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Air Striking Force" with the assistande of the Wellingtons of No 37 ar...
No 70 Squadrons who had flown the round trip of 600 miles from RAF
Shaibah.

' qte in the afternoon of Tuesday 6th May,
‘Valentia K.2808, with an escort of one
Blenhiem Fighter, transported 300 gallons of
petrol to 3 Valentia's of No 31 Squadron who
had force landed from lack of fuel in the
desert near the Iragi town of "HIT" on the
banks of the Euphrates approximately 60
miles to the west of Habbaniya. During this
sortie the Valentias Lewis Guns fired 300 rounds of ammunition.

'On Wednesday the 7th an attempt was made to fit SZOIb G P Bombs on

the Bomb-racks of the Valentias of the "Flight" but this proved

“unsuccessful. According to the suggestion of thht Lleutenant Skeet
rgent modifications to the racks were put in progress

Further maintenence was camed out on Valentla KR. 2792 on Thursday

|l the 8th May and then on Saturday the 10th Maythis Alrcraft was a|r
,tested and carried out a 30 minute ioca gkt

bé Illsl 5%

The 'mOdiﬁcati‘o“ns to the Valentias Bomb Crutches to ‘lenablé them to
~carry 520lb G.P. Bombs were begun on Sunday the 11th and were
completed by mldday on Monday the 12th.

On the 12th May at 17.00 GMT, K.2808 set out to attack the Iraqi
Airforce base at "AL RACHID" Airfield near Baghdad with 2 x 520s, 2 x
250s, 2 x 20s, and 2 x 25s incendiaries, returning at 19.10 GMT,
At 21.00 GMT, KR.2792 took off to attack "AL RACHID" Airfield with 2
x520s, 3 x 250s, 2 x 20s and 10 x 25s incendiaries, returning at 23.15
GMT. These attacks resulted in one direct hit on the hangar area and

http://skeet.worldonline.co.uk/battle.html#top Page 3 of 6
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IRAQ: EXPORT OF A CHLORINE PRODUCTION PLANT

" We spoke’ briefly about the application received by, 99;.{9" insurance
jupport in relation to a contract obtained by , a wholly-owned
subsidiary of the major West German plant manufacturer @iij, for
"the design, supply, supervision of civil works, eréction and super-
vision of commissioning -of a Chlorine-Alkali-Electrolysis plant
to be built at Saglawia which 1s about 70 kilometres west of Baghdad.
On present FCO guldelines, this is not the sort of contract which
would merit special consideration by Departments, and in strict
ECGD terms, we would have no hesitation in granting the support
requested. That said, there are a number of features affecting
wider foreign and trade policy which should be taken into account
before formal underwriting by the Department. I agreed to let you

have a note giving details about the appllcatlon and outlining the
relevant arguments.

The Project
| the compand
The buyer is the Ministry of Industry & Minerals. ‘iR are

acting in  consortium with their West German parent, (SIS, 2nd

a company called _ - to carry out the contract. The 1lion's
share is with 2. hough most of the negotiation work has been
zarried out by :\-,Ihe contract's value, in. sterling terms,

is around £l4m and ECGD’s liabilz.ty under 1ts guarantee will be

around £10.8m. We were fiﬁi*i‘ihpﬁx‘QQChed about this case in December
1984; I am informed by roker that the contract has been
signed and the letters of credit have been opened. —-Payment is in-—-——
cash terms out of an ILC: and all payments will have been received

by final acceptance of the plant, which is estimated to be 29 months
from date of contract. ’

The Problems

There are a number of features about this case which taken together

in conjunction with the market, we felt made it des:.rable to consult
other Departments before giving final approval:-~

1l one of the major outputs of the plant will be chlorine
gas. Besides being highly toxic itself, chlorine can relatively
easily be combined with other chemicals to manufacture poisonous
" compounds the export of which is subject to export licencing
requirements. We have no information as to the destination
"of chlorine output from the plant; nor would we, as a matter of
course enquire for a State buyer. It should also be said that



chlorine is an important building block for many chemical
processes and in itself 1its 1local manufacture would not be
an issue fpr comment ;.

-

Ve, -

2 I am told by the broker that the contract has been concluded
in a relatively short period. We were first approached about
this in December, at which point, so we are informed, negotiations
with the Iraqis also commenced and less than 3 months later
a contract is signed and letters of credit are opened. One
can only reasonably conclude that ‘priority 'is being given to
the project. it "is also worthy of comment that - payment is
in cash. That said, it is not without precedent that imports
of industrial and chemical plant of this value to Iraq should
be concluded that quickly and on cash terms, even against the

background of cash shortages and major imports being financed
through export credits.

3 Finally, one of the consortium partners, » will
receive a commission amounting to some 7% of the export value.
The payment of this commission is in cash and outside ECGD's
insurance. Again, it has to be said that there is nothing
noteworthy, in Middle East terms, against the payment of a
commission; nor is it worthy of comment on grounds of size;
and the payment is clearly specified in -the contract itself.
However, it has to be said that Iraq is unlike most other Middle

East markets in this respect in that the payment of commissions
is slightly unusual.

Analysis '

The main point of our concern is the export of industrial plant
to manufacture chlorine could be considered %o be counter to the
government’s policy of even-handedness in the hostilities between
Iraq and Iran. However, I should make two points here:-

a the denial of ECGD insurance support: will not, in itself,
prevent export. It is obvious from our discussions with the
company concerned that financial support for working capital
for the contract from their banks, for example, is dependent
upon ECGD cover being granted, and rejection of the application
will undoubtedly cause difficulties. I should also say that
we have given an informal indication of support, and whilst
this does not represent a legal ‘commitment, normally it is
taken by an exporter as firm support;. Given that the contract
is signed and a 1letter of credit has been opened, rejection

at this stage would:. be even more difficult and clearly we would
have to give reasons;

b export of the plant can only be . prevented -:ithrough - the
refusal of an export licence. At present, I gather, the equipment
is not subjegt to export licence; and therefore to prevent
export would require the imposition of a licensing requirement
with the subsequent refusal of a licence for the specific export.

It is for DTI to advise upon the problems/policy considerations
here.



b co0Clysions

[ 17 Summary, there aré..no ECGD reasons why We should not give
fsUPPOrt to this project, but on the other hand there is both
EpOtentia)  for embarrassment through our involvement, and it
1cOUWd oyt across foreign policy objectives. I would therefore
ib€ BMateful for you dance on the line vhich we should take.
ENeedl o o o say, 1re pressing strongly for a formal
c9"Mirnation of ECGD. -support, and whilst 1 have managed to
P®TSUade  them that they cannot reasonably expect a decision
ib€Tore  the week beginding 4 March, on the other hand, I cannot
01d them off indefinitely. I hope that the FCO and the DTI
_ill be able to reach a decision soon. I Will be glad to come
,‘;.ro&s to the FCO on Monday or Tuesday t© discuss the case
3 that would be helpful.

3 am
lsande
bur Q

copying this letter to Geoff Watson in 0T4, DTI, Peter
rs in Export Licensing Branch, DTI, &and Roger Gotts in
ountry Policy Division.

M Yareray
°J%t Division 4
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IRAQ: PROPOSED EXPORT OF CHLORINE PLANT

1. You will have seen a copy of ECGD's letter of 1 March about
the proposed involvement of a British company , ! » in the
supply and construction of a chlorine plant in Iraqg.

2. Although the ECGD letter confirms that we have no informatior

on the intended end use of the chlorine to be produced by the

plant, we do know that chlorine is one of the main constituents C

mustard gas. Chlorine can of course also be used in a wide range
of innocent industrial applications, but a number of factors poir

- to the strong possibility that the Iragis wish to use it for the
manufacture of mustard gas. These factors include:

(i) there is evidence that the Iraqis make mustard gas locally an
have made strenuous efforts in the international market to
purchase the necessary raw materials.

(ii) the UN report of March 1984 implicitly accused the Iraqis of
using mustard gas and the Iragis have not responded to a UN appea

to refrain from the use-of chemical weapons in the conflict (the
Iranians have responded).

(iii) the Iraéis have given priority (and are paying cash) for
what is on the face of it a civil project and does not therefore
merit priority.

3. The extent to which UK-manufactured equipment is involved in
the proposed deal is not clear. ECGD tell us that the UK company
will in effect act as procurement agents for the various items of
equipment, but we wonder if in fact the German parent caompany has
asked its UK‘subsidiary to front the operation in an effort to

avoid a confrontation with the German authorities, who have

recently acted to prevent other similar orders being shipped to
Iraq. '

4. However, against this background (and bearing in mind our
action over chemicals) we consider that it would be preferable to
prevent the sale of this equipment going ahead. Both Mr Channon
and Mr Luce have given assurances in the House of Commons that no
items of eguipment would be authorised for Iran or Iraqg, which it
~was thought would in any way contribute to the manufacture of
chemical weapons. Although these assurances would in fact hold
good even if the deal went ahead (in that the equipment in

/question
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question is not,héccording to ECGD, export-licensable) hOs
critics would undoubtedly make much of any British involy, tile
such a project (particularly the provision of ECGD cover) ‘“ent .
this would inevitably result in further complications in :;a‘ld in
relations with the Iranians. ey

5. If we agree that it is in our interests to try to st()p
deal going ahead; the question then arises as to what (if ‘ZhQ
effective action we can take. I note that from their Contahy)
the company, ECGD believe that the only way to frustrate tget -
is through the Export Licence System, despite the fact thaye® elt
British equipment involved is not, at present, subject tq .theal
control. Would it be possible to issue a temporary order §kp°x-
the equipment in question? If this is not a practicable anit
proposition we may have to consider speaking to the compy h
suitably high level, to express our concern and to seek moy’ at
details. We are also briefing our Embassies in Bonn and Brﬁ a

and asking them if they can tell us more. In any case, } Eghdad
that the provision of ECGD cover for the British portion ofﬁliev
project would, in the circumstances, be most unwise. 'thise

6. We are grateful to ECGD for drawing this matter to our
attention.

./
Vi AAR

S P Day
Middle East -Department

cc T M Jaffray Esq, ECGDVW—""_
R Gotts, ECGD -
P Sanders Esq, Export Licencing
Branch, DT1
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PROPOSED EXPORT OF CHLORINE PLANT TO IRAQ

Our officials have been in touch about the request from a
UK company, » for ECGD cover on a contract with the
Iraqi Ministry.of Industry and Minerals to supply and install
a chlorine-alkali-electrolysis plant in Iraq. “ is
the wholly-owned subsidiary of a West German companys “""#>~

Perhaps I could begin by making one general point. As
you know, we play a leading role at the Conference on Disarmament
in Geneva in the search for a comprehensive and worldwide ban on -
the production, stockpiling and use of chemical weapons. I shall
be presenting a new paper to the Conference on 12 March about the
non-diversion of chemicals for civil use to illicit military use.
This makes it particularly important that we should avoid

authorising the export of a plant which could be adapted for
military purposes.

Although a full assessment 1s not yet available, we understand
from the experts in the Ministry of Defence that production from
such a plant could be used, in conjunction with other chemicals
already available in Iraq, to manufacture Chemical Warfare agents.
In view of our general policy on .the supply of CW-related equip-
ment to either Iran or Iraq, I consider it essential that everything
possible be done to oppose the proposed sale, and to deny the
company concerned ECGD cover. I understand that it might be
_possible to frustrate the sale through the export licensing
“system by introducing an order to bring the equipment concerned
under expori c¢ontrol (along similar lines to action taken in the
recent } ‘case). Failing that; we should obviously consider
speaking to the company concerned (we have already asked our

Embassy in Bonn to make enquiries there) to explain our position
to them. .

/Perhaps we could

The Rt Hon Paul Channon MP RECEIVED IN
Department of Trade and Industry

1-18 Victoria St 11 MAR 1985
SW1H OET

The Rt H Ad 1 MP, MOD PN For
cc: e Rt Hon am Butler ’ IRADPE'S OFFICE
" J Gill Esq CB. ECGD ~ CONFIDENTIAL D

2
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Perhaps we coﬁl& discuss this difficult matter further
when we are both back in our offices towards the end of
next week. Meanwhile, I am sending copies of this letter

to Adam Butler at the Ministry of Defence, and to the
Secretary of ECGD. '

%' e W 1-‘11‘
Rt~ ey madly
P J WESTMACOTT
" Private Secretary to
Mr Richard Luce MP

(approved by the Minister
and signed in his absence)

CONFIDENTIAL
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PS/MFT =. T cc PS/Secretary of State
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PS/ Sir B Hayes
Mr G111l
Mr Titchener
Mr Kemp
Mr Twyford
Mr Hutton - OT2
Mr Howarth — MEE
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Mr Corley -~ CTP
Mr Mingay - MEE
Mr Ayling ~ Sols
Mr D Hall - 0T2/3
Mr Parker - Sols
Mrs Chappell Sols (ECGD)
Mr Nissen - Inf:

#TRAQ:: CHLORINE PLANT

1l Problem.
! » the UK subsidlary of a German.company, have
obtained a contract in Iraq for the supply of a Chlorine Plant for
which they are seeklng ECGD cover as a cash transaction. The Plant
might be used to produce material which could .assist in the
manufacture of Chemical Weapons. - There is no clear evidence in
this respect but the plant does seem to be recelving priority
treatment from the Iragql side. However, a plant of this kind is
‘not covered by export licensing restrictions and the question 1is
whether the DTI should make a move to apply such restrictions and

prevent 1its export, or if the DTI does not, whether ECGD cover
should be made available. .

