed 2 large numbst of documents in the "to be filed” tins. Sama of
the documents were stale deted (i.e., June, July and August 1889), i was funther noted that some of the

Account Officers maintain additionzl decuments to be fited in thelr offices. Wae aliso noted numemm;
misfiled documents,

Rmmmanﬁaﬂon

1 Is recommended that maﬂagemem iaka addﬁmna& steps to ensure all documentation is placed inthe
sppropriate o be filed” ares. in addition, alf documentation should be placed in the applicable Credit
File for sefekeaping in a timely manner {Le., within one week}.

Management Response {Richard Sted, Corporate Banking Division}

Since the Corporate Department was required to move from 498 Park in March, 1988, we of
necessity had to bring our credit files with us. Credit Administration had been responsible for
maintaining and seouring credit fles prior 1o this move, and thus we lost the staff support
provided by Gredit Administration.

We have used part-time Support on two separate occasions to assist us In maintaining our

credit files. While this has helped on a temporary basis, we have experienced turnover and
surrently have no supporl,
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twould expect that when Corporale Banking is moved to the Paribas {ocation, and all
corporate files are housed In e centralized location, adequate staffing of file clerks will be
made avaiiable o provide for the proper mainenance of these filss.

Uniit that time, we have hired & temporary file clerk and will monitor her progress.

William Vassalia. S:enior Vice President & Auditor
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Mr. ROHRABACHER. On top of all of this, we have BNP’s own
auditors warning that the bank was unprepared to run the pro-
gram from the beginning. This only reinforces Paul Volcker’s find-
ings that BNP did not qualify according to the original bidding
process created by the United Nations in 1995. How much more is
out there that we do not know yet about BNP’s performance and
the Oil-for-Food scandal, especially in terms of this specific contract
that BNP had with the United Nations?

We are going to ask a lot of questions, and there is a lot more
we have to find out. I must say, what we have already found out
about BNP in the past months is disturbing. It shows the bank’s
operations for the Oil-for-Food Program; basically its operation was
insufficient for the task, and it makes me wonder if the bank cared
at all about the risk that it placed on its investors by running the
Oil-for-Food Program in the manner that it did. This afternoon, we
hope to obtain some answers to these and other questions when we
hear testimony from the various BNP directors present: Mr.
Schenk, BNP’s North American CEO; Patricia Herbert, the Direc-
tor of the Oil-for-Food Program; William Vassallo, BNP’s auditor
for the program; and Harold Lehmann, former Director of BNP’s
Trade and Finance Department and the person who authorized
some of the reassignments of payments from Al-Riyadh Inter-
national Flowers to the East Star Trading Company, which we will
be asking him about today.

I want to thank the witnesses for being with us today. Our Re-
publicans should be joining us after the Republican Conference is
over. And I will turn now to Mr. Delahunt for any opening state-
ment he would like to make.

Mr. DELAHUNT. Thank you, Mr. Chairman.

I am going to use my time to express my frustration. I under-
stand that, today, an Administration representative came to brief
staff about the Administration’s thoughts on reform of the United
Nations. This Subcommittee had a public hearing on U.N. reform
scheduled a few weeks ago, but the Administration would not tes-
tify, so the hearing was canceled. Are we ever going to have hear-
ings on the Administration’s thoughts on U.N. reform, let alone
other policies in the United States Government? I am going to
make a request right here that a representative of the Administra-
tion come before the Subcommittee in public session and respond
to our questions and explain their position on U.N. reform.

Now maybe they are consulting with individuals in the Majority
Party, but I am unaware of anything beyond today’s staff meeting.
My point is that part of this panel’s mandate is investigations. But
additionally, we are required to conduct oversight of the Executive
Branch within the jurisdiction of the Full Committee. But all of our
efforts to date have been to investigate the United Nations or
multi-lateral banks or companies that employ Kofi Annan’s son.
Now that is fine, and that is good, but we seem to avoid examining
the role of the Administration when it comes to the issues involving
the United Nations and, in particular, its role in the so-called Oil-
for-Food Program and what occurred over the course of the past 10
years.

I want to have hearings on why the Administration allowed Sad-
dam to continue with trade protocols with Jordan and Turkey and
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Egypt and Syria. According to the report by Charles Duelfer, the
President’s hand-picked inspector, those trade protocols and oil
smuggling earned Saddam $9 billion—as can be seen over by that
chart that is sitting on the easel—six times as much money as he
was able to skim from the Oil-for-Food Program. Where did that
money go? Some have said that allowing those protocols, or looking
the other way, was a policy decision. But we have yet to hear from
anybody from the Administration to come before us and to explain
the rationale for that policy. Whatever the reason, it certainly—and
I think this is indisputable—facilitated Saddam Hussein’s oppres-
sion of the Iraqi people and reinforced his hold on power. And we
should look into the reason why the Security Council, of which we
are a member, approved at least 70 Oil-for-Food contracts that the
United Nations warned the Security Council were overpriced. Why
didn’t the U.S. mission raise objections in these instances? Why?
And I would submit that we owe it to the American people and
Iraqi people to provide a full and complete answer. And what kind
of message does this send? We are willing to look at others and
scrutinize them, but not review our own actions?

Additionally, we should investigate why, in February 2003, just
before the invasion of Iraq, the Administration allowed 14 super-
tankers filled with millions of barrels of Iraqi oil to sail away under
the noses of our interdiction effort even after the U.N. directly
warned the Bush Administration about the operation in time for us
to stop it. And we should be investigating the findings by the in-
spector general for Iraq’s reconstruction that the Coalition Provi-
sional Authority managed to lose track of over $8 billion of Iraqi
money in a single year. Here we are accusing the U.N. of incom-
petence and corruption for losing $1.5 billion over 8 years, and we
cannot account for $8 billion that was in our custody. Maybe be-
cause, as this photo graphically demonstrates, the Administration
was handing out Iraqi Oil-for-Food money in cash. In cash. What
kind of message does that send? If you are a foreign bank that
keeps good records and are transparent about it, we will look at
you. But if you are the U.S. Government and doing your business
in cash, we will give you a pass?

There are other issues, Mr. Chairman, that we could look into.
I know you have an interest in what occurred in the aftermath and
prior to the Oklahoma City bombing. For my part, a couple of
weeks ago, I sent a letter to you and the Chair of the Full Com-
mittee about a notorious terrorist, whose name is Luis Posada
Carriles, responsible for the bombing of a civilian Cuban airliner
resulting in the deaths of some 73 civilians, and allegedly, he is
here in the United States, and he is even seeking political asylum.
Let us have a hearing on that.

Rather than focus on any oversight of the Government that we
are actually part of, we are here today to discuss the role of BNP
Paribas in the Oil-for-Food Program, even though it is anticipated
in the Volcker Commission’s final report; they will address BNP’s
conduct. I understand that there are allegations that BNP did not
fully investigate who they were giving the money to, and they vio-
lated the terms of their contract. That very well may be the case,
but I am not a banking expert, which is understandable because
this is not the Financial Services Committee. But I think it is im-
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portant to keep in mind that all of the contracts that BNP fulfilled
were reviewed by the 661 Committee. In fact, if BNP was giving
money to bad people, then we should have known about it because
of our presence on the Security Council. But having said all that,
let me conclude by saying, welcome to the witnesses that are testi-
fying here today.

Mr. ROHRABACHER. This Chairman intends to have a policy of
permitting the opening statements of the Chair and Ranking Mem-
ber, but also a very brief, perhaps 1 minute, opening statement.

Mr. Royce. If Howard did not make an opening statement

Mr. ROHRABACHER. Would you like to make a 1-minute opening
statement?

Mr. BERMAN. Give me 1 minute of thought.

Mr. ROHRABACHER. Mr. Royce for 1 minute and then Mr. Ber-
man.

Mr. ROYCE. One of the reasons this Committee is pursuing BNP
on this issue is, according to the Independent Inquiry Committee
for the United Nation’s Oil-for-Food Program chaired by Paul
Volcker—because of opposition by the United States to the choice
of the Swiss bank, despite the fact that the bank had not been in-
cluded on the U.N.’s list of qualified banking vendors and not meet-
ing the U.N. treasurer’s criteria—somehow Banque Nationale de
Paris was chosen by former Secretary-General Boutros Boutros-
Ghali. Iraq had shown a preference for this particular bank as the
bank had been used by the Iraqi Central Bank for its cor-
responding banking needs in Europe. Despite these deficiencies,
Banque Nationale de Paris was awarded the contract, and it began
providing banking services to the United Nations, administering
the Letters of Credit Program. And the process, complicated as it
was, necessitated interaction between the companies supplying the
goods to Iraq and BNP. And it is in this part of the process that
this Subcommittee is concerned.

At the Full Committee hearing into BNP’s activities on Novem-
ber 17 in which we participated as Members of Congress, it was
disclosed at that time that a company participating in the program,
Al-Riyadh International Flowers, asked BNP for permission to re-
assign the proceeds for its payments from the letters of credit to
an unauthorized third party, East Star Trading. According to the
contract between BNP and the U.N., this practice was forbidden
except if the reassignment was made to a financial institution, and
East Star Trading is not a financial institution. And everyone un-
derstood that. And BNP conceded that point during the hearing.
The Committee was told by the U.S. mission to the U.N. that the
U.N. did not give BNP permission to reassign the proceeds from
these letters of credit.

In the hearing on November 17, BNP was unable to provide a
satisfactory explanation as to why they went ahead with the reas-
signment. Since that time, the Committee has subpoenaed BNP for
the documents that detailed these and other deals between Al-Ri-
yadh International Flowers and East Star Trading in an effort to
determine why the reassignment occurred, who authorized these
improper transfers to an unauthorized company, and details involv-
ing both companies. I think it is important we get to the bottom
of this. And we can do it if we get cooperation. Frankly, if we are
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going to clean up the type of corruption that we have seen in pro-
grams like this, rather than turn a blind eye, I think when we find
indications of kickbacks of this magnitude, it is important to find
out who exactly is involved. That is what we are trying to find out.

Mr. ROHRABACHER. Thank you, Mr. Royce, for your focus.

And Mr. Berman.

Mr. BERMAN. Mr. Chairman, I do not have any prepared state-
ment, but I would like to just reconcile a couple of the points I have
heard. I certainly do not think there is anything wrong with us re-
viewing one aspect of the Oil-for-Food Program and having a hear-
ing and hearing the issues and hearing if there are answers to the
concerns we have.