2 Recommendation.

The DTI will be making a separate recommendation on the matter
of export licensing.  So far as ECGD cover-1s concerned, EC3D would
recommend against withholding cover for the transaction, unless of
course it 1s banned formally through export licensing.

Timing.

ECGD have been in discussion with the company about this
transaction since December and although the company has no
comnitment from ECGD as such (and indeed we have today written to
them withdrawing even the indication of cover that they have been
glven), if the export is to be permitted, it could cause some
embarrassment 1f the ECGD decislon 1s delayed overly long. An
early decislon is therefore desirable.

] Background.

buyer for the plants is the Ministry of Industry and
Miﬂ“?a%s! @EE-rc acting with their West German parent and a
company called— to carry out the contract. The lion's




he compane

share of the york 4s,with @GR, but most of the negotiation has
been carrieg“b‘ + The contracts value in sterling
- terms is around £14m, and ECGD's 1iability under its guarantee wuld
be around about £10.8m. ECGD were first approached in December
1984, "The contract is for a relatively small value against good
security and as legal trade was processed for conslderation for
ECGD cover in the normal way. However, once the contract reached
underwriting stage (at a more senior level in the Department), we
felt it advisable to draw the attention of the Foreign Office and

the Department of Trade to the issue of chemlcal weapons at equally
senlor level. Prima facie the export 1s legal, but of 1its very
nature creates susplicions and indeed there are some unusual
‘circumstances concerning the contract w g”ﬁ .nforce these.
Firstly, there 1s a suspicion that - at g this business out
of the UK, because they have not been able to obtain all the
permissions necessary to do it out of Germany. Second, this is a
- cash contract and for business out of the UK of this value, it 1is a
‘1lttle surprising that the Iraqls have not chosen to tak dgantage
of the credit protocol. Third, the involvement of 4, WA PR
have done much of the negotliatlon work and the payment to them of a
significant commission (although by no means unusual), does suggest
that this contract has been obtained 1n a complicated way.

5 The position on ECGD cover 1s that the company have received a
fwithout commitment™ indication of the terms upon which ECGD might
be prepared to make cover avallable. Thls has now been formally
suspended 1n view of the possibllity of export .llicensing
restrictions, though no reason has been given to the Company
formally for the suspension. There 1s no commitment on ECGD's part
to provlide cover, but there 1s a possibllity that in the 1light of
discussions which have taken place between the company and ECGD,
including exchanges of telexes, the company might Justifiably
consider that it .had every reason to expect that it would be
provided with cover.. That could concelvably provide them with a
basis for embarrassing legal actlion agalinst the Department, if that
cover was not ultimately forthcoming on some basis.

6 Argument.

ECGD's normal position 1s that it stands ready to provide cover
for legal trade. If an export licence can be obtalned therefore,
or i1f one 1s not required, in principle we should normally expect
to cover the Chlorine Plant transaction. . Withholding cover because
the export was thought to be undesirable, but could not actually be .
prohibited or was too difficult to prohlbit, would run counter to
the generally non-political way in which matters of ECGD cover are
declided and might not be effective in preventing the export.
However it would be open to Ministers to instruct the Department
that a particular piece of buslness should not be covered under
Section 2 (under which 21l Iragi business is taken), as not being
in the natlonal interest.. However, that decision might have to be "“‘-éag

defendéd and in thls case could leave the Department open to legal
action of the kind mentioned above.

C FO

JECGD
C309: Ext 7812
13 March 1985
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PROPOSED EXPORT OF A CHLORINE PLANT TO IRAQ

As requested, I now attach a short speaking note for the
Minister's use at his meeting with Mr Luce on 18 March.

So far as we can tell from our own examination of the US
Export Administration and International Traffic in-Arms
Regulations, neither chlorine itself nor plants°for the
manufacture of chlorine are subject to US export licensing
controls. But there are, as I mentioned to the Minister
yesterday in a different context, various "catch-alls" in the
US regulations. The only way of being certain is to ask th

Americans; and we agreed not to do this at the Minister's
meeting yesterday.

So far we have not received any further information from
o » Or an answer from the German authorities
about the details of the export licence ‘said to have been
granted by them. if this information arrives before the
Minister''s meeting, we will let him have it.

D J HALL
AS/OT2/3 :
v/310 - -

215 5242

15 ‘March 1985
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PROPOSED EXPORT OF A-CHLORINE PLANT TO IRAQ

Points to make

1. Recognise M Luce's wish that the UK should not be seen to
be enhancing Irag's-CW manufacturing capacity.

2. Acknowledge thHat chlorine from the plant could be used to
used to make CW.

3. But chlorine a very widely available chemical, with

very widespread industrial uses. Understand Iraq already
manufactures it; and imports it. Purpose of this plant import
substitution, for water purification, detergent and paper
industry. So far as we know, no Western country controls export
of chlorine as such. So Iraq already has access to chlorine
for CW purposes.

4. Understand company have a West German export licence for the
German parts, and that Hermes prepared to cover these. So German
authorities relaxed.

5. Believe company have acted in a straightforward way.

part of highly respectable’ _-’Group. They have not actea
in .. suspicious haste. They say their principals have been
negotiating for more than a year, and the only rapid development
is the involvement of their UK subsidiary in place of their
French subsidiary. They say this was b€cause finance was

cheaper in the UK than in France: not implausible.

6. /If necessary/. A cash transaction unusual. But we are told
R have done all their recent Iragl business for cash,
- Understand Hermes will not extend credit to Iragq.

7. Even if ECGD refusecover, this would not necessarily stop
the deal.

8. Only certain way would be to amend the Export of Goods
(Control) Order to catch plant of this type, and then refuse

export licences. This can be done at any time, without Parliamentary
procedure.

9. But this would involve controlling export of wide range of
common process plant, which would be resented by British Industry.
This effect would be reduced if controls were confined to Iraq
{(and Iran). But a limited ban could easily be circumvented by
sending goods through-a third country.

16. Any such ban would not prevent the Iraqgis obtaining chlorine
Plants elsewhere: they are widely available. Not at all clear that
other plant manufacturing countries control exports of such plant.

British industry would resent a unilateral ban as an unreasonable
commercial restraint. .

HHEHY)



11, A very'excepti:hal step to amend the law to stop exports
under an existing contract. Only done twice since May 1979 -
(sanctions against Iran at time of US hostages; and : . for
reasons of national defence). Doubt whether present

circumstances sufficiently exceptional. If we did take this step,

a public row inevitable, particularly since no compensation payable
even if Iraqis sued contractor for breach of contract. If the
contractor procured-the plant elsewhere we would look foolish.

12. A ban would do our other trade prospects in Iraq no good.

0T2/3 :
15 March 1985
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PROPOSED EXPORT OF CHLORINE SLANT TO IRAQ

,

- s is i briefly of the
1 In advance of Mr Nicklen's note, this informs you t
‘1 outcome of Mr Channon's meeting with Mr Luce and Mr Butler this .
R -_‘.mo_rning.

"Discussion
N . t be exported to Irag in
2 Mr Luce argued that this plant should no

view of HMG‘;exglicit position on chemical warfare and particularly

because of the recent escalation of the war and fresh allegations
that Iraq was using chemical weapons.

3 Mr Channon said that to stop the export would cause very
considerable problems. If chlorine plant were to be controlled,
chlorine logically would also have to be, and to be effective the
controls would have to apply to all destinations. Any steps should
be taken in conjuction with our Bllies.

4 Mr Butler said the issues were _mainly_for DTI and_FCO but he did
not consider it realistic to prevent the export. If it became
necessary to defend a decision, he understgod that a.form of words
could be found for Ministers and Press officers to discuss the case
in non-confidential and comprehensible terms.

cysqs 5 3 i that the

S  The possibility of obtaining safeguards ensuring t
CthPinepproduced %y the plant would be l:lSEd for non-military purposes
. + | was considered, but dismissed as impracticable.

‘ - Action Points

6 1t was decided thai_::-

. roach the West German Government very
e gggclsc;’;utg zglzablish their attitude towards this
contract and confirm that they had satisfied themselves
that the plant would not be used for the manufacture
of chemical weapons. Mr Channon t_amphasz.sed that
were pressing very hard for a decision. c”"‘i“"‘i

" 'BTI official i hether any further
(b) BTI officials would investigate W y
chemical intermediates would have t? be bl_‘ought
under control (Mr Sanders is following this up) .

<1 G R WATSON
OT4/1b
V/141, Ext 5218

1897 18 March 1985




@

From th

Cﬂﬂr\ﬁ“J

Yoo

999-3

o Minstar for Tudo

SCOTT INQ REF:
iy ;f efo.i—;;z: ez’f-‘rb i Ecem(,2 4. 2sF
—~2 RSQELTS DEPARTMENT OF TRADE AND INDUSTRY
w2 el s , 1-19 VICTORIA STREET

2 TUERRD LONDON SWIH OET

:ai A’gﬁe'—:_:;:;“‘i)hgep Teleshone {Direct dialling} 01-213) s 1 uu

MR S TTe R EIER. ST GIN %)~

e TeTRR o (Switchboard) 213 7877

a2
~z, PETTeR. oot
~2. HUTTO~  OT2
CONFIDENTIAL 2. Formate ECOD
—2. CoePrmare TG ‘ -
AL, N0 2 T ~mege

P J Westmacott Eaq ’ MQJA‘-—B&G—S e 2 .

Private Secretary to Mr Richard Luce MP —2 7AFF eced
Foreign & Commonuealth Office \'

LONDON

SW1A 28H o Mus Ant 18 March:1385

293 .

L GEE

_PROPOSED EXPORT OF CHLORINE PLANT TO IRAQ

Mr Channon , Mr Luce and Mr ﬁutler discussed this toplg earlier today. Mr
Luce was accompanied by Mr Glover, Mr .Henderson and yourself. Mr Channon
was supported by Mr Sanders and Mr Hatson of this Department and by Mr

* Jaffray of ECGD.

Mr Luce said that he was anxious to avold authorising the export of the

Chlorine-Alkali-Electrolysis Plant .,to Iraq because there were
{ndications that the Iraqis were using chemical weapons again 1in their
conflict with Iran, because the product of the plant - chlorine - could be
used to manufacture chemical weapons, because the US Government had
appealed for us to stop this export and, aboye all, because blocking the
export would bte consistent with our policy on chemical weapons. He said
that if the contract went ahead he was seriously worried about the 2amage
to the credibility of the UK Govermment's lealing role at the Conference
on Disarmanent in GCeneva in the search for a comprehensive and worldwide
ban on the production, stockpiling and use of chemical weapons.

Mr Channon sald trat if it would be easy to block this export he would do
so. But on the contrary there were serious difficulties. Refusing ECGD
cover would be very unlikely to stop the export so it would be necessary
to make an Order introducing the requirement that plants of thls nature
were accompanied by an export licence. Only twice before had such action
been taken to block, retrospectively, a contract. It would be odd to stop
the export of a plant which would not come on stream until 1987,
especially as the UK, and as far as he knew, everyone else in the world
imposed ho control on the export of chlorine ltself to Iraq. Also the
German authorities appeared to be content both to allow such a plant to be
exported to Iraq and also to provide export cover. Mr Jaffray added that
the Cerman Government had satisfied themselves that the plant could not be
used for the production of highly-toxic nerve gases. Mr Channon sald that
he was reluctant to introduce unilaterally the necessary controls.

Mr Butler said that his information was that chlorine could be used 1a the
manufacture of Mustard Gas but that there was good evidence that the

Iraqls had been stockplling Mustard Gas and one of 1its ‘comporents,



thiodiglycol. Secondly, chlorine was a necessary coamponent in the more
toxic nerve gases but a. much easier route to these products was to buy
intermediates. There was evidence that the Iraqi Govermment had been so
buying and that they could continue to do so from the Egyptians. Thus,
the Ministry of Defence’s judgment was that there was no reason to suppose
that the ban on the expért of this plant would be effective in préventing
the Iraqis preparing chemical weapons. His personal view was that it was
not realistic to block this export. He had considered the public defence
of the UK Government's position on the assumption that the export would go
ahead. He had concluded that it would be possible to give publicity to
the arguments he had deployed in concluding that blocking the export would

be ineffective but the statement would clearly need to be carefully
worded.

In conclusion, it was agreed that FCO officials should consult further
with their German colleagues about why they had decided to block the
.export of such plant from Germany to Iraq, that officials in DTI, FCO and
ECGD should consider whether any safeguard clause could be devised whereby
the export could be blocked if it subsequently transpired that the Iraqis
were intending to use it for the purpose of constructing chemical weapons,
. that they should consider whether an Order snould be made Introducing the
requirement that the export of chlorine ttself should be aczompanied by a
licence and that Ministers should meet again to discuss the matter further
in the light of their advice. Mr Charnon 'added that this should be
pursued as a matter of urgency; the company were understandably pressing
him for a decision. .After the meeting ended, Mr Channon asked me whether
the US Government themselves imposed controls on the export of such plant

from the US to Iraq. I would be grateful if:your officials could also
advise on this.

I am sending a copy of this letter to Alan Kemp (Ministry of Defence).

oS

STEPHEN NICKLEN
Private Secretary to the
Minister for Trade {Paul Channon)
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PRUI'OSED LXFCRT OF CHLORINE PLART TO IRAY

SCOTT INQ REF:
ECG/13.4.27
iir Titchenar ors
lsr Petter (074/1
e Ball JOT2/3
Mr Jolffay  LOGh

I have seen your letter of 18 i.arch to Er Yestmacott (FCO).

2 1 am afraid the conclusion~ in the last paragraph do not
The
conclusions would be more accurately expressed as follows:-

correspond with my understandirg of whal was

agreed.

(a) FCO officials should approach the Vest German
Government very qgquickly to establishk their

artitude towards whis contract,

confirm

that Llhey

were satisfied that the output of the plant woulsd not
be used to manufacture chemical weapons, snd that
the Federal Goverrsuent had issued an export licernice [or

the German content of the plant.

1 Channomn:

emphasised that were pressing very hard for

a decision;

(b) officials would investigate wnether any further
under

chenmical intermediates should be bLrough

control.

-~
Y

3 The possibility .of obtaining safeguards t¢ block the exporl i:
the Iraqis were subsequently found to be.using the chlorire to
produce chemical weapons was certainly discussed, but I am quicte

certain that it was dimissed as impracticalle a=d thzl thereforc

no action was requested.

4 I note that Mr Channon asked you after the nmeeting whether thc
US Government imposed controls on the export of such plant to Irag.
I am rather puzzled about this because it was agreed at the meeting

‘that since the Americans were not involved in this contract it woul? |

be unwise to ask questions which might draw their attention to it.
This confirmed the decision taken at Mr Channon's briefing meeting

‘on 14 ltarch and recorded in Mr Hall's minute to you of 15 Maich.

5 1 presume you wil wish to issue an amended letter which I should

be glad to see in.draft il you so desirc.

G R wATSON
OT4/1b

V/141, Ext 5218
19 Ilarch 1985
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INFO ROUTINE EIS TEHRAN

YOUR TELNO 2
PROPOSED EXPORT OF CHLORIHE PLANT TO IRAQ

1. THE FEDERAL MIKISTRY OF THE ECONOMY (SCHWED), HAVING
NOw LOOKED \HTO THIS QUESTION, TELL US THAT THE RESPONSIBLE
FEDERAL!AUTHOR!TY, THE BAW (ANl OFFSHOOT OF THE MINISTRY),

] e : »
GAVE GEEQANY FORMAL CONFIRMATION THAT THE EXPORY OF THE CHLORIKE

~ALKALI-ELECTROLYSIS PLANT WOULD NOT REQUIRE AN EXPORT LICENCE
AS 1T WAS NOT COVERED BY THE RESTRICTED L1ST. (SUCH A QUOTE
NEGATIV~ATTEST UNQUOTE IMPLIES NO JUDGEMENT ON THE END-USER.)
HOWEVER, THE COMPANY HAS NOT BEEN SUCCESSFUL IN OBTAIKING
GERMAR EXPORT CREDIT GUARANTEE COVER. ACCORDING TO GEHRING
(EXPORT CREDITS DEPARTMENT IN THE MINISTRY) TO WHOM WE HAD
EARLIER SPOKEN, THIS WAS RECAUSE THE CONTRACT LIMIT FOR HERMES COVER
WiTH IRAQ 1S DM 20 MILLION. (WE UNDERSTAND, TELECON HENDERSON/
ESCRITT, THAT THE CONTRACT VALUE IS POUNDS STERLING 14 MILLION WHICH
WOuLD BE o
FORE THAN TWICE THE GERMAK LINMIT.)

K compan—
2. THE MINISTRY THEREFORE BELIEVE THAT il TURNED 70 ECGD
AS AR OBVIOUS ALTERNATIVE SOURCE OF COVER, A NOT UNCOMHMON
OCCURRENCE. '

BULLARD

LIVITED COPIES TO:
MED
D ) MR G WATSON OT. DTI

- PUSD MR T JAFFRAY ECGD
NEWS D : ‘

D

ECI(E)

PS/MR LUCE ,
PS/PUS

MR FERGUSSON
MR DEREK THOMAS
MR EGERTON
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N !



Oacle Lo A

IR Nd i

: ITIT R g
GRS 430 o kY '13_‘;1]:/“"-\'—

CORFIDERT 1AL

DESKBY 2114002 . ' \/
s _ FN BONN 2110452 MAR 85 :

TO IMMEDIATE FCO -

TTELEGRAM NUMBER 256 OF 21 HARCH
"INFO ROUTINE BAGHDAD, B1S TEKRAN

YOUR TELNO 125
PROPOSED EXPORT OF CHLORINE PLANT TO IRAQ

SUMMARY :

1. GERMAR OFFICIALS APPEAR TO HAVE KO MISGIVIRGS ABOUT THIS
CONTRACT, THE NEGATIV-ATTEST ISSUED TO THE COMPANY IMPLIES NO
JUDGEKENT ON THE EXD USER BUT DOES MEAX THAT NO EXPORT LICENCE

1S REQUIRED m &&%&AS BEER GIVEK. CONTRARY TO EARLIER
IKDICATIONS, @B GERMARY HAVE RECEIVED APPROVAL FOR EXPORT CREDIT
GUARANTEE COVER FCR THEIR PART OF THE CONTRACT.

DETAIL
2. WE HAYE SPOKEN AGAIK TO SCHWED (FEDERAL MINISTRY OF THE ECONOMY)
AND LUTZ {ASSISTANT IN THE EXPORT CREDITS DEPARTMENT IN THE

FEDERAL FOREIGN MIMISTRY) RALSED THIS \N THE COURSE OF OTHMER
EUSINESS YESTERDAY.

3. SCH‘&'Ei CONFIRMED THAT
. Comean— .
A) HAD ONLY RECEIVED A NEGATIV=ATTEST,

B) THIS WAS CONFIRMATION THAT AN EXPORY LICENCE WAS NOT REQUIRED,

€) TMEREFCRE ND EXPORT L1CENCE HAD BEEN 1SSUED,

D) THE NEGATIV-ATTEST IMPLIED NO JUDGEMENT ON END USE,

E) CHLORINE WAS NOT ON THE LIST OF ITEMS SUBJECT TO EXPORT APPROVAL.
(THE LIST 1S OF COURSE FAR MORE EXTENSIVE THAN THE 1TEMS ADDED LAST
YEAR, PARA TWG OF REFTEL.) -

Hhe ComPaneg :

ho LUTZ TOLE us THAT #SEEED \: A LETTER DATED 19 MARCH, TO

WHICH HE YOULD BE REPLYING, HADL SAID THAT ECGD HAD THE PREVIOUS

DAY AGREED iN PRINCIPLE TO COVER, SUBJECT TO CONFIRMATION OF THE
FEDERAL GOVERNMENT'S ATTUITUDE. WE EXPLAINED THAT THE UNUSUAL W ComPan
FEATURES OF THIS CASE MAD CAUSED US CONCERN. LUTZ ADDED THATHED
, P HiD RECEIVED APPROVAL FOR EXPORT CREDIT GUARANTEE COVER FOR
Tt £2rhn., THEIR SHARE ﬁno%ppg“rg DH 7.6 MILLION OF THE JOINT CONTRACT WITH

SR 71D ) AND THAT IN TAKING THIS DECISION THE GOVERNKENT
HAD LOOKED INTO THE QUESTION OF END USE AS THERE 1S LATITUDE TO

g TURK DOWN APPLICATICES N DUBIOUS CASES, THEY HAD BEEN FULLY
SATISFLED WiTH THE COMPANY'S EXPLANATIONS AND COVER HAD BEEK APPROVED
IN A LETTER TO THE -COMPAKY DATED 22 FEBRyARY,

CO:‘:E?BEE\: 1AL Corrend-

PO §




CONFDENTIAL
COMMENT = . )
5. 1T IS CLEAR THAT NO EXPORT LICENCE MAS BEEN ISSUED AND KO FORNAL
. JUDGEMENT ON END USE MADE BY THE FEDERAL GOVERNMEKT BUT IT IS '
POSSIBLE THAT THE COMPANY ARE SEEKING TO INTERPRET THE EXPORT CREDIT
COVER AFPROVAL AS IMPLYIKS ‘THE LATTER. IN FAIRNESS WE HAVE DETECTED
KO SIGKS OF FEDERAL GOVERNMENT DISQUIET ABOUT THE CONTRACT. THE
CONFIRHATICN THAT EXPORT COVER HAS BEEN GRANTED AT LEAST FOR THE
GERMAN PART OF THE CONTRACT 1S SURPRISING IN THE LIGHT OF WHAT
WE HAD EARLIER BEEN TOLD, BUT NO DOUBT NORMAL HERMES/ECGD LIAYSON
WILL CLARIFY WHETHER THERE 1S ANY OVERLAP IN THE RESPECTIVE
APPLICATIONS TO THEM.

BULLARD

lamerEd ' : tofiss TO
e : © 0Tu DT
pEDD ned (ofscc sawss)
Elnbucs con (sniment)
M EQE
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Foreign and Commonwealth Office
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{C%D ~Me Qﬁé@ﬁﬂa London SWIA 2AH
. - . '

From The Minister of S;atc

Richard Luce MP : 25 March 1985_

N, 0
PROPOSED EXPORT OF CHLORINE PLANT TO IRAQ

At our meeting on 18 March it was agreed that FCO officials
should contact our Embassy in Bonn with a view to eliciting
further information from the appropriate German authorities
about their attitude to the proposed tramsaction. We have
now received a full report. (Copies of Bonn telegrams 253
and 256 of 19 and 21 March are enclosed.)

It is clear from the Bonn reports that because the German
portion of the contract did not require an export licence, a
document known as a negativ-attest (ie confirmation that a
licence was not required) was issued by the Ministry of the
Economy. Although this document did not of course imply any
Jjudgement on the end,ys Qe plant, the information from
Bonn confirms that Ge many received approval for export
credit cover for th&®Tr part of the contract, and that in taking
this decision the German authorities seem to have satisfied
themselves on the question of end use.

We continue to have misgivings about this contract,
" particularly in view of reports of Iraqi use of chemical.
weapons in the latest fighting (a number of Iranian CW victims
arrived in London for treatment on 21 March). Although our
.Embassy in Bonn have detected no signs of .Federal Government
disquiet about, the contract, I consider it disappointing that
the West German authorities seem to have avoided giving any
formal judgement on the end use of the plant. However, 1
quite understand the very real difficulties for your Department
and ECGD in delaying matters further and I therefore reluctantly
agree that this contract should go ahead. I believe it would be
helpful if ECGD could extract suitable assurances (preferably in
writing) from the company about the end uses of the plant,

before credit cover is approved, as suggested by the ECGD
representative at our meeting.

/As regards the

The Rt Hon Paul Channon MP

Minister for Trade

Department of Trade and Industry

1-19 Victoria St SW1H OET CONFIDENTIAL
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As regards the wider questions raised by this case I
consider that it has drawn attention to the need for-
DTI/ECGD/FCO officials to examine. urgently what safeguards
we can apply to satisfy ourselves in future that contracts
such as these, to countries known to have or to be developing
CW capabilities, are for innocent purposes and cannot be
diverted.

As for the related matters raised at our meeting, officials
. here are in touch with the Americans on the question of further
controls on chemicals and possibly equipment (though for obvious‘fl—i’gr
. reasons we do not wish to draw attention to chlorine plants).
My offichls are also seeing what they can discover about existing
US controls on the export of chlorine plant, as your Private
Secretary has requested, but without making any direct approach
to the US authorities. Finally, I understand that DTI officials
are looking into the question of whether any further chemical
intermediaries need to be brought under control.

In view of the renewed allegations of Iragi use of chemical
weapons in recent fighting, your officials will no doubt wish
to give thought to preparing (on 2 contingency basis) a
defensive line for use by DTI Ministers, should news of the sale
become public. Could our two News Departments get together?

I am copying. this letter to Adam Butler.

W)

CONFIDENTIAL



‘E 187

.for Mr Channon to approve the export,

Reference ___-

1. Mr Hall 0OT2/3 cc

2. PS/Mr Channon ..

Mr
Mr
Mr
Mr
Mr
- - Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr

PROPOSED EXPOGRT OF CHLORINE PLANT TO IRAQ
Problem

In his letter of 25 March

SCOTT INQ REF:
ECG/13.4.33

PS/Secretary or Statr
PS/Sir A Rawlinson
PS/Sir B Hayes

Gill (ECGD)
Roberts DTI

Kemp (ECGD)
Twyford »
Chapman
Ayling DTI Solicitor
Benjamin PEP pTI
Titchener DTI
Petter "
Hutton "
Foxall (ECGD)

J Chapman PEP DTI
Howarth DTI
Jaffray (ECGD)
Sanders DTI

» Mr Luce reports that FCO discussions
with the West German authorities have proved to be inc

onclusive;
particularly

in the light of recent reports that Iraq has used chemical weapons

in the. recent round of fighting,

the proposed export going ahead.’ The way

two details which also need to -be settlea;

he reluctantly acquiesces to
is therefore open
but there are one or

i Should ECGD seek assurances from ] " about the
end use of chlorine from the plant, ‘as suggested by
Mr Luce; :

ii Should ECGD cover be conditioned to exclude any risk of
loss due to frustration of the export through export licencing
regulations;

1ii

What steps should be taken to ensure that similab contract:

in the future with countries with Cw Ccapability are solely for

innocent purposes;

iv
further
licencing control.