But I do want to say that in the context of creating an appear-
ance of objectivity, Mr. Delahunt makes, I think, some important
points. The issue of how two Administrations—one Democratic and
one Republican—dealt with their review of the contracts on the 661
Committee—and there are legitimate arguments for why their
focus was on proliferation issues and perhaps—I mean there are
arguments that deserve to be heard and there are some good argu-
ments for why Jordan and Turkey got special treatment, notwith-
standing the sanctions. Syria, I do not quite understand as well.
But the notion of at least having that discussion as part of our
oversight responsibilities, once we are getting into the mess that
occurred as a result of our very understandable decision—and I
was a strong supporter of our effort to limit Saddam’s ability to get
the currency which would allow him to pursue the re-arming of his
country and, as we thought at the time, a program of weapons of
mass destruction. So the only thing I would argue for, as you con-
template scheduling hearings, I think it is appropriate to have the
Administration come forward and just make the case why they con-
tinued policies started in the previous Administration regarding
those countries and what the 661 Committee was doing. And it cre-
ates a dynamic that says: We are out here wherever the chips fall
where they may; we are looking at this thing from an evenhanded
point of view. And we can have that discussion.

I remember going to Jordan before the Iraq war and hearing Jor-
dan talk about what the economic consequences of sanctions on
Iraq were to Jordan. And I can understand that it may not have
been the right call, but I can also understand the foreign policy
reasons why you might want to give Jordan some flexibility at that
particular point given the general role that Jordan was playing in
terms of its own policies.

Mr. ROHRABACHER. Very wise of you, Mr. Berman.

Mr. BERMAN. Let us bring it out and discuss it and check it out.

Mr. ROHRABACHER. Thank you, Mr. Berman.

And Mr. Wilson. And these are supposed to be 1 minute—little
thoughts.

Mr. WIiLsSON. Thank you, Mr. Chairman.

I just want to restate my appreciation for your leadership. I have
the highest regard and faith in the integrity and the abilities of
Congressman Dana Rohrabacher to be our leader. I am particularly
very hopeful, as we learn about the Oil-for-Food Program and as
additional articles and media coverage are published and indict-
ments are made, that all of us will be working together to do all
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that we can to possibly assist in the recovery of funds as was in-
tended by the Oil-for-Food Program to benefit the people of Iraq.

Thank you, Mr. Chairman.

Mr. ROHRABACHER. Several questions were directed toward the
Chairman in the opening statements, so I thought I would cer-
tainly answer them before we proceed.

First of all, Mr. Delahunt, could you tell us who these people are
again in this picture here?

Mr. DELAHUNT. Frank Willis to the left. He is a senior Coalition
Provisional—sorry, Frank Willis in the middle.

Mr. ROHRABACHER. Who is on the left?

Mr. DELAHUNT. Darrell Trent.

Mr. ROHRABACHER. You are not sure who is who?

Mr. DELAHUNT. Darrell Trent is in front of the pile of the money
at some undisclosed location in Iraq in this 2003 photograph pro-
vided by Willis.

Mr. ROHRABACHER. Somewhere in Iraq in 2003?

Mr. DELAHUNT. Right. In Baghdad.

Mr. ROHRABACHER. This is supposed to represent what, in giving
that away?

Mr. DELAHUNT. There is a lot of cash there.

Mr. ROHRABACHER. Is that possibly a stash of cash that was
found? Is it Saddam Hussein’s cash? Is that possible?

Mr. DELAHUNT. It is DFI (Development Fund for Iraq) dollars;
money that went to the Development Fund for Iraq from the CPA
(Coalition Provisional Authority).

Mr. ROHRABACHER. That money was shipped from the United
States to these fellows?

Mr. DELAHUNT. No. This money——

Mr. ROHRABACHER. You do not know who the guy on the left is,
but there are some guys standing in Iraq.

Mr. DELAHUNT. I would be happy to subpoena them in and have
a full hearing on it and get their names and find out what hap-
pened so we begin to discover what happened to the $9 billion that
the inspector general

Mr. ROHRABACHER. Let me note, being the Chairman of the Com-
mittee, you certainly are welcome to bring pictures. I do hope that
next time you will know who they are in the picture and exactly
where the money came from and all that. I would hope that you
do not take offense, as we move forward now, having had a chance
to explain the picture, and take the picture down rather than hav-
ing it dominate the ambience of the hearing.

Mr. DELAHUNT. I have no objection.

Mr. ROHRABACHER. In terms of the other points raised by Mr.
Delahunt, we will certainly be asking Administration officials to
come here and to explain the policies that we all should know
about—what policies they are and whether they deal with Iraq or
with other areas of the world. I certainly hope that the Administra-
tion can explain to your satisfaction and my satisfaction why it per-
mitted certain things to happen.

In regards to the charges about Jordan and Turkey receiving this
ability to have oil shipments given to them, we would have to call
the representatives of the Clinton Administration who thought up
those policies and established them. We will be glad to ask Sec-
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retary Albright to come here and explain those to us because they
were the ones who established the policy that we are talking about.

This Subcommittee will be happy to invite various expert wit-
nesses from the past Administration and this Administration to get
them on the record. This is a very legitimate question—why the
Clinton Administration came up with this idea of letting Jordan
and Turkey

Mr. DELAHUNT. And Syria.

Mr. ROHRABACHER. Let us find out why President Clinton felt
that was a good thing to do. I do not believe, as your colleague, Mr.
Berman, has suggested, that it is wrong for us to look at a very
specific issue, namely the integrity of the United Nations, at a time
when we are trying to determine what America’s long-term rela-
tionship is going to be and how much trust we will have in the
United Nations.

The American people faced a choice during the last election be-
tween two groups of people politically advocating how much or how
little we are going to rely on multilateral organizations like the
United Nations in order to protect our interests and protect the in-
terest of freedom in the world. It is totally within that context to
try to find out information for the American people to make their
own decisions as to the integrity of a project that was run by the
United Nations.

This project, let me note, exemplified the strategy that I heard
being advocated during the last Presidential election—let us not
use force, let us go through a multilateral organization and try to
put pressure on people rather than using military force. If we have
an example of that, the Oil-for-Food Program, in front of us, it
makes it very relevant for us to determine whether or not—and
focus on this specific issue until we move on to another—the
United Nations was capable of doing this and would be thus capa-
ble in the future of involving itself in this type of program dealing
with billions of dollars and pressures, international pressures com-
ing at them from all sides. It does not appear to me at this point
that the United Nations has passed its test, but let us get into it
and ask for the details.

Mr. Schenk.

Mr. BERMAN. Would the gentleman yield on that point?

Mr. ROHRABACHER. If we could get to the testimony now.

But yes, I yield to you for 1 minute.

Mr. BERMAN. Oil-for-Food was not an effort to put pressure on
Iraq. Multilateral sanctions at the end of the Gulf War were the
effort to put pressure on Iraq. Oil-for-Food was the program that
was put in place when some people were arguing that the sanctions
on Iraq were causing a great deal of suffering.

Mr. ROHRABACHER. The Oil-for-Food Program was designed spe-
cifically to make the sanctions on Iraq work in a way that would
not cause collateral damage among the people of Iraq, children,
women, et cetera.

Anyway, with that said, Mr. Schenk, you were a witness here be-
fore and let me commend you for coming back. Let me commend
you for your testimony before, even though, as I say, some of the
things we found out since have caused some questions. We want
to ask further questions of you, but we do appreciate the fact that
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you were willing to testify and that you are here and you have
brought some experts with you to make sure that, if we ask some
questions, that you will be able to adequately answer all the ques-
tions. So we appreciate that and if you can summarize somewhat,
but I am not going to leave you to one time period because you
ought to express your testimony and give your case fully. You may
proceed.

STATEMENT OF MR. EVERETT SCHENK, CHIEF EXECUTIVE
OFFICER, BNP-PARIBAS SA OF NORTH AMERICA

Mr. ScHENK. Thank you, Chairman Rohrabacher, Congressman
Delahunt.

My name is Everett Schenk and since May 2000, I have been
CEO of BNP Paribas’ North American Corporate Investment Bank-
ing Operations. You did appropriately introduce my colleagues. But
as it is one of my privileges to introduce my colleagues, I will do
it for BNP. Patricia Herbert, to my left, is head of our Banking Op-
erations activities, New York branch. William Vassallo, to her left,
is a Director of Corporate Banking Operations. And to my right is
Harold Lehmann, who, prior to October 2001, supervised the
bank’s processing of Oil-for-Food Program letters of credit. Harold
is no longer an employee at the bank and is, in fact, a fifth-grade
teacher in New Jersey. And we thank him for joining us. I have
provided a full opening statement, which includes much back-
ground information for the record, and I have a shorter oral state-
ment, but it is along the same lines.

Mr. ROHRABACHER. You may proceed. And your full statement
will be made part of the record.

Mr. SCHENK. From the program’s inception, it was contemplated
that the Humanitarian Letter of Credit beneficiaries might well
need financing in connection with their U.N.-approved trans-
actions. Beneficiaries were therefore permitted under the Oil-for-
Food Program to assign proceeds under their letters of credit to se-
cure financing to obtain required items. An assignment of proceeds
is a traditional means of securing such financing and commonly
takes various forms. These include an assignment to a bank to ob-
tain a direct cash loan from which the beneficiary can pay its sup-
plier, or an assignment to a bank making funds available to the
supplier, or an assignment to the supplier providing financing to
the beneficiary in the form of goods supplied on open account.

When 1 appeared before the Full Committee last November,
questions were raised about a Humanitarian Letter of Credit that
had been issued to a U.N.-approved beneficiary, named Al-Riyadh
International Flowers Company, where it appeared that several
payments had been made at the request of the beneficiary to an en-
tity named East Star Trading Company. At that time, having no
advance notice from the Committee that it was interested in those
payments, the bank had not the time to fully prepare to address
that issue on that occasion.

Since then, however, and in response to the Committee’s inquir-
ies in these regards, the bank has been engaged in a comprehen-
sive review of approximately 54,000 payments that were made pur-
suant to Humanitarian Letters of Credit issued under the program
utilizing a systematic approach that has required the expenditure
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of approximately 8,000 man hours. As a result of that process,
which is ongoing, we have considerably more information today
than we did in November about payments that were made to cer-
tain persons other than the letter of credit beneficiaries.