What steps are being taken by the DTI to examine whether
chemical intermediaries need to be brought under expor:

Recommendation
2. i am routing this submission through Mr Hall to make
recommendations on points iif ang iv. On the other points:
i ECGD and DTI recommgnd ., that the assurances already
given on behalf of "BEckt  the possible end  uun

of chlorine from the Plant should be accepted as sufficicent.

ii ECGD recommends that

export restrictions be exc
to .

risk of loss due to the imposition
luded from the guarantee to be given

/3.
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3. The Minister will know that <NjJle are getting increasingly
anxious about the delay to ,this contract, and a decision, therefore,
is needed on points i and ii as soon as possible.

Background
End User Assurances

4. A standard method of ensuring that arms exports are not
diverted from their intended destination is the use of end-user
certificates by the buyer stating that the goods are for his

own use, For obvious "reasons, seeking such assurances from
the Iraqi authorities in this case is ruled out. The alternative,
seeking assurances from the expater, has bee N explored

by ECGD and DTIofficials, and oral assurances by that the

~output of the plant is intended for industrial purposes have
‘been confirmed in a letter .dated 15 March from their brokers.

Export Licence Risk

S. ECGD's normal guarantee gives cover against losses due
to the cancellation or non-renewal of an export 1licence; or
the operation after the date of contract of any law in the UK
which prohibits or restricts the export of the goods to the
buyer's country (other than the refusal to grant an export licence for goods
vhich on the date of contract were subject to licerce). The guarantee would
cover the exporter's costs and expenses resulting from the frustrati
of the export of goods under manufacture in the UK. 1In addition,
given the likely circumstances in which prohibition of the exports
might take place, retaliatory action by the Iraqi buyer could be
expected; for example, they could refuse to pay for goods already
despatched or might call on-demand performance bonds. Although
the guarantee does not provide the exporter with cover directly
for such losses under the export 1licencing cause of 1loss, it
I..is likely that he would be able to sustain a claim against ECGD

under other sections of the guarantee. In other words, ECGD
might have to foot the entire cost to the exporter arising out
of frustration of the contract through export 1licencing. The

export licence risk is covered by ECGD's guarantee on the general
grounds that it is one of the uncertainties and risks associated”
with overseas trade for which it is reasonable to expect cover
from ECGD.

Argument
End User Assurances

6. Both; J.a:and -ECGD _have alreayd held extensive discussions
with &‘%}‘xd their brokers and received oral assurances
backed up by their broker's letter of 15 March. Although no
doubt the company would be willing to restate these assurances,
it is difficult to see what else they could add.ﬂL any event,
whatever their good intentions, assurances from are of
doubtful comfort; the reins are in the Iraqi hanGs. Although
~we have done our best to satisfy ourselves that Iragi plans
are presently to use the output for wholly innocent and industrial
purposes, this could of course be changed in the Cfuture. To

/press




Reference

press further could risk compromising Ministers' room to manoeuvre
in future if grougds emerged to support banning the contract.
Similar considerations apply to ECGD cover. We believe from
discussions with FCO officials that Mr Luce will be content
if Mr Channon points out the oral and written statements already
received. It is clear from the tone of his letter that Mr Luce
is aware of the limited usefulness of such assurances.

Export Licence Risk

7. Other things "being equal, ECGD would normally be content
to cover this risk. However, in this case there are Strong
grounds of underwriting prudence not to do so: although we
have done what we can to satisfy ourselves about the innocent
uses of the plant, delivery will take up to 30 months to complete.
The future outloock for the war casts uncertainty over Iraqi
plans; if control of intermediaries for chemical weapons really
begin to bite, it would not be impossible for the Iraqis to
divert the chlorine output for direct manufacture. The future
course of international thinking and public opinion are equally
difficult to foresee. The possibility of changed circumstances
leading to a revised Ministerial decision on whether the export
“The should be allowed to go forward clearly cannot be ruled out.
"-ﬂeam] @RS vill undoubtedly protest that our stance is unrecasonable

" given the decision to let the export itself go ahead. They
may argue that Hermes are covering the risk on the German portion,

having gone through a similar procedure to satisfy themselves
about end-use of the chlorine. ‘

8. We believe, however, that the decision to exclude the export
licence risk can be defended on the grounds that although Ministers
have approved the export on present information it is not possible
to remove misgivings about future Iraqi intentions, and therefore
it would not be appropriate’ to give this cover. It is for the
company to make up their minds whether in the light of the conditions
attached to ECGD's cover they wish to accept our offer.

L] -
‘ﬁmD\qolock .
VR T Kemp
Under Secretary.
ECGD
Ext 7011
28 March 1985

COoDY 13-7
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3

I have slightly amended Mr Kemp's draft letter, with the
agreement of ECGD,;gpd have added a passage to it to deal with
the points on the second page of Hr Luce's letter. VYe shall
be pursuing these points with officials in other Department's
concerned. . .

The first paragraph of the draft letter says that officials have
told the company of our decision. But we have not done sc

in advance of authorisation from the Minister: since the
company are pressing it would be helpful to have this in the
course of tomorrow 29 March if possible.

Sin

D J HALL
AsS/0T2/3

v/310

215 5242

28 ijarch 1935 .
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DEPARTMENTS OF INDUSTRY AND TRADE
COLFIDENTIAL

PROPOSED ZXPORT OF CHLORINE PLAIT TO IRAG

Thank you for your letter of 25 Harcﬁ.

I share your misgivings about this exporé,

par:icularly,as ¥You say, in view of reports

of Iragi use of chemical weapons in =he lates*

fizhting. FHowever I believe that in tae lizht

of the difficulties which we discussed at~our

meeting on 18 March we must acquiesce in the
export going ahead, and I am gratefui for your

~ &greezment that we' snould do so. tiy officials
nave told the company of our decision, and
ECCD will be :iiscussing with them the terms of

any insurance cover.

You suggest that it might de helpful if ECGD
cculd extract suitable assurances from the

company about the end uses of the plant. Ve
’ The e

2mfan
have already cone this. “ have given

Form DTI 2050 DO NOT TYPE ON REVERSE — USE A CONTINUATION SHEET
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devote the output

(CONTINUESARING HERE)

several oral assﬁrénces of their belief that the
plant is intended wholly for innocent industrial
purposes and this has been confirmed in writing
on their behalf_by‘their broker's letter of

15 March (I enclose a copy). I do not think

we can reasonabiy ask them for more, or that we
would get any more if we did so. 1In any case,
the assurances can profbde only limited comfort:
the reins wiil be in Iragi hands. ¥vhatever

the Iraqi:;'present intentions, I recognise that

the possibility that they could

we cannot exclude
the manufacture of
chemical weapons. évidence of such changed
intentions were to emerge, it is not in-
concesivable that we might have to reconsider the

decision to permit the exporit., rfor hi=s

g that ZTUN sovar siaculld
exclucs liability arising fro:: suchy & d2cision.
W Conpanqg
It will be for to decice, =s a coracrcial

TahdS .

Judgnent, whether to g0 anead on these Lzcouns

I am asking my officials to discuss with ioucs

File No.

+
wiiether safeguards can be devised to satisfy ourselles

that such contracis cannot be diverted for
illicit.pgyposgs. Our officials will also bde

in touch on the guestion whether fucther .chemical
intermediarizss need to be brought under control.
Finally, wy officials will be working-out a
defensiye Press line with yours.

If there are

any imnediate questions to ECGD, the latter will

DTI 2050A

DO NOT TYPE ON REVERSE— USE A FURTHER CONTINUATION SHEET

A
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(CONTINUE TYPING HERE) File No.

say that it is their practice not to comment
. -
on individual cases.

I am copying this letter to Adam Butler.

DT 20R04A " NOAT TVPE NM OFUEDCE._ 1IGE A BHOTULD AANTIRIIATION CUEET



b | : DEPARTMENT OF TRADE AND INDUSTRY

* 1-19 VICTORIA STREET
LONDON SWIH 0ET
% . Tetephone (Direct dialling) 01-213) 51 uu
. GIN  215) ————
From the Minister for Trade _ k (Switchbosrd) 215 77
CONFIDE~T 1AL
Richard Luce Esq MP on file
Minlster of State
Foreign and Commonwealfh Office
Whitehall ‘
LONDON . .
s : 29 March 1985

’ A
;@ﬁﬁ }K\( l"T} ,

e
PROPOSED EXPORT OF CHLORINE PLANT TO YRAQ
Thank you for your letter of 25 March.

I share your misgivings about this export, particulaéb, as you say, in
view of reports of Iraqi use of chemical weapons in the latest fighting.
However, I believe that iIn the 1light of the difficulties which we
discussed at our meeting on 18 March we must acquiesce in_the export
going ahead, and I am grateful for your agreement that we should do so.-
My officials have told the company of our decision, and ECGD will be
discussing with them the terms of any insurance cover.

You suggest that it might be helpful if ECGD could extract suitable
assurances from EQGEQPNP%HY ahout the end users of the plant. We have
already done this, | have given several oral assurances of
their belief that tne plar.. is intended wholly for innocent industrial
purposes and this has been confirmed in writing on their behalf by their
broker's letter of 15 March (I enclose a copy). I do not think we can
reasonably ask them for more, or that we would get any more if we did
s0. In any case, the assurances can provide only limited comfort: the
reins will be in Iraqi hands. Whatever the Iraqis® present intentions,
I recognise that we cannot exclude the possibility that they could
devote the output for the manufacture of chemical weapons. If evidence
of such changed intentions were to emerge, it is not inconceivable that
we might have to reconsider the decision to permit the export. For this
reason I have agreed that ECGD cover,.should exclude 1liability arising
from such a decision. It will be for vo-aecide, as a commercial
Judgment, vhether, to go ahead on these terms.

I am asking wy officlals to discuss with yours whether safeguards can be
devised to satisfy ourselves that such contracts cannot be diverted for
illicit purposes. Our officlals will also be in touch on the question
of whether. further chemical intermediaries need to be brought under
control. Finally, my officlals will be working out a defensive Press
line with yours. If there are any immediate questions to ECGD, the

latter will say that it 1is their practice not to comment on individual
cases. h

I am copying this letter to Adam Butler.
e I
4

PAUL CHANNON
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MINISTRY OF DEFENCE
WHITEHALL LONDON SWIA 2HB

Telephona O1-218 66821 (Direct Dialling)
= - , 01-218 9000 (Switchboard)

Minister of State
tor Dafence Procurement

D/MIN/AB/3/1/9 .

isth. April 1985

Thank you for sending me a copy of your letter to Richard
Luce of 29th March. :

"\’\-LCOMP;AA-'] -
I was glad to see that @l had given appropriate assurances,
but I believe that it would be imperative for us to reconsider

the decision to permit export of the chlorine plant, if evidence
emerged of changed intentions on behalf of the Iraqis.

I should be grateful if Ministry of -Defence officials could
be involved in tying up the arrangements for this project, in

particular the PR line and future policy ‘on such exports.

I am sending a copy of this letter to Richard Luce.

MIN, FOR TRADE'S OFFICE.
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INQUIRY INTO EXPORTS OF DEFENCE EQUIPMENT AND DUAL-USE GOODS TO [RAQ AND RELATED PROSECUTIONS

(xi1) BADGER CATALYTIC LIMITED \

D6.343 On. 15 December 1989 Badger Catalytic Limited (Badger Catalytic)
submitted an application for ECGD cover in respect of a proposed £30m project to
construct a chlori-alkali processing plant in Iraq.*** The chlori-alkali produced by the
plant was to be used in the manufacture of the chemical epichlorohydrih which,
according to Badger Catalytic, was “an important chemical precursor in the manufacture
of resins and plastics”. The project was to be co-ordinated by the Iraqi Technical
‘Corporation for Special Projects (known as TECO). It appears that the chlori-alkali
plant was not licensable under the then current EGCO.*”

D6.344 Badger Catalytic’s application was considered by Mr Tait (ECGD) who,
on 19 December 1989, minuted Mr Foster (ECGD) as follows: “Although I have no real
doubts about this business (we didn’t originally about Polibur!!) I think we ought to
check with FCO and DTI Export Licensing Unit”.** Mr Foster agreed with the course
suggested by Mr Tait and on 28 December he (Mr Foster) wrote to Mr Higson
(FCO/MED), copied to Mr Steadman (DTI/ELB), in the following terms: '

“We have recently been approached by Badger Catalytic who are seeking our

preliminary approval to finance the provision of field services for supervision,

commissioning and start up as well as supplying equipment and materials for a

36,000 tonne per annum grass roots chlorine plant. The location of the

intended plant. will be at the Petrochemical Complex No 2 at Al-Musayib in
" Iraq ...

In view of the sensitivities that have recently arisen we feel that in approving
business under the Protocol we must have absolutely no doubt that the business
does not have a sinister end use. We would however wish to notify you of this
potential business, but unless yorl wish to comment our intention would be to
advise Badger Catalytic in prmcxple that the busmess\(vould be financeable

under the Protocol.”** 3

X . *:s
The FCO referred the matter for consideration by the MOD.**¢ "
D6.345 On 8 January 1990 Mr N (MOD/DIS), having considered the application

by Badger Catalytic, wrote to Mr Musgrave (FCO/ACDD):

e ECGD/109.9 -
o DTI/963; As epichlorohydrin is a key precursor for a number of chemical warfare agents (sec paragraph D6.345 infra),

. the chlori-atkali processm° plant could now be licensable under Schedule 1, Part Il of the ECGO 1994, which prohibits
the export of equipment “if the exporter knows that they are intended or likely to be used in ... the development,
-Wanon ~delivery, detection. identification or storage of any chemlcal or B'I‘GIE?rEETmp
No provision of this nature was m [orce in 1989; sec also. paraﬂraph D632 stupra”

o+ ECGD/109.5 :
o ECGD/109.6

% ECGD/109.4
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SPECIFIC EXPORT LICENCE APPLICATIONS AFTER THE CEASE-FIRE

“2. Epichlorohydrin .... is on the Australia Group Warning List*” and is a key

| precursor for the chemical warfare agent mustard. A chlori-alkali plant actually
‘produces chlorine and sodium hydroxide. The chlorine, which is used to
produce the epichlorohydrin, can also be used - in the manufacture of
phosphorus trichloride which is a key nerve agent precursor.

3. We currently assess that the Iraqi chemical warfare (CW) proorarnme is
moving towards the productron of CW agents from mdroenous]y available
materials .. '

‘4. There are direct parallels between this case and that of Polibur
Engineering®® and the HF plant. It is totally inconsistent to control the export
of certain chemicals and not the means of their production.

5. Although MOD advice against the involvement of UK firms in the supply of
chlori-alkali plants to Iraq has gone unheeded in the past, we continue to
believe that the Wei'ght of evidence linking these plants to the Iragi CW
programme is sufficient to warrant such firms being strongly discouraged from
involvement in such projects, and would advise this course of action in this

case 23649

D6.346. Badger Catalytic’s application, and the implications of the chlori-alkali
project, were discussed at a meeting of the SXWP on 18 January 1990. Mr N agreed to
provide further information about the organisations involved and, in particular, about
the possible links with the Iraqi chemical warfare programme. The further inf(_)rmatibn
was provided in a létter dated 22 January 1990 from Mr N to Mr Pullen (FCO/ACDD).
After repeating the information prov1ded in his 8 January letter to Mr Musgrove Mr N
contmued : ) :

“7. There is no doubt that TECO [the Iraq1 1Qomagany co-ordinating the.

chlori-alkali plant project] is involved in military prOJects It is one of the

organisations responsible for the Iraql missile programme and has also been

mvolved in the procurement of CW agent precursors ..

11. Although there is no evidence of a direct link between the chlori-alkali 7
project .... and the Iraqi CW programme, the organisation responsible for the ‘
project does have links with the CW programme.

see paragraph C1.148 supra
see paragraphs D6.337 to D6.342 supra
“ MOD/31.1.324A
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Centrale de Ras Djinet /
Algeria
Ansaldo Meccanica Nucleare -
Genova
247 for Yemen General Electricity 130 1.000 1984 T | Sea Water
Corp. - Sanaa
Al Mukha / Yemen Arab Republic
Dynamit Nobel Silicon S.p.A. - _
24g |Novara 400 40.000
Merano, Bolzano / Italy
Titanor Singapore Pte. Ltd.
249 for Public Utilities Board 135 8.000
Senoko Power Station /
Singapore
EL-CAR Paterson Candy - Milano
2uu for Belleli S.p.A. - Mantova 72 120
el Bouri Offshore Field / Libya
EniChem - Milano
251 500 1.000
Assemini, Cagliari / Italy
Samim Abrasivi S.p.A. - Milano
252 S. Michele all'Adige, Trento / 120 3.500
Italy ’
AEM - Azienda Energetica T
253 |Municipale 575 20.000, 1985  |D |Traction
Milano / ltaly
CROS S.A. - Barcelona 1985
254 45 220.000 D fNaCl
Flix, Tarragona / Spain (expansion)
UHDE GmbH - Dortmund -
Germany
255 for SEPP 295 16.000 1985 T {NaCl
Faluja / iraq
Titanor Singapore Pte. Ltd.
256 for Taiwan Power Company 185 2.700 1986 T | Sea Water
Lin Kou / Taiwan
Filippo Fochi S.p.A. - Bologna
257 Abu Dhabi / United Arab 135 6.250 1986 T }Sea Water
Emirates
AEM - Azienda Energetica
25g  |Municipale 575 2.000 1986  |D |Traction
Milano / Italy
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Public prosecuters and custom officials confiscated tons of files in German

German involvement in poison gas manufacture.

companies, suspected of providing Iraq with the necessary suprlies to manu-

facture chemical weapons.

The -search took place during a snowstorm. When the search commando of the

customs criminal investiéation department in Cologne (ZKI) arrived at the

door of Berthold Beberger, building contractor, in the morning of the 25th

of November, he became suspicious and made off on his bike in the snow.
This attempt at running away did not affect the ZKI. Equipped with

a judicial search warrant {(reference no. 21 Js 35285/87) the officials went

through filing cabinets and desks. In a small lorry they took "mountains of

files" to the headquarters in Cologne - documents which were to prove

that Heberger was building sheds and bunkers in Iraq for the manufacture

of chemical weapons. The lethal weapons used by Iraq since Autumn 1983

agains Iran and rebellious Kurds are produced in the secret plants of

Samarra and Fallujah.

Everywhere in the Federal Republic public prosecutors and custom offici
called at companies an private houses, factories and offices of tax
consultants asking for statements, contracts, construction plans and
files. The ZKI in Cologge, a kind'of Federal Criminal Police Office of the
customs, for the first time in its history set up a special unit ("Soko
Iraq"). This Sokeo unit‘w;ll be busy for months going through these files

s

_ém temporarily stored in hallways. One thing seems certain

-~ man:

already at is point: West German bompanies‘are involved in the deadly
business of chemical weapons in Iraq.fThis also becomes obvious from
original documents which were leaked to the Stern prior to the customs

campaign.

-4



According to the findings of the investigators, the "Water FEngineering
Trading" (W.E.T.) company in Hamburg plays the key role in the deal between
Germny and Iraq. The documents in the hands o{:észﬁgéhow that this
comj:any together with an Iraqi partner, offered the Ministry of Industry

in Bagdad a complete factory "for the manufacture of pesticides". This
"project 33/85" was to cost 20 million marks.

"Project 33/85" consists of two plants, in which the hirhly toxic chemica:
Phosphortrichloride and Phosphoroxitrichloride were to be produced -
these also form the basis for the nerve gases Tabun and Sarin. According
to the findihgs of an UN Commission, Tabun has already been used by Iraq
against Iran in the Gulf war.

The offer comprises 16 typed pages including enclosures (list of
appliances for drawing 102/485). The W.E.T. letter of the 30th April 1985
states that the plant .can produce 17,6 tons of Phosphortrichloride daily.

W.E.T. Hamburg made arrangements with the "State Establishment for =
Pesticides Production" (SEPP) in Bagdad which is a department in the
Ministry of industry. SEPP, as western secret services found out, is

responsible for the produtjiem—of. poison gas and ordered the building

————

of the plants in Samarra Xnd Fallujaﬁ.

SEPP and W.E.T. obviously came to an agreement. Already in 1986 a
large number of parts for these plants was sent to Iraq by lorries

and ships via Turkey. This detour ﬁad been suggested in the offer.
Between.the.8th and the 10th of March of that Year 14 SEPP experts met
o T

resentatives, amongst them Joint-ownex Peter Leifer, \in

oW R
the Iraqt capital. SEPP expressed an iﬂte}est in further cooperafion
with the Hamburg firm. The notes take; at this meeting show that W.E.T.
has to come up with a new offer,'this time regafding the assembly of the
two prodﬁctiqn units thej subplied.vW;E.T. did not waste any time. Only

a couple of months later Bagdad received the new offer - a turn key offer

at g price of DM 35 Million (turn key offer 6/87).
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W.E.T. planned for 100 techqicians and skilled workers to assemble the
plant in 18 months. The firm guaranteed that their experts would super-
vise production for one year after the plant was put into operation.
These experts had meanwhile been trained at the French chemical plant
ATOCHEM in Lyon. The French supplied W.E.T. with the "know-how'" for the
manufacture of the poison gas base Phospohortrichloride. However....
(rest of the mentence cut off. Translator's note.)
The documents, available to the customs and the judiciary also show

that the Iraqis attached great importance to German quality work. Cn
nume rous occasions W.E.T. emphasifed that the containers, pumps, valves
and cooling plants had received the stamp of quality by the German M.Q.T.

The firms management claims that they cannot understand, how the
public prosecutors could suspect the W.E.T. of having illegaly supplied
Iraq with plants for the manufacture of poison gas. As far as they are
concerned, they exported special pumps which are also sold to other
countries, like Iran and Izrael.

The firm in Hamburg appears to be 1inked with the company Preussag AG
in Hannover and with Karl Kolb GmbH in Dreieich near Frankfort. Before

Peter Leifer became managing director of W.E.T. he was in Hannover with

(rest of sentence cut off...)

Picture: Congpultation in Pagdad.
The building contractor Berthold Heberger (left) from Schifferstadt

: built sheds and bunkers in Iraq. Peter Lelfer of W.E.T,

travelledato Bagdad in March 1987 to negotiate a turn key offer for

a plant producing nerve gas.

i
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Report by Jochen Schildt.

The friendly village mullah sharp-eyed behind his horn-rimmed glasses,
cannot wait any longer: he gathers up his black cloak, the Aba, and hobbles
through the mud over to the embankment. There he grabs one soldier after

another and kisses them fondly on both cheeks. A clerical appreciation for

the nation's heroes.

The Iranian revolutionary guards (Pasdaran) look tired and exhausted.
They briefly left they dugouts to take shelter'behind the sand rampart and
sit down quickly for a cigarette and coke. A short break in a war which

has been going on for more than six years and claimed nearly one million

victims.

We left Teheran with a military escort to drive to the Schatt el-Arab
through the vast swamp of the Euphrat and Tigris to the front at the Persian
Gulf. On the other shore,close enoung for conquest, is Basra, the target

of Iran's present massive offensive'Kerbela 5'. It was named after the holy

[
shiite town Kerbela in Iraq, an important point in Khomeinis absurd Campaign

for the "worldrevolution" in the name of Islan.

We can see Basra's suburbs without binoculars. A burnt out freighter shot

to pieces next to the 0il tanks of a petrochemical plant within reach of

light;%yahian artillery. Smouldering fires can be seen in various places.

Around us cdrpses and more corprses, bodies shot to pieces, limbs missing,

their féé%éaswollen from the brackish water of the Swamp, their hands still

indgrenades or the triggers of Soviet Kalashnikows. Qur Iranian

escort poihts at the dead shouting excitedly: "Arabs! Arabs!™

Ve dp not see any Iranian soldiers. Obviously they were removed, before

we arfivgd. Apparently they were taken to their native villages in cold stora
trucks. A lot of dead  also sink: into the swamp. (Rest cut off. Transl.)
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Supplies for SEPP

German firms supplied the Iraqi nerve gas factory SEPP with equipment to

produce weapons used in thc war with Iran.

On the 30th August 1985 the Preussag AG Company in Hapnover received a-
telex addressed to Otto Holzer, the person in charge of export matters.
The haulage contractor Merkur in Munich announced the trancrort of 256
barrels cof chemicals to Bagdad. '"We found this rather odd", remembers
Dr.Maruan Rifai, then Holzer's boss, "because Preussag never dealt in
chemicals with Iraq." His colleagues, when questioned, stammered some-

thing about an "obvious mistake".

It was even stranger", Rifai tolgd STERN, "when cnly a couple of minutes
later a second telex arrived, in which Merkur nct only apologized for the
mistake, but also asked for the first telex to be immediately destroyed."
The information was meant for W.E.T. in Hamburg.

Rifai, who suspected Ctto Holzer and his colleague Peter Leifer of
"doing private deals with Iraq behind the back of Preussag", made inquiries:
W.E.T. stands for Water Engineering Trading GmbH;and the wives of Holzer

and Leifer, Johanna and Karin are with others, authorized signatories of

the flrm. Andg the W.E.P. made a consulting contract with Nazar Al-Kadhi

o

the Iraf

epresentatiVé of Freussag in Bagdad.

Al-u M1 again arranged deals with the Iraqi 'State Establishment for

Pesticldes Froduction' (SEPP) for example the delivery of water Erocessing

plants and lorries. Like holzer and Leifer, he no longer works for Preussag.

Thelr bosses claim that they were unaware of the fact that "SFPP" accordir
to Western secret services produces chemical weapons - the weapons which have
been used by Iraq s ince Autumn 1983 in the terrible gas war against

Khomeini's soldiers. "SEPP" a plant comprising 25 km2 near the Iraqi town
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town Samarra is surrounded by several high fences and vrotected by a ground
—air missile system.

In the mid-seventies Iraq started to build fact - ries for the production
of pesticides on a site previously used by the militar.. But when Israeli
bomters destroyed the Iragi nuclear reactor Osivis in June 1981 and with
it the hopes of the regime in Bagdad to manufacture nuclear weapons, the
function of the pesticide plants in the desert was changed. The Iraqis starte
to produce '"the poor man's atom bomb", i.e. the chemical weapesn mustard gas
(Lost), Tabunand Sarin for use in the Gulf war. Secret service experts
estimate that the counfry invested at least five hundreéd millions West German
Mark in these plants. To this day the Iraqi embassadcr in Bonn, Abdulrazzak
Al-Hashimi, claims that they only produce pesticides for the date har?est.

A large plart of the technical equipment for the two prlants "Ahmed I" and
"Ahmed 2" for example was supplied by the West German company Pilet Plant
GmbH, a subsidiary of the Karl Kolb GmbH in Dreieich near Frankfuart,

Already in March 1984 the "New York Tims" accused this company in Hesse of
having supplied Iraq with laboratory equipment "for the self—sufficiéncy in
manufacturing chemical weapons. The company protested strongly and stated
that it was impossible to produce nerve gas with their products.