As you know, we have shared that information with the Com-
mittee in the form of an interim report that was prepared specifi-
cally for the Committee’s use in anticipation of this hearing. Let
me say at the outset that nothing in our investigation to date has
led us to believe that any letter of credit proceeds that were as-
signed or paid to anyone other than a bank making loans directly
to the beneficiaries were causally related to any corruption which
may have occurred in the Oil-for-Food Program. But we have
found, in the course of processing assignments and payments, some
mistakes were made. Although mistakes are perhaps inevitable in
the context of a program of this magnitude, they should not have
occurred. We certainly appreciate the Committee’s concerns regard-
ing the handling of the Humanitarian Letter of Credit transactions
and hope that the Committee will find our interim report and testi-
mony helpful in addressing the issues that were raised here at the
last hearing.

To return then to the subject of East Star, we understand that
East Star is an affiliate of a large international export group called
Pacific InterLink that was incorporated in Malaysia in 1988. Pa-
cific InterLink exports a wide variety of goods from the Far East
to the Middle East to Africa and Europe. Pacific InterLink and
seven of its affiliates were awarded numerous U.N.-approved hu-
manitarian supply contracts in almost every phase of the program,
totaling approximately $270 million in value. East Star was a sup-
plier to Al-Riyadh and a number of other Humanitarian Letter of
Credit beneficiaries under the program.

We understand that these beneficiaries typically assigned a sub-
stantial portion of the proceeds they are entitled to receive under
their letters of credit to a financing facility that a major inter-
national banking institution had extended to East Star. The financ-
ing facility enabled East Star to carry out its supply obligations to
the beneficiaries. For those unfamiliar with trade finance practices,
a financing facility is a common arrangement under which a bank
extends a revolving line of credit to a borrower through an account
that permits the borrower to draw a specified maximum loan
amount. As funds are deposited back into such account, they are
applied by the financing bank to reduce the outstanding balance
and thus repay the loan. So when the letter of credit proceeds were
paid to East Star’s financing bank, we understand that these pay-
ments would have served in the first instance to repay the bank
for the loans it had made to finance the underlying U.N.-approved
goods transactions.

I will say more in a moment how such payments comported with
the procedures that the bank had put in place for processing of
payments and the payments for the Oil-for-Food Program. But I
want to emphasize, as I noted earlier, that financing arrangements
such as these are commonplace in the world of trade finance and
are entirely legal and integral to the free flow of goods in the global
marketplace.
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The bank’s review identified comparable financing arrangements
involving other suppliers to the beneficiaries of Humanitarian Let-
ters of Credit, including, in particular, a financing facility main-
tained at another large international bank by a major supplier of
goods named Al Douh Jordanian Establishment. Significantly, a
number of Al Douh affiliates were U.N.-approved suppliers of ap-
proximately $88 million worth of goods under U.N.-approved con-
tracts throughout the various phases of the program. As with East
Star, letter of credit beneficiaries assigned proceeds to the financ-
ing facility maintained by Al Douh, which in the first instance
would have been available to repay the bank for financing it pro-
vided for the underlying U.N.-approved humanitarian goods trans-
actions.

As T already indicated, the review that the bank has undertaken
is ongoing. We expect to provide this Committee with a final report
of our findings when it is completed, but to date there has been no
indication that any so-called third party payment has served as a
means to corrupt the Oil-for-Food Program. That is not to say, how-
ever, that these payments, while totally consistent within normal
trade finance practice, were also consistent with the procedures
which the bank had put in place for processing letters of credit
under the program. Under the bank’s contract with the U.N., bene-
ficiaries of Humanitarian Letters of Credit were permitted to as-
sign proceeds of those credits, but only to a bank providing financ-
ing for the underlying transaction. It is far from clear, however,
whether the contract meant to further limit assignments only to a
bank providing such financing directly to the beneficiary and to
foreclose such financing if it was provided by a bank through the
beneficiary’s supplier.

In any event, as its operational procedures evolved, the New
York branch of BNP and then BNP Paribas took a conservative ap-
proach in deciding that assignments of proceeds as a general mat-
ter should be limited to banks providing financing directly to the
letter of credit beneficiaries.

As I said earlier, our review has identified some instances re-
flected in our interim report in which assignments or payments
were made to persons other than beneficiaries or banks making di-
rect loans to them contrary to the bank’s procedures. Based upon
the review we have conducted to date, the bank has determined
that in some—but by no means all—of these instances the informa-
tion that was available to the letter of credit processing personnel
at the time would have indicated the possibility that the assign-
ments or payments were being made to financing facilities ex-
tended by banks to suppliers rather than to the beneficiaries them-
selves. The bank has determined that, in these instances, the proc-
essing of those assignments or payments constituted avoidable er-
rors.

Although the bank did take steps over the course of the program
to enhance management, strengthen, and reinforce its policies and
procedures for processing letters of credit under the program, we
believe, with the benefit of hindsight, that still more should have
been done. In particular, numerous clerical employees had to be
hired on extremely short notice to deal with the sudden sharp up-
surge in the volume and complexity of the humanitarian supply
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contracts that occurred in the 1999-2000 time frame, greatly com-
plicating the processing of letters of credit. Better training of these
employees could have minimized the incidence of such assignments
and payments. In addition, enhanced monitoring of the perform-
ance of those employees could have resulted in corrective actions
being taken that further could have reduced their incidence. Still,
to evaluate these assignments and payments properly, we believe
a number of observations are in order.

I would first begin by observing that the beneficiaries in the
transactions involving assignments all made representations to
BNP Paribas that they were assigning proceeds to banks that were
providing them with financing for those transactions; and, second,
that the banks providing the financings and the transactions in-
volving assignments that I described earlier confirmed this on a
number of occasions.

In fact, the assignment of proceeds in the transactions I de-
scribed earlier were in favor of banks, and we understand that the
payments that were made under those assignments would have
served in the first instance to repay the banks for the financing
they made available to the underlying U.N.-approved transactions.

Moreover, the fact that the financing banks in those transactions,
which are large international institutions, evidently were com-
fortable stating on various occasions that they were providing fi-
nancing for the transaction to the beneficiary, albeit through the
supplier, underscores the fact that this distinction is, at best, one
of form.

It is also worth noting that any legal claims with respect to the
proceeds that have been assigned in these circumstances would
have belonged to the financing banks that were designated as pay-
ees and not to the suppliers to which the financing had been ex-
tended.

Another point I would like to make is that assignments of this
type that I have described are legitimate commercial arrange-
ments, quite apart from any limitations that may have existed
under the procedures adopted by the bank for processing Humani-
tarian Letters of Credit under the program.

Furthermore, the bank has not identified any instance where a
letter of credit itself along with its corresponding obligations was
transferred or assigned by a beneficiary to a third party in viola-
tion of the Banking Services Agreement.

The Committee also should be aware that the bank is in posses-
sion of a notice of arrival with respect to the goods that are the
basis for 100 percent of the payments we are addressing here
today.

It is also highly significant as well that the suppliers who were
involved in a substantial majority of the dollar value of the trans-
actions to which I referred earlier were either directly, or through
their affiliates, U.N.-approved beneficiaries under other Humani-
tarian Letters of Credit worth hundreds of millions of dollars. Nor
should we lose sight of the fact that where the proceeds of a letter
of credit are paid directly to a beneficiary, the beneficiary is free
to use some of those proceeds to repay any bank that provided fi-
nancing for the transaction, whether the funds were advanced by
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the bank to the beneficiary or the supplier, or to pay a supplier di-
rectly or to pay others.

I would call the Committee’s attention to the fact that even today
none of the so-called third parties that have been identified ap-
pears on the United States Department of Treasury Office of For-
eign Asset Control’s List of Specially Designated Nationals.

Finally, and most important, I want to emphasize again that the
bank has seen no indication that any assignment of proceeds or
payment to any so-called third party is causally linked to any cor-
ruption that may have occurred in connection with the Oil-for-Food
Program.

In closing, I would reiterate that, in order to be fully responsive
to the Committee’s inquiries, the bank is continuing its review and
that it intends to provide this Committee with a final report at the
conclusion of this process, just as it did on an interim basis here,
to assist the Committee in its own assessment of this matter.

I am going to deviate from my text for 1 minute. And I listened
very carefully to the opening remarks, Mr. Chairman, and I am
sure that we are going to address a number of the issues which you
raised. But I can’t let go of one comment that you made, and that
was a question about whether the bank cared about its investors.
That is a comment that I can’t let stand in this kind of a public
forum. And today I want to assure you that the bank has exercised
in good faith all of the responsibilities that it has under this con-
tract and all of its other activities that we engage in, and that we
are a bank in good standing not only in the United States but in
all the jurisdictions in which we operate, which is over 80 countries
around the world. And we take very seriously our obligations, and
we think very carefully about those.

I would also like to make a comment to Mr. Royce. Congressman
Royce, you suggested that one of the ways to proceed here is if we
get cooperation, and I want to assure you and this Committee that
BNP Paribas will continue to cooperate in this investigation, and
we are pursuing our investigation such that we can complete this
and provide you with additional information.

So, at this point my colleagues and I, I guess, would be pleased
to respond as best we can at this stage in the process to any ques-
tions the Committee may have. Thank you.

[The prepared statement of Mr. Schenk follows:]
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BEFORE THE HOUSE INFERNATIONAL RELATIONS COMMITTEE
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS
APRIL 28, 2005

STATEMENT OF EVERETT SCHENK,
CHIEF EXECUTIVE OFFICER,
BNP PARIBAS — NORTH AMERICA

Chairman Rohrabacher, Congressman Delahunt, Members of the
Committee, my name is Everett Schenk. Since May 2000, I have served as CEO of
North American Corporate and Investment Banking Operations for BNP Paribas. With
me today are Patricia Herbert, the head of Banking Operations for the Bank's New York
branch; William Vassallo, a Director of Corporate Banking Operations for the New York
branch; and Harold Lehmann, who prior to October 2001 supervised the Bank's

processing of Oil-For-Food Program letters of credit.

BNP Paribas has over 10,000 employees in the United States. In my
capacity as CEO, and since 2000, I have been responsible, among other things, for
overseeing the New York branch of the Bank, which has provided certain banking
services to the United Nations in connection with the Oil-For-Food Program pursuant to a

Banking Services Agreement with the UN,

By way of background, the Qil-For-Food Program was created through a
wnanimous resolution of the Security Council of the United Nations ("UN™) with the

principal objective of alleviating the suffering of the Iraqi people by providing
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humanitarian goods to Iraq under contracts approved by the so-called "661 Committee”
or "Sanctions Committee" of the UN Security Council. To that end, the 661 Committee
authorized specificd contractors to furnish approved goods to Iraq. Once a contract had
been authorized by the 661 Committee, the UN directed its bank — the New York branch
of Banque Nationale de Paris and later BNP Paribas — to issue a letter of credit naming
the contractor as the beneficiary, thereby providing assurance that the beneficiary would
receive payment under the contract upon delivery of the approved goods to Iraq and

presentation of the required documents.

Although the Program was expected to be short-lived, it was renewed on
twelve separate occasions, each for a six month period, and lasted for some six and one-
half years. In the 1999-2000 time-frame, the Program underwent explosive growth due
to the decision of the 661 Committee to greatly expand the goods that were permitted to
be delivered under the Program. With this decision, the sheer volume of the letters of
credit that the Bank was required to issue and process skyrocketed. The processing of
these letters of credit became a much more complicated and challenging task, not only
because of this increase in volume, but also because the transactions themselves were
considerably more complex due to the wide range of the goods that were being approved
under the Program by the 661 Committee, and the greatly increased geographical

diversity of the approved suppliers.

From the Program's inception, it was contemplated that humanitarian letter

of credit beneficiaries might well need financing in connection with their UN-approved
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transactions. Beneficiaries therefore were permitted under the Oil-For-Food Program to
assign proceeds under their letters of credit to secure bank financing to obtain the
required items. An assignment of proceeds is a traditional means of securing such
financing, and commonly takes various forms. These include an assignment to a bank to
obtain a direct cash loan from which the beneficiary can pay its supplier; or an
assignment to a bank making funds available to the supplier; or an assignment to the
supplier providing financing to the beneficiary in the form of goods supplied on open

account.

When I appeared before the full Committee last November, questions
were raised about a humanitarian letter of credit that had been issued to a UN-approved
beneficiary named Al Riyadh International Flowers Company, where it appeared that
several payments had been made at the request of the beneficiary to an entity named East
Star Trading Company. Having had no advance notice from the Committee that it was
interested in those payments, the Bank had not had time to fully prepare to address the

issue on that occasion.

Since then, however, and in response to the Committee's inquiries in these
regards, the Bank has been engaged in a comprehensive review of the approximately
54,000 payments that were made pursnant to humanitarian letters of credit issued under
the Program, utilizing a systematic approach that so far has required the expenditure of
approximately 8,000 man-hours. As a result of that process, which is ongoing, we have

considerably more information today than we did in November about payments that were
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made to certain persons other than the letter of credit beneficiaries. As you know, we
have shared that information with the Committee in the form of an Interim Report that

was prepared specifically for the Committee's use in anticipation of this hearing,

1 would like to return in a minute to the subject of East Star. But before
do, let me say at the outset that nothing in our investigation to date has led us to belicve
that any letter of credit proceeds that were assigned or paid to anyone other than a bank
making loans directly to beneficiaries were causally related to any corruption which may

have occurred in the Oil-For-Food Program.

Further, let me say that we have found that in the course of processing
assignments and payments, some mistakes were made. Although mistakes are perhaps
inevitable in the context of a Program that required the processing of approximately
54,000 payments under approximately 20,000 letters of credit and 32,000 amendments
involving an estimated 5 million pages of documents, they still should not have occurred.
We certainly appreciate the Committee's concerns regarding the handling of the
humanitarian letter of credit transactions, and hope that the Committee will find our

testimony helpful in addressing the issues that were raised at the last hearing.

To return then to the subject of East Star. We understand that Bast Star is
an affiliate of a large international export group called Pacific Inter-Link that was
incorporated in Malaysia in 1988. Pacific Inter-Link exports a wide array of foodstuffs,

pharmaceuticals, building materials and other consumer products from the Far East to the
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Middle East, Africa and Europe. Pacific Inter-Link and seven of its affiliates were
awarded numerous UN-approved humanitarian supply contracts in almost every phase of
the Oil-For-Food Program, totaling approximately $270 million in value. East Star was a
supplier of goods to Al Riyadh and a number of other humanitarian letter of oredit

beneficiaries under the Program.

‘We understand that these beneficiaries typically assigned a substantial
portion of the proceeds they were entitled to receive under their letters of credit to a
financing facility that a major international banking institation had extended to East Star.
That financing facility enabled East Star to carry out its supply obligations to the
heneficiaries. For those unfamiliar with trade finance practices, a financing facility is a
common arrangement under which a bank extends a revolving line of credit to a borrower
through an account that permits the borrower to draw a specified maximum loan amount.
Ordinarily, as funds are deposited back into the account to repay the loan, an equal
amount can be borrowed again. So when letter of credit proceeds were paid into the
account at that major bank, we understand that those payments would have served in the
first instance to repay that bank for the loans it had made to finance the underlying UN-
approved humanitarian goods transactions, rather than to pay East Star for the goods

themselves.

I will say more in a moment about how such payments comported with the
procedures that the Bank had put in place for processing assignments of proceeds and

payments under Oil-For-Food Program humanitarian letters of credit. But I want to
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emphasize, as I noted carlier, that financing arrangements such as these are commonplace
in the world of trade finance and are entirely legal and integral to the free flow of goods

in the global marketplace.

The Bank's review identified comparable financing arrangements
involving other suppliers to beneficiaries of humanitarian letters of credit under the Oil-
For-Food Program, including in particular a financing facility maintained at another large
international bank by another major supplier of goods named Al Douh J ordanian
Establishment. Significantly, a number of Al Douh affiliates were UN-approved
suppliers of approximatety $88 million worth of goods under UN-approved humanitarian
supply contracts throughout the various phases of the Program. As with East Star, letter
of credit beneficiaries assigned proceeds to the financing facility maintained by Al Douh,
which in the first instance would have been available to repay the bank for financing it
provided for the underlying UN-approved humanitarian goods transactions rather than to

pay Al Douh for the goods themselves,

As I already have indicated, the review that the Bank has undertaken is
ongoing, and we expect to provide this Committee with a final report of our findings
when it has been completed. But to date, there has been no indication that any so-called

“third party payment" has served as a means to corrupt the Oil-For-Food Program.

That is not to say, however, that these payments, while totally consistent

with normal trade finance practice, were also consistent with the procedures the Bauk had
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put in place for processing letters of credit under the Program. As I remarked at the
outset, financing is integral to the movement of goods contemplated by the humanitarian
side of the Program, and assignments of letter of credit proceeds are the logical means to

assist in securing such financing, regardless of the form the financing might take.

The Banking Services Agreement contains an ambiguous provision that

seems to speak to this issue as follows:

The Central Bank of Traq will forward to the Bank requests from

the appropriate Iraqi Government entities to open irrevocable, non-

transferable, non-assignable (except to the supplier's bank for the

repayment of financing for the purchase of the humanitarian supplies)

[letters of credit] for the account of the Iraqi purchaser in favour of the

supplier.
While it is clear that this provision was intended to exclude assignments of proceeds to
anyone other than a bank providing financing for the underlying UN-approved
humanitarian goods transaction, it is far from clear whether it was meant to further Himit
assignments only to a bank providing such financing directly to the beneficiary, and to
foreclose such financing if it was provided by a bank through the beneficiary's supplier.
In any event, as its operational procedures evolved, the New York branch of BNP and
then BNP Paribas took a conservative approach in deciding that assignments of proceeds

as a general matter should be limited to banks providing financing directly to letter of

credit beneficiaries.
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As 1 said earlier, our review has identified some instances, reflected in our
Interim Report, in which assignments or payments were made to persons other than
beneficiaries or banks making direct loans to them, contrary to the Bank's procedures.
Based upon the review we have conducted to date, the Bank has determined that in some,
but by no means all, of those instances, the information that was available to the letter of
credit processing personnel at the time would have indicated the possibility that the
assignments or payments were being made to financing facilities extended by banks to
suppliers, rather than to the beneficiaries themselves. The Bank has determined that, in
these instances, the processing of those assignments or payments constituted avoidable

Srrors.

Although the Bank did take steps over the course of the Program to
enhance management and strengthen and reinforce its policies and procedures for
processing letters of credit under the Program, we believe, with the benefit of hindsight,
that still more should have been done. In particular, better training of the numerous
temporary clerical employees that had to be hired on extremely short notice to deal with
the sudden, sharp upsurge in the volume and complexity of humanitarian supply contracts
to which I referred earlier, could have minimized the incidence of such payments. In
addition, enhanced monitoring of the performance of those employees could have
resulted in corrective actions being taken that further could have reduced the incidence of

such mistakes.
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Still, to evaluate these assignments and payments properly, we believe a

number of observations are in order:

1 would begin by observing first, that the beneficiaries in the
transactions involving assignments all made representations to BNP
Paribas that they were assigning proceeds to banks that were providing
them with financing for those transactions; and second, that the banks
providing the financing in the transactions involving assignments that I

described earlier confirmed this on a number of occasions.

o In fact, the assignments of proceeds in the transactions I
described earlier were in favor of banks; and we understand
that the payments that were made under those assignments
would have served in the first instance to repay the banks for
the financing they made available for underlying UN-approved

humanitarian goods transactions,

o Moreover, the fact that the financing banks, which are large
international institutions, evidently were comfortable stating on
various occasions that they were providing financing for the
transaction to the beneficiary, albeit through the supplier,

underscores the fact that this distinction is at best one of form.
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o Tt also is worth noting that any legal claims with respect to the
proceeds that had been assigned in these circumstances would
have belonged to the financing banks that were designated as
the payees, and not to the suppliers to which the financing had

been extended.

e Another point I would like to make is that assignments of the type I
have described are legitimate commercial arrangements, quite apart
from any limitations that may have existed under the procedures
adopted by the Bank for processing humanitarian letters of credit

under the Oil-For-Food Program.

e Furthermore, the Bank has not identified any instance where a letter of
credit itself, along with its corresponding obligations, was transferred
or assigned by a beneficiary to a third party in violation of the Banking

Services Agreement.

o The Committee also should be aware that the Bank is in possession of
a notice of arrival with respect to the goods that are the basis for each

of the payments we are addressing here today.

o Itis highly significant as well that the suppliers who were involved in

the substantial majority of the dollar value of the transactions to which

10
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I referred carlicr were, either directly or through their affiliates, UN-
approved beneficiaries under other humanitarian letters of credit worth

hundreds of millions of dollars.