Even the Federal Government dismissed the accusations - at least temporari-
ly, but then was taught otherwise by American experts. "On instructions from

above" the customs headquarters in Darmstadt prohibited the export of further
parts‘ié? fhe two plants under construction "Méhammed” and "Ali" which are
now collé fing dust on this site in the Iraqi decsert.
Three w;eks after the.first accuéations against the building contractors
frqm Dreieich the wives of Freussag emploees Holzer and Léifer and Reinﬁold
Krauskopf s Wholesaler for electrical appliances in Hambu;g, founded their

firm in April 1984. They entered the W.E.T. under the no. HRB %2783 in the
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Register of companies, the official purpose of the company bheing "the
trade in electrical appliances and water engineering". Krauskopf became
manager and in December 1985, after leaving Preussag, Leifer and A1-Kadhi
Joined as managers. |
W.E.T. however with its headquarters at Lenastrasse 50 in Hamburg-
Bahrendfeld delivered not only water pumps, but also plant parts '"which c«
be used for the manufacture of Lost and other highly toxic substances".
According to the rules-regulating foreign trade, an embargo had been place
on these producéfs and must not be exported. W.F.T. sold tons of chemicals
to Bagdad whiéh undoubtedly could be used for the manufacture of chemical
weapons -~ Natriumfluoride, Isopropylamide, bﬁt espeially Phosphortrichlori
which is a base for producing mustard gas.

A delegation of UN experts having been invited by Iran to inspect
a section of the front, came to the conclusion that the Iraqis used gas tt
produced themselves, because it contain®l traces of Phosphortrichloxide.
One of the experts, Lieutenant Ulrich Mobersted, doctor of chemistry and
head of the department of defence weaponry in the Swiss military, stated
explicitly that with their equipment Irad could quite easily produce
mustard gas.

The Finanzgericht (tribunal dealing with tax aﬁd other financial matter
in Kassel however did not accept this opinion in 1985. The company Pilot
Plant rang thls tribunal to ploteét against the bann on export imposed by
the customs in Darmstadt The judges announced that according to evidence
glven by two German chemists who houever inspected only two of 2bout ten
of these factories l; Iraq,'the plants were not equipped for the manufactu
of poison gas and gQods were to be produced for export',

fhe customs in Darmstad made an appeal. Thg law-suit illustrates
the aladrming reluctance of the German authorities*ih éharge to hinder or
limit export. As from the 1st of January 1922 w.g.7

«T. must no longer supply

Iraq with Phospohortrichloride.

Picture

h
The Iraqi company SEPP produces 60 tons of mustzrd gas and four tons eac



of the nerve gas Sarin and the nerve gas Tabun per month. Dn this satelite
picture the STERN shows for the first time the position of the secret plants
near&famérra.

1 bunker 2 German plant 3 French plant 4 Soviet plant S incineration plent

6 storesfér chemicals, 7 water processing container Preussag AG,

8 addministration buildings, 9 workshops, experimental plant, 1C latoratory.
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Investigators appeared with search warrants in Preussag's headquarters
and various branches, but like Kolb and Heberger, Preussag firmly denied
to have been involved in illegal affairs.

The Kolb Company has been attracting attention@ince 1984. At that time
the US secret service CIA put out reports stzting thap the Kolb subsidary
"Pilot Plant" supplied plants in which Iraq could produce not cnly pesticide
but also chemical weapons ~ possibly without the company's knowledge.

When the Federal Government ordered further deliveries by 'Pilot Plant!

to be stopped, the company went to court. They settled out of court with

a compensation of DM 1,6 million for Kolb. The legal position regarding the
export ban was unclear.

The Karl Kolb GmbH is now suspected of having violated evport laws.
W.E.T. documents prove that Kolb Company delivered pressure containers for
the Iraqul"Project 33/85 " to Hamburg. The customs rece1ved>1nformatlon

that the company in Dreieich sold a so-called "inhalation chamber" to the
plant in Samarra whiq@lapparently 1s used to test pharmaceutical products
and pesticides on aniigis. According to information obtained by STERN it
is however a gas chém?erain which the effect of chemical weapons can be
tested on dogs and cats. A technician who was in Samarra at the-time,
when fhe inhalation chamber was beiﬁg installed, told STERN: "Right frém
the start I found it very strange that Iraq would spend more than.two

million Marks on equipment for research on pills or pesticides."
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When queried by STERN, Karl Kolb Company refused to comment.

At the moment the customs and public prosecutors are still keeping
a very low profile. But they admit that there must be more than a vague
suspicion, otherwise they wculd not have been issued with search warrants.
The prosecutors ncw hope to discover with the help of confiscated document:
the obscure ways on which possibly not mly production units for poison gas
but also equipment for chemical warfare were shipned to Iragq and to its
allies.

Egypt and the Gulf states 1like Abu Dhabi for years have been clients
of the company UFS in Mosbach- Lohrbach near Heidelberg. Their sreciality
is decontamination.

According to his own statements two years ago, the firm's director
Fritz GUlde negotiated with the Egyptian military the sale of devices
for detecting chemical weapons and.equipment for decontamination. He

also trained men in Abu Dhabi.

The 43 years-old chemist Abdel Fattah Shihada cculd come up with some
useful information as well. Born in Paiestine, he did his MA at Marburg
University specializing in Phosphor combinetions - the basis for poison
gas. In the early eighties he was offered a chair at the Baghdad Universit

There he noticed that most of his students had a military rank.

*y

Pictures: . _ P

In this inhalation device the effect of pesticides was apparently tested

on animals.. The drawing was done by a technician who was present in

Samarra while the plant was being built.
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Basra and the road to Kuwait through which.Iraq received most of its
suppliss, are constantly under fire. FParts of this town with over 2 million
of inhabitents have.already been deserted with reople fleeing to the north
ef the country.

Meanwhile the Mullahs are preparing a second attack: this time it will
be the enemy's heart, the Iraqi capital Baghdzd. There are about 150 OﬂG
Iranian soldiers assembling at the border near Mehran, about 150 km away
from Paghdad. Already now large parts of Baghdad afe being devastated on
a daily basis by constant rocket attacks - the morale of the Iraquis is
low. "Kerbela 6", the attack on Faghdad, might well deal the death blow to
Saddam Hussein's regime.

Especielly as the Iranians became quite sophisticated in their warfare.
No more suicidal attacks by fanatical volunteers, the Rashids, no more
child soldiers throwing themselves into the Iraqui minefields. The strategi
are now planned by clever young officers, graduates of the cadet school
of the'revolutionary guards vhich is in the former US E&mbassy. A western
military attache in Teheran observed that "the Iranian attacks have alhays
been unpredictable,.but now they have gained twice as much“étrength. They
buy first class weapons and they know how to use them."

Especially the controversial US arms deal at present receiving so much
attention strengthened considé?ably Iran's position. Izraeli military expert
told STERN that the amount sold was far greater than Washington admits.
Two weapon systemsntp particular brought about the change: air defence

W

rockets of the type’ wk" and "TOW" tank defence rockets. Iraq's saperiorit

of air defence and-a;_.’red divisions has almost been destroyed.

Saudi- Arabla, offlclally Iraq s ally, discretly facilitated:the arns

deal In case of victory for the Khomeini's regime, she has to fear, that

the Ayatollah will immediately attack... (rest cut off, translator)
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Even the "heathen" Zast - as much hated by Teheran as the "imperialint"
West - sent suppliesfor Khoﬁeini's armies: in the last few weeks there
have been at least twenty attacks on Baghdad with the Soviet medium-range
missiles SS-1, surplied by Syria and Lybie. The Iraquis tried in vain to
use their Soviet air defence against this Bcoviet super weapon.

Hojatoleslam Rafsanjani, vresident of parliament and after Khomeini
Iran's most rowerful man, 1s optimistic. He told us in Teheran: "The count
~down has started. We will bring eown this bastard's regime in Faghdad and

if it doesn't happen tomorrow, it will be the day after.

His secret negotiations with America nearly brought about the dewnf=11
of Rafsanjani whom Washington considers a "moderate", favouring free enter—
prise and good relations with both East and West. His internal/domestic

eneﬁies accuse Rafsanjani of being a tfaiter to the islamic cause. But

he acted quickly. The Pasdaran loyal to him attacked the office of his main
adversary Mehdi Haschemi and put him intovain prison. Haschemi's office
for "revolutionary export¥ was closed.

Rafsanjani travelled to the front afterwards to be congratulated.

"The 'Black House' in Washington supplied us with weapohs!" he shouted to the
soldiers, "but it still staysplack!"

Back to the capital - a long dusty journey on the bus. Dawn. At around

6.3%0 convoys of cars start dri@ing from north Teheran to the ministerial
offices in the c%ntre, where the Shah used to reside and where Khomeini

has his headquarters now. (Rest cut off, translator)

...Even the opponentf;; of the reglme admit that the Mullahs are very busy.

"You see, the Shah's officials never turned up at their desks before
¥0 o'clock, if at all " tells us a local Journalist. Now at seveh in the
morning the typewriters are already cluttering, serious men with biack

beards are dictating their scrlpts and the secretaries wrapred in their

vchadors 1ook like Crows.
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In this mctropolis of seven million life is as busy a%@ver. The shops
in the bayaar are well stocked - nearly anything can be bought, if at a high
price. RBut meat, rice gnd 0oil are rationed, like washing powder and more
recently - petrol. Femilics who have a martyr in their ranks receive extra
caupons. This is particularly useful to the poor who otherwise receive
as little fror the Khomeini's regime as they formerly did from the Shah.
Many of them volunteered to go to the front and nearly every family lost
at least one son on the battlefield.

Despite the long war with its high death toll, eight years after coming
to power the Khomeini regime is now quite stable. People seem to aapt
themselves to the circumstances. There is no political movement - either
in Iran or in exile - which could pose a threat to those in power.

The opposition, People Mudjahadin, who adhere to a vague islamic socialism
and who have - from exile - for many years predicted an imminent collapse
of the regime, are hardly noticeable in the country. Like every other
opposition, they have been bloodily oppressed by the Mullahs. Many leading
government oppronents have been shot by Khomeini's Secret Service, others
thrown into jail and kept without trial.

Thus assured, Teheran only wants peace, when Saddam Bussein in Iragq
is overthrown. Even Khomeini's opponénts agree with that. A bazaar
merchant whose furniture business for long has not been as good as before
the war says: "They have borbarded our towns. The arrogance....has to be
punished... (Rest'cut off, trahslator)

| Centuries old prejudices that the Iraquis are "primitive"

persist.

Last Wednesday, Revolution Day, Pasdaran put up a big poster in the grounds

of the Teheran Univsrnlty w1th Khomeini's quotation:

for our cause, the stronger we get." Then some stude

"The more people die
nts enlist spontaneously
as volunteers, however the majority of the young intelectuals refuse. Partly

because of their politiqal convictions, partly because of fear.
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Young women on the campus profit from the breath of liberality,which one can
feel at present in the bigger towns. Instezd of the black head ccvers, some
‘risk white chawls with silver thfead und embroidered flowers. Under the
compulsory wide chador one can sce jeans and modern Nike cshoes. A whiff
of Parisian Chic: Scha-Dior.

On another occasion too, the regime tries to appear generous. Last year,
on the Christmas %ve, when the Iranians started the "Kerbela 5" offensive,
the Mullah had a surprise for the Christian mincrity of the countfy and the
diplomatic corps. The Teneran Symphony Orchestra - its numbers now shrunk
to45 - played in the'Hall of the Great Unity" in Teheran "Silent Night" and
works by Mozart, Johann Strauss etc...the big concert of Western music, which

otherwise is banned.

There were 800 people in the audience, men sitting in the stalls, ladies
on the balcony. =

In this "silent night" there were again air attacks warnings, sounding in
Teheran, Isfahan, Ghom and Tabris. Later on, Radio Baghdad reported thét
one unit of the airforce had bombed the headquaters of the '"Snake Haad
Khomeini", However, the two Migs failed. Khomeini's fortress in the suburdb
of Shemiran was not hit. Instead, some windows in the house of the new
military attache of thé Federal Republic, frigate commander Klaus Strebe

some 100 meters away, were broken.
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INQUIRY INTO EXPORTS OF DEFENCE EQUIPMENT AND DUAL-USE GOODS TO IRAQ AND RELATED PROSECUTIONS

Vehicles] (particularly the Ram Jet technology which could be used to

test Cruise Missiles/guidance systems).”