Nor should we lose sight of the fact that where the proceeds of a letter
of credit are paid directly to a beneficiary, the beneficiary is free to use
some or all of those proceeds to repay any bank that provided
financing for the transaction, whether the funds were advanced by that
bank to the beneficiary or its supplier; or to pay its supplier directly; or

to pay others,

I would call the Committee's attention to the fact that, even today,
none of the so-called "third parties” that have been identified appears
on the United States Department of Treasury Office of Foreign Asset

Control's List of Specially Designated Nationals.

Finally, and most importantly, I want to emphasize again that the Bank has seen no

indication that any assignment of proceeds or payment to any so-called "third party" is

causally linked to any corruption that may have occurred in connection with the Qil-For-

In closing, I would reiterate that in order to be fully responsive to the

Committee's inquiries, the Bank is continuing its review; and that it intends to provide

11
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this Committee with a final report at the conclusion of that process, just as it did on an
interim basis here, to assist the Committee further in its own assessment of this matter.
My colleagues and I would be pleased to respond as best we can at this stage of the

process to any questions the Committee may have. Thank you.

12
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Mr. ROHRABACHER. Well, thank you very much, Mr. Schenk, and
let me just note that your bank has been fully cooperative and they
are very lucky to have a spokesman like yourself who can present
a case like this to Members of Congress, and we appreciate you
being here.

With that said, we do have some pointed questions to throw in
your direction. Of course the number one question, which you ad-
mitted in your testimony, is that making payments to third parties
was obviously not consistent with the program as agreed to by the
United Nations and as part of your contract. Why, then, did your
bank decide to go ahead with it? I know that something may be a
standard practice, but if it is not within the agreement that you
re?ached with someone, why would you then go right ahead and do
it?

Mr. SCHENK. As I referred to in my opening remarks, we have
operated in good faith in our understanding of that agreement.
While I am not an attorney and certainly not an expert in contract
law, the contract is ambiguous on this point. I am knowledgeable
about the bank’s procedures and can tell you that we put in proce-
dures that we believe were designed to ensure compliance, and in
some instances these procedures were not adhered to. These depar-
tures should not have occurred. I am sorry that they did. I am per-
sonally disappointed that they did. However, we do not believe that
any of these departures from procedures that we have identified to
date have caused or contributed to any corruption under the pro-
gram.

Mr. ROHRABACHER. Now, we do understand that when you are
talking about what is common practice for a bank in dealing with
regular business, but when you are dealing with something as su-
percharged as the Oil-for-Food Program, something dealing with
the powers, the international power plays that are going on here,
the regular rules don’t apply. This is not just a regular program
and this is not just a regular client. This is something that is ex-
traordinary. Your bank did not really take the time and effort to
get the approval of just, let us say, veering off of the agreement
that you had. You say it is ambiguous. But it would seem to me
that with something as highly charged as this you wouldn’t want
to move forward operating with ambiguity.

I guess I would put it this way. Didn’t Harold Lehmann, who
was working for your bank at the time, sign off on some of these
payments? So this was done intentionally?

Mr. ScHENK. Well, the answer is that, based on the procedures
that we had put in place, we believe that an assignment of pro-
ceeds was appropriate in some instances where we had what we
thought was evidence of supplier financing arrangements. Those—
they were agreed to.

Mr. ROHRABACHER. Who was it that approved that?

Mr. SCHENK. In this case—maybe I will pass it over to Harold.

Mr. ROHRABACHER. Who was it that approved, to begin with, the
whole idea of making these third-party payments?

Mr. Lehmann. Well, the assignment of proceeds were allowed
under the program.

Mr. ROHRABACHER. Well, we just heard that that was ambiguous.
Did you have a law firm then clarify it?
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Mr. SCHENK. I am sorry. Maybe my comments were not clear. It
is very clear under the program that assignment for proceeds are
permitted.

Mr‘} ROHRABACHER. To third party people or to financial institu-
tions?

Mr. SCHENK. Assignment of proceeds directly to a bank pro-
viding—to a bank providing financing to the beneficiaries.

Mr. ROHRABACHER. But this was definitely not within that pa-
rameter?

Mr. SCHENK. No, but the contract—and here again I qualify re-
marks by saying I am not an attorney, I am not a contract spe-
cialist. But it specifically—it appears to be ambiguous as it relates
to third-party

Mr. ROHRABACHER. Well, if it does, what law firm or what lawyer
in your institution then signed off on this? Would you have a docu-
ment that indicates that you had legal opinion that suggested that
that is the direction you could go?

Mr. SCHENK. I am not particularly aware of that. I think it is
worthwhile, and I would like to take a moment to remind the Com-
mittee about what the bank has done as part of its investigation
to identify these third-party payments.

Mr. ROHRABACHER. Before you go into that, I mean, because I
would like to not be taken off just yet. But we will give you plenty
of time to express the fact that your bank is bending over back-
wards to try to find out all the information and to try to lay out
the scenario as you see the honest scenario to be.

This East Star, who is East Star? Who is it? Could you give me
a few names on who owns this company and, you know, they are
a subsidiary of Pacific InterLink, which again has the right to do
all of these other things. But East Star itself is its own company.
\SNho?owns East Star? Who runs it? Who is the President of East

tar?

Mr. ScHENK. I have to refer here to documents. We have outlined
in attachment 2, the interim report that we have provided you, a
description of East Star as we understand it. In that report it de-
scribes East Star as being incorporated as an affiliate of InterLink.
East Star was incorporated in the Cayman Islands in 1990.

Mr. ROHRABACHER. Incorporated in the Cayman Islands in 1990.

Mr. ScHENK. That is what we have entered into the record.

Mr. ROHRABACHER. So we have billions of dollars in this Oil-for-
Food Program, and there is all this money flowing—not billions of
dollars—but there is all this money we are talking about today
flowing to a company that you just know was formed in the Cay-
man Islands in the 1990s?

Mr. SCcHENK. I hate to go back to a point which we discussed in
the first hearing, but I do have to emphasize at this moment in
time that our client in the Oil-for-Food Program was the U.N.

Mr. ROHRABACHER. Right.

Mr. SCHENK. And, under the U.N., under the 661 Committee,
these contracts were approved.

Mr. ROHRABACHER. The payments to East Star?

Mr. ScHENK. Well, we do know that East Star or its affiliates
were approved beneficiaries under the program in various phases
in the program.
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Mr. ROHRABACHER. Were they approved as a recipient for third-
party payments?

Mr. SCHENK. East Star or its affiliates were approved as a direct
beneficiary. So I am just saying at one point in this program these
names have been approved as a direct beneficiary under various
phases of the program.

Mr. ROHRABACHER. They are a

Mr. SCHENK. So the 661 Committee did in fact approve East Star
or its affiliates in various phases of the program. And when I
misspeak——

Mr. ROHRABACHER. This is very murky. This is incredibly murky.

Mr. DELAHUNT. Let him answer the question.

Mr. ROHRABACHER. I am trying to figure out here who East Star
is.

You are telling me these things were approved, but not for East
Star; it was approved for the company to which East Star was a
subsidiary of. And what you know about East Star is only that it
was a company that is incorporated down in the Cayman Islands?

Mr. SCHENK. We provided some detail about East Star and its af-
filiates in the documents, and I would refer the Committee to those
documents. What I am trying to mention is that, in the nature of
our relationship from a—if you want, from a KYC (Know Your Cus-
tomer) point of view, our customer was the United Nations. On
that basis, we relied on the contracts that were approved by the
United Nations by the 661 Committee. As part of that there are
procedures in place which allow the beneficiary under an assign-
ment of proceeds to pay a bank through a bank that may have pro-
vided financing. It also——

Mr. ROHRABACHER. This is not a bank that you are paying it to?

Mr. SCHENK. We are paying the payments that have been made,
in the case of East Star, through a bank. What we have discovered,
based on our investigations—so I am not going to claim to you at
the time we made them that we knew this—is that financing ar-
rangements existed for East Star through major international
banks, the names of which I think we have provided in the interim
report, which confirm that there were financing arrangements and
facilities in place for East Star as a supplier to the beneficiary. It
is also a representation on our part that East Star or its affiliates
were also approved beneficiaries under the letter of credit program
through various phases of the program.

Mr. ROHRABACHER. You don’t know who owns East Star? Who is
Commodities House Investment, Incorporated? Apparently, it owns
100 percent of East Star. Wait a minute. East Star and Pacific
InterLink are both owned by Commodities House. Who is that?

Mr. SCHENK. I guess—the extent of our knowledge at this point
in terms of the ownership of East Star is outlined in our attach-
ments here. And what we have done here for this Committee is, we
have identified those situations where third-party payments may
have been made.

As it relates to the third-party payments that we have been able
to investigate at this moment in time—and you referred in your
opening remarks to some 80 transactions, I think, which are left
to be investigated, that represents another 25 companies. Not 80
companies, but 25 companies. And of the investigation that we
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have done at this point involving East Star, Al Douh, and another
operation called Talfeet, we are aware that financing facilities were
in place through banks, and that we believe that the payments that
we made through those banks for the credit of East Star were re-
lated to a financing facility that was in place for East Star at that
financial institution.

Mr. ROHRABACHER. But you have already admitted that this was
not specifically within the guidelines that you were supposed to be
operating and that you felt there was some ambiguity there.

Mr. SCHENK. We set up a procedure so—and as our procedures
evolved—that a third-party financing arrangement would not
occur. We had some exceptions to that procedure. We have identi-
fied those exceptions as of this moment.

You know, I think one of the difficulties here, at a fundamental
level, is that we have relied heavily on the U.N. as our client and
the 661 Committee associated with the client—the beneficiaries of
financing arrangements that were put in place. At this point—and
it is a matter of contract interpretation, and my comment stands
that I am not an attorney or contract specialist—there is ambiguity
about this. But we are aware, based on our review, that supplier
financing arrangements, you know——

Mr. ROHRABACHER. I would like to see the document from your
company. If you could, we would like to see the internal document
in which you ask your legal counsel about that issue so that you
could present it to the Committee. Obviously if you decided to move
forward even though there was an ambiguity, you had a legal deci-
sion within your company. Or, you could determine that that was
made by nonlegal counsel, and you could show us that document
as well, as to who made that decision to move forward even though
it is clearly an ambiguous situation.

[NOTE: The information referred to was not received by the Sub-
committee prior to printing.]

Mr. ROHRABACHER. I have so many questions, but we do have to
move on. With respect to Al-Riyadh International Flowers, are you
aware that it has been charged that this company was actually re-
ceiving a 20 percent overpayment for the humanitarian supplies
that they provided to the Oil-for-Food Program?

Mr. SCHENK. Actually, right now I am trying to remember. It
was brought to my attention that one of the beneficiaries was ac-
cused or identified as overcharging. I don’t recall right now wheth-
er that was Al-Riyadh.

Mr. ROHRABACHER. So just to reacquaint you with the fact that
you have this very serious charge that Al-Riyadh International
Flowers was charging, let us say, 28 percent more for the humani-
tarian commodities that was providing Oil-for-Food. That company
is the company that then asked you to deliver its money that it was
receiving for that overcharging to East Star, which then of course,
as we can see now, was owned by Commodities House Investment.
Who knows who owns Commodities House Investment?

So we have an overcharging of the Oil-for-Food Program going to
a third company under a contract whose rules you admit were, at
best, ambiguous, and most of us seem to think it was pretty clear
that you were not supposed to deliver these payments to third par-
ties unless they were banks. But you went ahead and delivered it
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to that company, which was then owned by some other company in
the Cayman Islands. This really smells. This stinks. That an inter-
national bank is involved with the United Nations may, you know,
may be an excuse. You say, well, we are doing this for the United
Nations. But that is no excuse.

Let me ask you this. Your company deals with——

Mr. ScHENK. With all respect, Mr. Chairman, I have to comment
about that, with all due respect.

Mr. ROHRABACHER. Okay. Certainly.

Mr. SCHENK. First of all, we have to remind the Members of this
Committee that the bank had nothing to do with the approval of
the contracts, the terms of the contracts, the pricing, and the com-
modities involved.

Mr. ROHRABACHER. Who you delivered the money to was up to
you.

Mr. SCHENK. But you raised the question here related to price,
and frankly, the terms and conditions of the contracts were not
something that the bank evaluated or was engaged in. We relied
exclusively on the 661 Committee associated with the approval of
these contracts. We did not engage in

Mr. ROHRABACHER. So, you found yourself a den of thieves, and
then one of them told you to deliver the money to somebody else
even though you knew:

Mr. SCHENK. Well, I am not so sure who the den of thieves is
meant to be in this case. We relied on the 661 Committee.

Mr. ROHRABACHER. How about the people who were overcharging
the Oil-for-Food Program for 28 percent of the humanitarian sup-
plies. That is obviously who one of the thieves is. Perhaps the other
people in the United Nations who were getting their relatives jobs
with the various companies are included in this. But we know, at
least, that this company was overcharging. Your responsibility was
to see companies are paid so that they could be held accountable.
Instead of paying that company, you put the money to another
company who we cannot identify, and that company is owned by
somebody else who you are not familiar with other than that they
are from the Cayman Islands.

Mr. SCHENK. You know, I think, again, with all due respect, Mr.
Chairman, we did not have any involvement in the approval of the
contracts or the pricing under those contracts. It was just not our
business. We at this point have looked at the transactions as part
of our investigation and have determined that there were
financings—supplier financings in place for East Star through a
major international bank associated with providing supplies to the
beneficiary.

I have to also say that we have in our possession today all of the
certificates of arrival, the Notice of Arrival associated with the
goods that are involved in any of the identified third-party trans-
actions. And at this moment through the 43,000 transactions that
we have investigated, we have identified a group—and you accu-
rately described it as over 400—it is 403 transactions that involve
approximately 30 companies. We have evaluated in detail a num-
ber of those but specifically three which represent more than 80
percent of the dollar volume. We have 80 left to do. It is not that
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we don’t know anything about those 80; it is a continuing inves-
tigation.

Mr. ROHRABACHER. You are under U.S. banking law, correct?

Mr. SCHENK. Yes, sir.

Mr. ROHRABACHER. Does U.S. banking law require you to be
aware of the companies to which you are providing money?

Mr. SCHENK. There is obviously some very specific regulation and
law associated with Know Your Customer. In this case

Mr. ROHRABACHER. In this case, you gave money to——

Mr. SCHENK. We are relying on our customer in this situation,
which is the U.N. And we have

Mr. ROHRABACHER. You are providing money to a company that
you don’t know anything about that operates out of the Cayman Is-
lands and is owned by another company that you don’t know any-
thing about. Now, whether or not you are directed by your cus-
tomer, that does not exempt you from the U.S. law of knowing who
you are doing business with. For all you know, these could be the
worst terrorists or drug dealers in the world.

Mr. SCHENK. In this case we had the benefit of an approved ben-
eficiary and a financing arrangement that we believe was in place,
and that the KYC customer obligation in this case runs through
the nature of our dealings with the United Nations.

Mr. ROHRABACHER. I will not take up all the time here, and I
apologize for taking too much time. Mr. Delahunt has been more
than——

Mr. DELAHUNT. I have no objection to conceding to you as much
time as you may consume.

Mr. ROHRABACHER. You may proceed, and then we will go on to
our other Members.

Mr. DELAHUNT. Let me see if I can understand this. All of the
goods that were implicated in the so-called third-party payment, we
know they were delivered, according to the information that you
have before you?

Mr. SCHENK. Yes, sir. We can confirm that we have in our pos-
session Notice of Arrival for all the goods involving the trans-
actions, involving these so-called third-party payments.

Mr. DELAHUNT. So all of the goods arrived?

Mr. SCHENK. Yes, sir.

Mr. DELAHUNT. The stuff got there?

Mr. SCHENK. Yes, sir.

Mr. DELAHUNT. And hopefully benefited the Iraqi people.

Mr. SCHENK. I hope so, as well.

Mr. DELAHUNT. Now, my friend, the Chairman, refers to the 20
percent overpricing on a particular contract involving some com-
pany. According to the terms of the contract that you had with the
United Nations, did you have the responsibility to determine
whether the price itself was fair or not? Was that your responsi-
bility?

Mr. SCHENK. No, sir, it was not.

Mr. DELAHUNT. It was not. Would you repeat that once more so
we can be really clear about it?

Mr. SCHENK. The terms of the contracts which were approved by
the 661 Committee both in terms of price and quantity and sub-
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stance, whatever was involved, we were not involved in any way
in the approval process.

Mr. DELAHUNT. Let me interrupt you, Mr. Schenk, because I
want to try to be as focused as I can. So it was the responsibility
of the 661 Committee?

Mr. SCHENK. Yes, sir.

Mr. DELAHUNT. Who is on the 661 Committee?

Mr. SCHENK. Well, essentially the members of the Security Coun-
cil.

Mr. DELAHUNT. Does the United States of America have a seat
on the Security Council?

Mr. SCHENK. Yes, sir.

Mr. DELAHUNT. That was the point that I was trying to make,
Mr. Chairman, in terms of my opening comments. I would like to
ask the Administration. I would like to ask the Administration, the
head of the U.S. Mission. We have an Acting Ambassador to the
United States currently in New York. You and I have met with her.
I would hope that she could come down here, or maybe whoever
sits on the U.N. desk, the U.N. Reform Desk in the Department of
State, because I think it is a very good question.

I think you are correct, but you are posing the question to the
individual that had no responsibility for it. The oversight was the
Security Council, the 661 Committee. That is the oversight.

Mr. ROHRABACHER. Are we referring to the Committee that was
kept in the dark, as we have found in our investigation here?

Mr. DELAHUNT. No.

Mr. ROHRABACHER. Is this the one——

Mr. DELAHUNT. Reclaiming my time here, Mr. Chairman. Thank
you. No, I am talking about the 661 Committee that was notified
about 70 contracts. Okay? Seventy contracts by the United Nations,
I presume, the folks on the ground, that there was overpricing and
that no action was taken. That is the 661 Committee that I am re-
ferring to. We are posing these questions to Mr. Schenk, and of
course he doesn’t know the answers.

Now, I agree with you. You know, you acted in terms of, it would
appear, based upon the bank’s customary practices in terms of
trade finance.

Do we have a copy of the contract, by the way? Does the staff?
Okay. I think Mr. Royce has it. You know, I am sure my colleague
will share it with me afterwards. I think it comes down to a ques-
tion of the interpretation of the language that you describe as am-
biguous. But just to reassure myself again, all of the beneficiaries
that received payments under the Humanitarian Letter of Credit
were approved beneficiaries by the 661 Committee?

Mr. SCHENK. Yes, sir.

Mr. DELAHUNT. Okay. And the 661 Committee includes the Secu-
rity Council?

Mr. SCHENK. Yes, sir.

Mr. DELAHUNT. Which includes the United States Government?

Mr. SCHENK. Yes, sir.

Mr. DELAHUNT. So as far as you knew, the people that you were
dealing with were good guys?

Mr. SCHENK. That is what we understood. Yes, sir.
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Mr. DELAHUNT. Okay. So purportedly, or presumably, the 661
Committee, the Security Council of the United States—of the
United Nations, rather, would have done its homework and vetted
these people so that a conclusion would be reached as to their legit-
imacy in terms of the Oil-for-Food Program. Is that a fair state-
ment?

Mr. SCHENK. Yes, sir.

Mr. DELAHUNT. Okay. Earlier my friend, the Chairman, indi-
cated that you are the bank for Iraq. You know——

Mr. ROHRABACHER. That was at another hearing.

Mr. DELAHUNT. Well, at another hearing he asked the question
or suggested that you were the bank for Saddam, you were presum-
ably his personal banker. But can you tell me the relationship of
a correspondent bank in Europe with a government? What does
that mean? And, if you know, how long did the relationship—if it
in fact existed—last between your bank or any of its affiliates with
the Government of Saddam Hussein or Saddam himself?

Mr. SCHENK. I am going to make a couple of comments about the
bank’s business in Iraq and then I will speak specifically to that
point.