E3.2 A serious problem regarding the possible use of Egypt as a diversionary
route arose in 1986. The problem concerned an application made by ISC Chemicals Ltd
for a licence to export hydrogen fluoride (HF) to Egypt. A letter dated 29 January 1986
from Mr Charles Powell, the Prime Minister’s Private Secretary, to the DTI had alerted
the licensing authc;i'ﬁ@ the problem. The letter passed on information about previous
HF purchases madg from ISC by Egypt acting, apparently, on behalf of Iraq and said
that “An additional quantity of hydrogen fluoride is expected to be exported in the same
way in the next'fe\y__ months” and that “The information we have received is that the

material is intended fdi"‘--"the Sepp plant in Iraq and procurement through Egypt is

intended to bypass restri%:\ions imposed on the export of hydrog'en fluoride to Iraq.”
- The significance of the export of HF to Iraq lay in its possible use as a precursor for
" chemical weapons and, in particular, the nerve gas Sarin. '

E33 Later in 1986 an ELA was received from ISC seeking a licence to export
HF to Abu Zaabal, an Egyptian company. An end-user certificate signed on behalf of
Abu Zaabal was provided. The certificate certified that the HF was required for various
specified civil industrial processes to be carried out by four named Egyptian companies
and that “neither the HF nor the products involved will be sold or re-exported from
Egypt again anywhere.”"’ ' ' |

E34 A file note dated 27 August 1986 made by Mr D Powell, FCO/ACDD,

referred to intelligence that “ISC had exported a quantity of HF to Abu Zaabal

Company in Egypt”, that “Abu Zaabal... was a military facility concerned with the

manufacture of artillery and weapons... [and had] no conceivable requirement for this

chemical” and that “the shipment in October 1985 had been immediately transported _
" over land by truck from Egypt to Iraq.”" o

E3.5 A request was made of the British Embassy in Cairo to give an
assessment of the company, Abu Zaabal. The response, on 4 September 1986, was that
“The Abu Zaabal company for specialised. chemicals is owned and operated by the
Egyptian Ministry of Military Pljoduction” and that its “main activities” were “the
manufacture of single and double base powders for ammunition, solid rocket propellants
and rocket motors, high explosives TNT and ammonium perchlorate.”?’ '

& DT1/45.1-:94 at paragraph 1.4
? FC0O/242D.40 :

0 FCO/242D.65

n FCO/242D.55

12 FCO0/242D.68
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E3.6 The issue of whether or not to licence the export of the HF was put to

Ministers. A submission dated 4 September was put up by Mr Powell to Mr Renton, the
FCO Minister.® MrPowell recommended against granting the licence. In the
paragraphs setting out the relevant “Background”, Mr Powell reminded the Minister that
HF had been added to the list of licensable chemicals in May 1986, that it was
“extremely widely traded” and that both the DTI and the FCO “have been anxious that
the UK control should not put the UK chemical industry at a competitive disadvantage
vis-a-vis other countries (none of which have followed our lead).” The submission then
went on: 4 o |

“We have consistently taken a strong line against any export which may assist

CW use m he Gulf Conflict. If the proposed export of HF to Egypt is indeed

destined for Iraq there would be no doubt it should be stopped irrespective of

the financial loss to the company or the likelihood that the order would go to a

competitor. The balance to be weighed is, on the one hand, the specific

(although uncorrobbrated)... information, and, on the other, the assurances

received from the company concerned. Cairo has confirmed that the

destination is indeed a military one. We cannot, of course, exclude the

possibility that Abu Zaabal is genuinely procuring HF on behalf of the civil

cbmpanies named.v However, neither NENAD nor Research Dept think this

likely... There is a difficult and essentially political judgement to be made: DTI

officials take the view that... we should give the benefit of the doubt to the

company. ...The firm view of ACDD and NENAD is that the FCO should

advise against [the grant of the licence], taking into account the military nature

of the destination, the Speéiﬁcity of the... intelligence, and the leading role the

UK has consistently taken both in international efforts to curb CW

- proliferation, and more widely in the CW negotiations themselves.”

Sir David Miers agreed with Mr Powell’s recommendation.

E3.7 The issue was discussed bétween Mr Renton and Mr Clark, the Minister

for Trade. A telex dated 9 September to the Embassy in Cairo said that “Ministers are

concerned at the potential for diversion of this order for Iraqi CW purposes. They are,
however, prepared to allow this sale to proceed, provided the Egyptian Government, as
owner of Abu Zaabal, are informed of our general concern about p0551ble diversion...

We would like the Egyptian Government to be aware of the serious concern with Wthh

“we would view any diversion of a UK supplied chemical.”"*

i3 FCO/242D 69
v FCO/242D.76
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E3.8 From 27 to 29 September 1986 Mr Renton made a visit to Egypt. In the
course of his visit he raised with the Egyptian authorities the issue regarding the HF
export to Abu Zaabal."” Following the visit a licence for the export of the HF was
granted. In his evidence to the Inquiry Mr Renton explained the reasons for the decision:

“I think that the reason why the Egyptian order for hydrOOén fluoride was
allowed to proceed was primarily because the Egyptian Government owned the
Abu Zaabal company; and that company had given a specific end-user
 certificate thgt the hydrogen fluoride would be used either by them for the
production of detergent alkylate or by other Egyptian companies for '
aluminium smé‘ltino galvanisation and other industrial purposés They fufther_
specifically certlﬁed“{lat ‘neither AHF nor the products involved will be sold
or re-exported from Egypt agam anywhere’. If we did not accept the contents
of this end-user certificate, we would have been specxﬁcally saying that the
Chairman of a Government-owned company in Egyp_t, a friendly country, was
a liar.”'® '
Mr Renton said also that he “and the other Ministers involved were clearly as satisfied
as we could be that the export would not end up in Iraqi hands and that therefore it
would not add to the supply of chemical weapons in the hands of Gulf ‘War
combatants”. There is no indication from any subsequent intelligence that the HF
exported under the licence in question to Abu Zaabal was diverted to Iraq.

E3.9 " The manner in which ISC’s 1986 ELA for the export of HF to Egypt was
dealt with was, in my opinion, a model of its kind. The intelligence which gave rise to a

~ real risk of diversion to Iraq was fully taken into account. The FCO officials in NENAD
evaluated the risk and recommended refusal of the ELA. The Ministers, Mr Renton and
Mr Clark (the MOD do not seem to have been involved) took into account the wider
political and trade implications of the decision and decided, first, to stress to the
Egyptian authorities the seriousness with which diversion would be viewed but, subject
to that, to grant the licence. Mr Renton made the point during his visit. It may be
possible to argue that the risk of diversion of the HF to Iraq and of the consequent use .

by Iraq of the chemical in the manufacture of Sarin outwelghed the political and trade
arguments in favour of the grant of the licence. But this is'a balance to be struck by"
Ministers and, in this case, was struck_ by Ministers. There is, in my opinion, a clear.
contrast between the manner in which this ELA was dealt with and the several Jordan -
ELAs where the nsk of diversion to Iraq was set aside in favour of the grant of licences -
but without the issue being put to Mlmsters '

s FC0/3633.22 : »
Mr Renton’s written statement dated 10 September 1993, paragraph 11.2.3
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UHDE LIMITED

REPORT OF THE DIRECTORS

The directors subzit herewith thelr annual report and audited accounts of

the cempany for the year eanded 3lst Decerber 1985.

Principal Activity

The principal activity of the company is the deslign and construction of plant

for the cheaical and other industries.

Resuits

The company continued to design and procure zaterf{al for the construction of the

alkaline chlorine plant in Pakistan, which is scheduled to go on strean in 1987.

The company started work on a further centract with Iraq for an alkaline

chlorine plant in the middle of the year. tThe start up ls foresecn for 1987.

At the end of the year a contract for a nltric acld plant with Norsk Hydro wag

s:gned together with Uhde GmbH.

Detalls of the results for the year are set out in the profit and loss account

on page 6.

The directors do not reconzend the payment of a dividend. The profir for the
year will be carried to reserves.
Fixed Assets

The additions to fixed asscts during the year aru set dut in note + to




recters subrit harawith their the zuditsd acccunts of

cerpany for the year ended 31st
noinal Activity
ZEATCIPAL ACEIVATY

e rrincipel activity of the

the chemical and other ingus:
Results

The corpany continued to design and procure raterial for the construction of the
alkalina chlorine plant in Pakistan, which is scheduled to GO on stream in 1987.

Work continues on the contract for an alkaline chlorine plant in Iraq.
Sniprents of equipment and materials ansunting to some I123,€00,000 were made
during the year. Start-up is not anticirated before the middle of 1988.

The works on the contract for a nitric acid plant it Immingham, England with
Norsk Hydro Fertilizers Ltd are proceeding to schedule, start-up is foreseen
for the autumn of 1987.

Details of the results for the year are set cut in the profit and loss accomt

on page .

The directors do not recormend the payment of a dividend. The profit for the

year will be carried to reserves.
Fixed Assets

The additicns te fixed assets during the year are set cut in note 4 to the

accounts.




Uhda Limited

Girecters submit herswith ‘reir anneal report and the audited accounts of

£or the year erded 3lst Tecemper 1337.

The principal aczivity of the corpary is the design and construction of plant

for the chemizal and other irdustries.

Resuits

The company continued o design and procure material for the constructicn of the
alkaline chicrine plant in pakistan, which is now scheduled €0 go on strean

in 19eS.

Work continues on the contract for an alkaline chlcrine plant in Irag.

Shipments of equiprent ard materials ancunting to scme [ML1,100,000 were rade - .

Guring the year. Start-up is not anticipated pefore 1990, due to a delay by the
-.client in ccmpleting the civil works.

The nitric acid plant for torsk Hydro Fertilisers Limited was started up at the
end of 1987. The final performance test will be ccmpleted in 1988. ’

Petails cf the results for the year are set cut in the profit ard lcss account

on page 6.

The directors @o rot recomrend the payment Of 2 Aividerd. The profit for the

year will be carried to reserves.
Fixed Asseis

The additicns iv Guring the yeur are s=t [C34

acccunts.
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Uhde Limited

The o i S EY o] sme audited accounts cf

the cempary fcr

e principal activity of the ccmpany is th

the chemical and other industr

The corpany continued to design and procare marerial for the construction ci the
alkaline chloripe plant in Pakistan, which is nas scheduled to go on streanm
in 1982,

Werk continues ca the contract for an alkaline chlorire plant in Irag

Siipgents of equiprent and raterials ammmting to sone 12,000,000 were

during the year. Start-up is not anticipated before 1990, due to a delay by the
client in coppleting the civil works.

The.ni.tric acid plant for Norsk Hydro Fertilisers Limited was started up at' tﬁe ;
end of 1987. ‘The final performence will be legally corpleted in 1989, The

company does not expect any further costs to be incurred in respect of this.
project in 1989. Therefore the total costs | revenue were realized, aken ot
of work in progress and included in the profit and loss account for the year

ended 31st Docember 1988.

Details cf the results for the year are set out in the profit and loss account

on page 6.

~he directors o nct reccrwend the payment of a dividend. The profit for the

year will ke carried to roserves.
rixed Assets

The rovexents in fixed assets are set out in ncte 4 to the accounts-




IDE 1IM D

Report_of the directors

! The directors submit herewith their arnual report and the audited acccunts
of the company for the year ended 31 December 1989.

Principal activity

2 The principal activity of the company is the desiga and corstruction of plant
for the chemical and cther industries.

Resulis

3 “ine campany continued to design and procure material for the construction
of the zikalire chlorine plant in Irag, which is now scheduled to go on stream in
1990.

~The chlorine plant for Bela Chemicals, Pakistan, was started up in 1938. Additional
work was completed 1 1989. Consequently, the contract .5 considered to be
erminated, ;0 T T Y

Details of the results for the year are set out in the profit and loss account on pag®
s. I

The directors do not recommend the payment of a divi
will be carried to reserves.

The movements in fixed assets are set out in note 4 to the accounts,
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Uhde Limited

Directors’ report
for the year ended 31 December 1590

The directors present their report and the audited financial statements for the yet
erded 31 December 1990.

Principal activity

The principal activity of the company is the design and construction of plant for the
chemical and other industries.

Review of the business

Due to the tack of business opportunities, a decision has been taken to wind down the
company's activities in the United Kingdom with the exception of activities relating to
past contracts. Advantage will be taken of new business dpportunities as they arise.

Results

The company completed the construction of the alkaline chlorine plant in Iraq during
the year, and an acceptance centificate was signed.

Details of the results for the year are set out in the profit and Inss account on page
6.

. Post balance sheet event SEPP (Ministry of Industry and Minerals) -
‘contract,Iragq "~ " N ; S X

Subsequent to the year end, the commencement of hostilities berween Irag and United
Nations forces in Kuwait and Iraq has resulted in a breakdown of communications
with SEPP in Iraq. All Uhde staff have been withdrawn from the site and, as a result,
the present condition of the plant is unknown. The contract has heen accounted for
on the basis that it is intact, with the costs of remaining contractua) obligations kept
in the balance sheet. Associated trade debtors have been written down to the amount
recoverable from the Export Credit Guarantee Department.

Th
December 194
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Uhde Limited

Contract work-in-progress

Long-term contracts (included in work in
progress above)
Net cast Jess foreseeable losses

sble payments dn azlount

This cxcess of PAYMCNLS 0N acCIuNt OVET NEl COSIY was included in trade creditors in 1989 (note ).

10 Debtors

1393 iv89

£ £

Amounts falllng due within one year
Trade debtors 397,785 134,93
Amounts owed by group
undenakings 468 1,015,565
Corporation tax rccoverable 9,618
Advance corporation {ax recoveiabie 250,727
Prepayments and accrucd income 43,813

. 742,411
g 7 TR -='=S:==i

1 thin one year
1990

£

. Payments received on account 22,530 -
Trade creditors 9,772 C 2,506,748
Amounts owed 1o group underiakings 795,286 . - 4,713
Corporation tax 296,347
Other creditors .
Accruals and deferred income 1 598,416
Advance corporation tax payable

2,358,067
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CHAPTER2

IRAQ’S PROGRAMMES 1971- 1998

l‘.