The bank did have an office in Iraq until 1963. At that point, the
Ba’ath Party took over the bank, arrested our branch manager, we
were thrown out of the country, and we have not had an operation
in Iraq since 1963.

Mr. DELAHUNT. You weren’t there during the course of the
1980s?

Mr. SCHENK. No, sir.

Mr. DELAHUNT. You couldn’t have visited the U.S. Embassy then
in Baghdad during the 1980s that existed there up until 19907

Mr. SCHENK. You are outside my sphere of knowledge here. 1
would—you asked a couple of other questions, and here I want to
comment on one thing. The answer is, given the extraordinary sen-
sitivity to Saddam Hussein and his position in the world these
days, we make an exception, frankly, for this Committee associated
with bank privacy and confidentiality laws. And I want to confirm
to this Committee that we do not have an account with Saddam
Hussein. But I also want to

Mr. DELAHUNT. Well, I have to—did you ever have an account,
that you are aware of, with Saddam Hussein post-1963?

Mr. SCHENK. I personally am not aware of any. But I don’t—I am
not personally aware of that.

Mr. DELAHUNT. Okay.

Mr. SCHENK. What I can say now, and now I am—I want to
make a comment as it relates to other customer relationships or re-
lationships that the bank might have or have had, that—I want to
repeat the notion that we are in good standing in the countries in
which we operate, including the United States, and, to the best of
my knowledge, that we are in compliance with all the sanction
laws and regulations in all the jurisdictions that we operate. But
on advice of my counsel, frankly, that —and because of privacy
laws and confidentiality issues, I should not identify customers of
the bank in a public forum. And I would offer to you or staff that,
if they want to give me the names of individuals or organizations




85

that you are interested in, we will provide the information in exec-
utive session unless we are prohibited by law from doing so.

Mr. DELAHUNT. I welcome that offer, and I would ask the Chair-
man that, if he has particular questions as it would apply, that
only he and I receive that information. Not staff. Obviously other
Members.

Mr. ROHRABACHER. We will submit some questions to you in
writing, and then the Ranking Member and myself will go over
that and/or meet with you and go over your answers.

Mr. SCHENK. Okay. On advice of counsel, I am told that that is
a procedure that will work for us.

Mr. DELAHUNT. I want to make it very clear that I do not want
there to be staff present. Myself and the Chairman. That would be
fine.

Mr. ROHRABACHER. Let me be very clear. The U.S. law says that
you are supposed to know exactly who you are dealing with. U.S.
law is trying to protect the United States and the people of the
United States from having money go to criminal elements in the
world or gangsters——

Mr. DELAHUNT. Reclaiming my time, Mr. Chairman. It is my
time.

Mr. ROHRABACHER. I thought that you had given up your time.

Mr. DELAHUNT. No, I had not given up my time.

Mr. ROHRABACHER. Then I will be happy to

Mr. DELAHUNT. There is no indication that the implicit inference
in your question is even appropriate in terms of what we have
heard here from Mr. Schenk. He is not giving money away to crimi-
nal elements.

Mr. ROHRABACHER. We have money being transferred to a com-
pany in the Cayman Islands that nobody even knows about.

Mr. DELAHUNT. I found very interesting—again, reclaiming my
time. I find it very interesting the Cayman Islands, because I can
remember raising the issue about Halliburton Corporation having
a place of business in the Cayman Islands, in Dubai, and I don’t
hear you talking about

Mr. ROHRABACHER. And you should be really concerned.

Mr. DELAHUNT. Well, then let us conduct an investigation into
that. Let us do that. Let us get Halliburton up here and find out.

Mr. ROHRABACHER. That may be coming, but we shouldn’t pooh-
pooh it right now.

Mr. DELAHUNT. Well, I am not pooh-poohing it right now. But,
I mean, come on.

Mr. ScHENK. I think on that point, Mr. Chairman, if I could
just—in my opening remarks I did mention that all of the third
party payees that we have identified were not, are not on any
OFAC (Office of Foreign Assets Control) list or listed as an SDN
(Specially Designated Nationals). And that includes up to cur-
rently. So it is not at the time but it also is true today through the
OFAC list. So in terms of identification of bad guys, which I think
is the point that you alluded to, the third-party payees that we
have provided on that list are not on any current list, and that in-
cludes whether the payments were made a while ago or in the last
2 or 3 years. So——
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Mr. ROHRABACHER. Can we proceed? Mr. Royce, you may pro-
ceed.

Mr. ROYCE. Going back to one of your points, Mr. Schenk, the
Iraqi Central Bank at least has a different view of the previous
commercial relationship between Banque Nationale de Paris and
the New York branch. I think that they have communicated, at
least to our staff, that that previous relationship did exist, and that
is why the Iraqi Government at the time desired the selection of
that particular bank. At least that is the assertion of their Central
Bank.

Mr. SCHENK. I don’t want to be—maybe it is a misunderstanding
of my comments. My comment was that we have not been phys-
ically present in Iraq since 1963.

Mr. RoYcE. I understood that.

Mr. SCHENK. And that I—as it relates to the nature of our rela-
tionships, I am not going further in this committee forum about the
client relations that we have had. So I didn’t say we didn’t; I am
just saying that I am not going further on that subject.

Mr. RoYCE. Okay. I just wanted to point out that, at least from
the standpoint of the Iraqi Central Bank, they felt they picked this
bank because of prior relationships which Saddam Hussein’s Gov-
e}ljlnment had with this particular bank. That is the bank that they
chose.

Now, we knew at the time that there were bad actors in the proc-
ess, and that is why the 661 Committee was set up in the United
Nations; it was expressly set up with the idea that they, the U.N.,
would be able to monitor the companies on the list. As you know,
over time the U.N. had to take companies off the list because com-
panies can be bought, companies can be basically obtained by some
of the bad actors. So companies actually were transferred off the
list. But the specific desire, as I understand it, on the part of the
United Nations with this agreement with your bank was to nar-
rowly confine the transactions to those specific companies. So we
have the Agreement for Banking Services between the United Na-
tions and the Banque Nationale de Paris. And in that specific
agreement, as we turn to the issue specifically of letters of credit:

“The Central Bank of Iraq will forward to the bank requests
from the appropriate Iraqi Government entities to open irrev-
ocable, nontransferrable, non-assignable, except to the sup-
plier’s bank for the repayment of financing for the purchase of
the humanitarian supplies, letters of credit for the account of
the Iraqi purchaser in favor of the supplier. Only the United
Nations has the authority to give binding instructions to the
bank concerning such letters of credit. When the bank receives
such a request, it shall immediately forward it to the Deputy
Treasurer of the United Nations for approval.”

So, inasmuch as U.S. banking law says, under Know Your Cus-
tomer, that you have to check out those companies that you deal
with, and inasmuch as you are in that jurisdiction, you are dealing
with this particular program in which this contract is fairly de-
fined, and now you have the letters of credit being assigned to
other entities—and this is not a normal commercial practice system
that you are in—I just thought I would try to explore, and maybe
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with you, Mr. Lehmann, who gave you the direction to sign off? Be-
cause the statements appear “As Per Harold” in terms of these as-
signments. I wanted to ask if this was the only method by which
reassignments were performed? Why was no formal process under-
taken to authorize the reassignments? And did you permit other
S}lllcl"l? reassignments? And, if so, was it done in a verbal method like
this?

Mr. LEHMANN. Yes. I am not familiar with the term “reassign-
ment.” I am familiar with the term “assignment of proceeds.”

Mr. Royce. Okay.

Mr. LEHMANN. This is what we did.

Mr. Royck. Okay.

Mr. LEHMANN. We don’t assign a letter of credit; we assign the
proceeds to an entity. And, as you just read from the contract, I
believe——

Mr. ROYCE. Yes.

Mr. LEHMANN [continuing]. That the letters of credit were assign-
allole only to the bank providing the financing for the—to the sup-
plier.

Mr. RoycE. Well, as we begin to ask the question, then, what
kind of security checks were applied to the company when it was
requested by Al-Riyadh International Flowers that the letters of
credit were to be assigned or reassigned to East Star? Maybe I
could explore that question.

Mr. LEHMANN. Well, we would receive a standard form from any
of the beneficiaries that they are assigning their proceeds to this
bank, which would be the case in these letters of credit. Subse-
quent to that, we would have a documentary presentation. And if
the documents were in compliance with the letter of credit, includ-
ing a notice of the arrival of the goods in Iraq, we would proceed
to make payment under the letter of credit.

Mr. ROYCE. The question I have is: Why were those transactions
allowed to be cleared when it appears this kind of transaction was
not permitted in BNP’s contract with the U.N.? Why wouldn’t you
go to the U.N.? You know, as I read the conditions here on letters
of credit: “Only the United Nations has the authority to give bind-
ing instructions to the bank concerning such letters of credit. When
the bank receives such a request, it shall immediately forward it
to the Deputy Treasurer of the United Nations for the U.N.’s ap-
proval.”

And that is what I am

Mr. LEHMANN. That is referring to the request to issue the letter
of credit, where they are giving us the binding instructions, the
Central Bank of Iraq is contacting us with an application, if you
will, for the letter of credit. We are providing to the United Nations
that message and awaiting their approval to issue the letter of
credit. That is what that is referring to.

As far as the payment, when we receive documents from a bene-
ficiary, they will have a cover letter perhaps, or perhaps it is a pre-
senting bank overseas, and they will have payment instructions on
how to remit proceeds to them. In these cases, the payment in-
structions would be the same as on the assignment of proceeds, pay
such and such a bank; and, as is customary, to a specific account
number on the bank’s books.
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So these were not felt by us to be inconsistent with each other
nor with what the assignment itself allowed; that we were in fact
paying a financing institution who has confirmed to us that they,
in fact, financed the goods covered by that letter of credit.

Mr. ROYCE. And the assertion that, under U.S. banking law, you
have to check those companies

Mr. LEHMANN. Correct.

Mr. ROYCE [continuing]. That you are dealing with, under law,
and determine—you have to know your customer. Arguably with
this labyrinth of ownership as we go through the particular com-
pany we are discussing right now, it would appear that you cer-
tainly didn’t know that customer. I am not sure we still have fig-
ured out who that customer is.

Mr. LEHMANN. We certainly did perform two checks on every
party in every payment. First it was a check in the letter of credit
department, a manual check against the OFAC list. The second
check would occur automatically in a filter in the payment system
of the automated payment. So every party in the payment under
these letters of credit has been verified twice not to be on the
OFAC list. Every single payment.

Mr. RoOYCE. Let us see. Did you check this one: Commodities
House Investment Limited?

Mr. LEHMANN. If their name had appeared as a party being paid
on the letter of credit, we would have checked the name.

Mr. RoYCE. Well, I guess—the reason the Know Your Customer
law is important is because you need to know the customer. In this
case, East Star is, in fact, owned by Commodities House Invest-
ment, Limited. And

Mr. LEHMANN. That is something unknown to us.

Mr. RoycE. Well, it is unknown to you because you didn’t know
this customer. I am just trying to point that out.

Mr. LEHMANN. Our customer was the United Nations.

Mr. RoyceE. Well, under banking law your customer is not just
the United Nations. You are supposed to know the companies that
you are dealing with, at least in U.S. jurisdictions, and you are in
a U.S. jurisdiction.

Mr. LEHMANN. Well, again, from the stated names that were in
front of us in these transactions—we only know of these names as
they appear in the paperwork, and these are the only names we
know of, the only names that we could check.

Mr. Royce. Well, but indeed that is why we have evolved this
law, Know Your Customer, so that you do find out who is behind
the transactions, and in this case it is a different entity.

Mr. ROHRABACHER. Thank you, Mr. Royce.

Mr. Berman.

Mr. BERMAN. Well, I don’t want this to be the main thrust of my
comments. But Mr. Royce’s point is an interesting one. If someone
on the OFAC list creates a subsidiary or an affiliate that doesn’t
have that name, then you can check against the OFAC list all you
want and the entity designated on the letter of credit will never ap-
pear. So, is your obligation to go beyond simply the literal match-
ing of the name on the letter of credit with the OFAC list? Or is
it OFAC’s responsibility to update their list constantly to see if
dummy companies and names are being created by OFAC list enti-
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ties? In other words, I am not even clear who the customer is in
this case. But you are doing business with somebody; you are pro-
viding financing to some entity. To assert that they are not on the
OFAC list when they could simply be a dummy affiliate of some-
body who is on the OFAC list doesn’t give a lot of credit.

I think it would be very wrong to try to indict you at the public
hearing for things you are not responsible for. I certainly have no
particular interest in defending you as an entity. You have an ob-
stacle to overcome if it is in fact true that the Iraq regime wanted
you to play the role you played here. But I have also been to the
Cayman Islands and I am not a crook. In and of itself, it doesn’t
convict you to say that the Iraq regime wanted you. I would think
you would want to explain, because I bet you there are all kinds
of explanations made for why that regime might have wanted you
as the bank. That don’t necessarily mean you did anything wrong
or corrupt.

There was a time in the 1980s, against my wishes, that the
United States was selling dual-use equipment, that France was in-
volved in all kinds of transactions with Iraq, that we thought Sad-
dam was the buffer against the Ayatollah, and we developed all
kinds of relationships that in retrospect were clearly wrong. But
hindsight is wonderful.

What I am confused about most of all is your testimony, Mr.
Schenk, you apologized for something. But it seemed like the
Chairman took what you said and extrapolated it into something
much more than you were apologizing for. So could you sort of sim-
ply state what is it that, in retrospect, based on your report, you
thought you did that you probably now, in hindsight, wished you
hadn’t done? Let us get that clear.

Mr. ScHENK. Well, I think the issue, in that regard specifi-
cally——

Mr. BERMAN. I don’t know if you apologized, but you expressed
some remorse or something.

Mr. SCHENK. We, in fact, did admit to making some mistakes as
it relates to the procedures that we had in place, and the proce-
dures that we had in place were meant to identify those situations
where there was not an assignment of proceeds in place. It was a
procedural issue for us. It was not——

Mr. BERMAN. What does that mean, that there was not an as-
signment of proceeds in place?

Mr. SCHENK. We have two issues here on trade finance, someone
can set up an assignment of proceeds in advance of the letter of
credit being issued and paid, and I yield here to Harold, when I
make a mistake. We also have a situation where one can have fi-
nancing arrangements which are established at a bank on behalf
of a supplier.

In this case, those are the situations that we are talking about.
Here are third-party payments where, in fact, the payment from us
would have gone to the bank in satisfaction for the benefit of, let
us say, East Star, but it was in an account which was part of a
financing facility that had been put in place by that bank on behalf
of East Star, as East Star was providing goods to the beneficiary.
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I note, in normal trade, that third-party financing arrangement,
that financing facility, would be treated similarly to an assignment
of proceeds.

In the situation that we are talking about, from a procedural
matter we probably—we shouldn’t have made those payments.
Those payments that were made on that basis are outlined.

Mr. BERMAN. Is that because—those payments were made be-
cause——

Mr. ScHENK. Of a procedure that we established internally,
which was more strict than we believe is embedded in the under-
lying Banking Services Agreement.

Mr. BERMAN. I get it. So what you are saying is, the agreement
was ambiguous, but you would set up an interim procedure that
was both stricter and clearer than the agreement. You, in some
cases, didn’t comply with your own internal procedure.

Mr. SCHENK. Yes, sir. Thank you for that clarification.

Mr. BERMAN. You are not conceding at this point, I take it, that
you violated the agreement.

Mr. SCHENK. We are not conceding that, no, sir.

Mr. BERMAN. All right. Now, that is it.

Mr. ROHRABACHER. Well, thank you very much. I think that
what we will do now is just call this meeting to an end, and I
just—Ilet me just suggest again that this is a very special favor that
we are doing for the Ranking Member here, and he said he would
be brief. He has asked for just two more questions, if you would
be very brief.

Mr. DELAHUNT. I will. Let me just pose both of them. In terms
of the contract itself, are you in communication with the United
Nations relative to your performance under the contract? I mean,
has the U.N. discussed with the bank or expressed their concern
about your performance under the contract as your client in this
case?

Mr. SCHENK. Well, throughout the life of the program you might
imagine that we had——

Mr. DELAHUNT. But subsequent. At this point, many of these
questions are being posed by this Committee and others in Con-
gress. Have you heard—has the U.N. expressed the same concerns
to you?

Mr. SCHENK. No, sir, they have not, to my knowledge.

Mr. DELAHUNT. Has the United States Mission to the United Na-
tions engaged you in discussions about your performance pursuant
to the U.N., to the contract you had?

Mr. SCHENK. To my knowledge, no, sir.

Mr. DELAHUNT. Okay. Thank you, that is it.

Mr. ROHRABACHER. Well, then the Chairman will also ask just a
couple more questions.

When we are talking about these third-party assignments, did
your bank ever file a SAR (Suspicious Activity Report) for any of
these requests to make these third-party payments?

Mr. SCHENK. I know that my good attorney, Mr. Bennett, is
going to advise me that I am really not at liberty to make any com-
ment about a SAR filing.
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Mr. ROHRABACHER. Well, that is pretty telling. Maybe your law-
yer isn’t the one that should be making the decisions on all of these
things if you are——

Mr. SCHENK. No, I am following—this is U.S. regulation, sir, this
is banking law.

Mr. ROHRABACHER. There is banking law that you have to oper-
ate on, and we have already gone through the fact that, at least
from my perspective, it is very questionable whether or not you fol-
lowed the banking law. I am not someone who is a lawyer and can
know all the details, but it seems to me you did not know who you
were doing business with in the end. In the sense of who the
money ended up with, you have no idea who that someone was.

But if you are required by law to file a Suspicious Action Report
and someone has asked you to make a payment to a third party,
and that third party happens to be a bank owned by a company
that is incorporated out of the Cayman Islands, and that is the
only thing you know about it, that seems suspicious.

We will leave that with the American people and with the people
who are reporting this to whether they think that is suspicious. Let
us give you 60 seconds to say anything you want. You will have
the final word.

Mr. ScHENK. Okay. Since you finished along the point that you
did, I would like to continue along that line of reasoning.

Mr. ROHRABACHER. Yes, sir, you have the final word.

Mr. ScHENK. I would just like to say that in the situations we
have described as third-party payments, we are making those pay-
ments to banks under what we understand are financing agree-
ments in place or suppliers. We are not making the payment to the
third party. It is under a financing agreement. So the payment is
to the bank, and the payees are not the bank’s customers.

So in this case we have relied on the bank. As I have indicated,
those banks are substantial international institutions and they are
named in the interim report.

So we believe that payments that we have made are made based
on financing arrangements that those suppliers, financing facility,
those suppliers had in place, and that has been confirmed to us—
and I can’t say in all cases, but in most cases that the financing
arrangement in place at those banks was for these suppliers.

The other point I want to make is that in all cases we have Cer-
tificates of Arrival. These are good assurances, in terms of the
product out there, being delivered. We have no evidence of any-
thing in our investigation which would see any cause or effect for
any corruption in the program. So I mean, in terms of our own
sense—and we continue, and I want to assure, as my last 10 or 15
seconds here, that we are continuing our investigation.

We have another 13,000 payments to go through. We have these
80 third-party payments to identify. As a result of that, we may
have some additional third-party payments identified. I can’t tell
you that we won’t, and those 80 really represent about 25 more
counterparties.

But at this point, the other comment that I would make is that
we believe that in all cases, for all the payments under the pro-
gram, that we will be able to assure this Committee that we have
Certificates of Arrival for all the goods involved.
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Mr. ROHRABACHER. Do you want to make any general statement
at all specifically? Anything else you would like to say?

Mr. ScCHENK. Well, we want to continue to cooperate. We are
doing the best we can, and we are providing you with that informa-
tion as we get it. I guess to the extent that there is additional in-
formation that this Committee would like to have, you obviously
know where we are, so we will respond as best we can to that in-
quiry. I think as it relates to some of your opening remarks, hope-
fully we have clarified some of those issues for you.

Mr. ROHRABACHER. Well, thank you very much. I would like to
again compliment your bank for being cooperative, for being here
today. I would like to compliment you as a witness and your
backup here. You have been forthright. This has been a great ex-
change of information, and I appreciate that. I think that is some-
thing we just can’t take for granted.

We may have some disagreements here. As you can see, there
are even some disagreements up here, but we do appreciate this ex-
change.

With that said, I call this hearing to adjournment. Thank you.

[Whereupon, at 4:25 p.m., the Subcommittee was adjourned.]
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