Iraq has been involved in chemical and biological warfare research for over 30
years. Its chemical warfare research started in 1971 at a small, well guarded site
at Rashad to the north east of Baghdad. Research was conducted there on a
number of chemical agents including mustard gas, CS and tabun. Later, in 1974
a dedicated organisation called al-Hasan Ibn al-Haitham was established. In the
late 1970s plans were made to build a large research and commercial-scale

Effects ‘of Chemical Weapons

Mustard is a liquid agent, which gives off a hazardous vapour, causing burns
and blisters to exposed skin. When inhaled, mustard damages the respiratory
tract; when ingested, it causes vomiting and diarrhoea. It attacks and
damages the eyes, mucous membranes lungs skin, and blood- formmg
organs.

Tabun, sarin and VX are all nerve agents of which VX is the most toxic.
They all damage the nervous system, producing muscular spasms and
paralysis. As little as 10 milligrammes of VX on the skin can cause rapid
death.

production facility in the desert some 70km north west of Baghdad under the
cover of Project 922. This was to become Muthanna State Establishment, also
known as al-Muthanna, and operated under the front name of Irags State
Establishment for Pesticide Production. It became operational in 1982-83. It had -
five research and development sections, each tasked to pursue different
programmes. In addition, the al-Muthanna site was the main chemical agent
production facility, and it also took the lead in weaponising chemical and
biological agents including all aspects of weapon development and testing, in
association with the military. According to information, subsequently supplied
by the Iraqis, the total production capacity in 1991 was 4,000 tonnes of agent per
annum, but we assess it could have been higher. Al-Muthanna was supported by
three separate storage and precursor production facili 1es known as Fallujah 1, 2
and 3 near Habbaniyah, north west of Baghdad, parts. of which were not -
completed before they were heavily bombed in the 199I G&if War.

Iraq started biological warfare research in the mid-1970s. jAfter small-scale
research, a purpose-built research and development fac111ty ‘was authorised at
al-Salman, also known as Salman Pak. This is surrounded on three sides by the
Tigris river and situated some 35km south of Baghdad. Although some progress-
was made in biological weapons research at this early stage, Iraq decided to
concentrate on developing chemical agents and their delivery systems at
al-Muthanna. With the outbreak of the Iran-Iraq War, in afly »
biological weapons programme was revived. The appomtméx@ of Dr Rihab Taha
in 1985, to head a small biological weapommTWthmna

W
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its chemical and biological weapons programme. Intelligence indicates that
Saddam has learnt lessons from previous weapons inspections, has
identified possible weak points in the inspections process and knows how to
exploit them. Sensitive equipment and papers can easily be concealed and in
some cases this is already happening. The possession of mobile biological
agent production facilities will also aid concealment efforts. Saddam is
determined not to lose the capabilities that he has been able to develop
further in the four years since inspectors left. -

e Saddam’s willingness to use chemical and biological weapons:
intelligence indicates that as part of Iraq’s military planning Saddam is
willing to use chemical and biological weapons, including against his own
Shia population, Intelligence indicates that the Iraqi military are able to
deploy chemical or biological weapons within 45 minutes of an order to do
s0.

Chemical and biological agents: surviving stocks

6. When confronted with questions about the unaccounted stocks, Iraq has claimed
repeatedly that if it had retained any chemical agents from before the Gulf War
they would have deteriorated sufficiently to render them harmless. But Iraq has
admitted to UNSCOM to having the knowledge and capability to add stabiliser
to nerve agent and other chemical warfare agents which would prevent such
decomposition. In 1997 UNSCOM also examined some munitions which had
been filled with mustard gas prior to 1991 and found that they remained very
toxic and showed little sign of deterioration.

7. Iraq has claimed that all its biological agents and weapons have been destroyed.
No convincing proof of any kind has been produced to support this claim. In
particular, Iraq could not explain large discrepancies between the amount of
growth media (nutrients required for the specialised growth of agent) it procured
before 1991 and the amounts of agent it admits to having manufactured. The
discrepancy is enough to produce more than three times the amount of anthrax

allegedly manufactured. ' '

Chemical agent: production capabilities : ‘\1 .
; : KV

8. Intelligence shows that Iraq has continued to produce chemical agent. During
the Gulf War a number of facilities which intelligence reporting indicated were
directly or indirectly associated with Iraq’s chemical weapons effort were
attacked and damaged. Following the ceasefire UNSCOM destroyed or rendered
harmless facilities and equipmérit used in Iraq’s chemical weapons programme.
Other equipment was released for civilian use either in industry or academic
institutes, where it was tagged and regularly inspected and monitored, or else
placed under camera monitoring, to ensure that it was not being misused.. This
monitoring ceased when UNSCOM withdrew from Iraq in 1998. However,
capabilities remain and, although the main-chemical weapon production facility

at al-Muthanna was completely destroyed by UNSCOM and has not been

19
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rebuilt, other plants formerly associated with the chemical warfare programme
have been rebuilt. These include the chlorine and phenol plant at Fallujah 2 near
Habbaniyah. In addition to their civilian uses, chlorine and phenol are used for
precursor chemicals which contribute to the production of chemical agents.

Other dual-use fac111t1es which are capable of being used to support the

roduction of chemical agent and precm and re- equlpped
l%’e;vmﬁmam some with illegal foreign assistance,
and are probably fully 0perat10na1 or ready for production. These include the Ibn
Sina Company at Tarmiyah (see figure 1), which is a chemical research centre.
It undertakes research, development and production of chemicals previously
imported but not now available and which are needed for Iraq’s civil industry.
The Director General of the research centre is Hikmat Na’im al-Jalu who prior
to the Gulf War worked in Iraq’s nuclear weapons programme and after the war
was responsible for preserving Iraq’s chemical expertise.

it at al- Qa a% These were severely damaged during
SCOM supervision, but have since been

rebuilt. W}nle phosgehe does have indu§tﬁa'l§1§s‘es it can also be used by itself as

a-chemical agent or as a precursor for nerve agent.

Iraq has retained the expertise for chemical warfare research, agent production
and weaponisation. Most of the personnel previously involved in the programme

remain in country. While UNSCOM found a number of technical manuals (so

called “cook books”) for the production of chemical agents and critical
precursors, Irag’s claim to have unilaterally destroyed the bulk of the
documentation cannot be confirmed and is almost. certainly untrue. Recent
intelligence indicates that Iraq is still discussing methods of concealing such
documentation in order to ensure that it is not discovered by any future UN
Jinspections.




intelligence on Iraqi attempts to procure d}ml
reconstruction of civil chemical production at site
* chemical warfare programme. Iraq had also be
materials and equipment which could be ‘
programme. Personnel known to have been connected to the biological warfare
/‘5 ’\ programme up to the Gulf War had been COnducting research into
path(')gens. There was intelligence Fhatv%wm gical
warfare agents in mobile production facilities. Planning for the project had
begun in 1995 unde i known to haye been a cen
pre-Gulf War programme. The JIC concludeq t
expertise, equipment and matepial to produc<? })iologi
weeks using its legitimate bio-technology facilitjes.

-use chemicals and on the
s formerly associated with the
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sed for a biological warfare

hat Iraq had sufficient
cal warfare agents within

——

3. In mid-2001 the JIC assessed that Irag retained some chemical warfs

oents
precursors, production equipment and weapons from before the Gulf War

tral player in the

- These stocks would enable Iraq to produce Sigmficant quantities of mustard gas

within weeks and of nerve agent_within months. The JIC concluded that
intelligeénce on Iragi former chemlcal‘and b'lological warfare facilities, their
limited reconstruction and civil production Pointed to a continuing research and
development programme. These chemical and  biological capabilities
represented the most immediate threat from Ire.lql weapons of mass destruction.
Since 1998 Iraqi development of mass destrugtlon Wweaponry had been helped by
the absence of inspectors and the increase in illegal border trade, which was
providing hard currency.

4. In the last six months the J_[_Q has confinned its
chemical and biological warfare cap_)ablhtles and
means to deliver chemical and biologlcal’weapons_

earlier judgements on Iraqi
assessed that Iraq has the

Recent intelliéénce

ubsequently, intelligence has bec.ome.available fr
complements and adds to previou§ intelligence and ¢
that Iraq has chemical and biologwal weapons. The
the Iraqi leadership has been dlscusigxg 2 numbe
weapons. This intelligence covers: 5

om reliable sources which
onfirms the JIC assessment
intelligence also shows that
T of issues related to these

A _
CN ¢ [ Confirmation that chemical and biolt_)gical weapons play an important
\X\ ) role in Iragi military thinking: intelligence shows o Saddam attaches

great importance to the possession of chemitia

ical weapons which

he regards as being the basis for Iraqi regional Power. He believes that respect

v N for Iraq rests on its possession of these Weapons and the missiles capable of
v ‘ delivering them. Intelligence indicates that Saddam is determined to retain

S _ his capability and recognises that Iraqi political weight would bc diminished
0 ' if Iraq’s military power rested solely on its conventional military forces.

/ ./ \4 "
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/i‘raqi attempts to retain its existing bannegq Weapons systems: Iraq js

already t to prevent UN:weapons inspectors findig eviderice of
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Chemical Warfare Program

Iraq has the ability to produce chemical warfare (CW) agents within its chemical
industry, although it probably depends on external sources for some precursors.
Baghdad is expanding its infrastructure, under cover of civilian industries, that it
could use to advance its CW agent production capability. During the 1980s Saddam
had a formidable CW capability that he used against Iranians and against Iraq’s Kurdish
population. Iraqi forces killed or injured more than 20,000 people in multiple attacks,
delivering chemical agents (including mustard agent' and the nerve agents sarin and
tabun?) in aerial bombs, 122mm rockets, and artillery shells against both tactical military
targets and segments of Iraq’s Kurdish population. Before the 1991 Gulf war, Baghdad
had a large stockpile of chemical munitions and a robust indigenous production capacity.

! Mustard is a blister agent that causes medical casualties by blistering or burning exposed skin, eyes,
lungs, and mucus membranes within houts of exposure. It is a persistent agent that can remain a hazard for
days. \

2 Sarin, cyclosarin, and tabun are G-series nerve agents that can act within seconds of absorption through
the skin or inhalation. These agents overstimulate muscles or glands with messages transmitted from
nerves, causing convulsions and loss of consciousness. Tabun is persistent and can remain a hazard for
days. Sarin and cyclosarin are not persistent and pose more of an inhalation hazard than a skin hazard.



Although precise information is lacking, human rights organizations have received
plausible accounts from Kurdish villagers of even more Iraqi chemical attacks against
civilians in the 1987 to 1988 time frame—with some attacks as late as October 1988—in
areas close to the Iranian and Turkish borders.

e UNSCOM supervised the destruction of more than 40,000 chemical munitions, nearly
500,000 liters of chemical agents, 1.8 million liters of chemical precursors, and seven
different types of delivery systems, including ballistic missile warheads.

More than 10 years after the Gulf war, gaps in Iraqi accounting and current production
capabilities strongly suggest that Iraq maintains a stockpile of chemical agents, probably
VX, sarin, cyclosar‘in,4 and mustard.

¢ Iraq probably has concealed precursors, production eqnipment, documentation,
and other items necessary for continuing its CW effort. Baghdad never supplied
adequate evidence to support its claims that it destroyed all of its CW agents and
munitions. Thousands of tons of chemical precursors and tens of thousands of
unfilled munitions, including Scud-variant missile warheads, remain unaccounted for.

e UNSCOM discovered a document at Iraqi Air Force headquarters in July 1998
showing that Iraq overstated by at least 6,000 the number of chemical bombs it told
the UN it had used during the Iran-Iraq War—bombs that remain are unaccounted for.

e Iraq has not accounted for 15,000 artillery rockets that in the past were its preferred
means for delivering nerve agents, nor has it accounted for about 550 artillery shells
filled with mustard agent.

e [Iraq probably has stocked at least 100 metric tons (MT) and possibly as much as 500
MT of CW agents.

- Baghdad continues to rebuild and expand dual-use infrastructure that it could
divert quickly to CW production. The best examples are the chlorine and phenol plants
at the Fallujah II facility. Both chemicals have legitimate civilian uses but also are raw
materials for the synthesis of precursor chemicals used to produce blister and nerve
agents. Iraq has three other chlorine plants that have much higher capacity for civilian
production; these plants and Iraqi imports are more than sufficient to meet Iraq’s civilian

? VX is a V-series nerve agent that is similar to but more advanced than G-series nerve agents in that it
causes the same medical effects but is more toxic and much more persistent. Thus, it poses a far greater
skin hazard than G-series agents. VX could be used for long-term contamination of territory.

* See footnote 5.
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needs for water treatment. Of the 15 million kg of chlorine imported under the UN Oil-
for-Food Program since 1997, Baghdad used only 10 million kg and has 5 million kg in

stock, suggesting that some domestically produced chlorine has been diverted to such
proscribed activities as CW agent production.

e Fallujah II was one of Iraq’s principal CW precursor production facilities before the
Gulf war. In the last two years the Iraqis have upgraded the facility and brought in
new chemical reactor vessels and shipping containers with a large amount of
production equipment. They have expanded chlorine output far beyond pre-Gulf war
production levels—capabilities that can be diverted quickly to CW production. Iraq
is seeking to purchase CW agent precursors and applicable production equipment and
is trying to hide the activities of the Fallujah plant.

{RAG: Fallujah it
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UN News &hClick hers to print

cseaervice

TH' SECURITY COUNCIL, 27 JANUARY 2003:
AN UPDATE ON INSPECTION
Executive Chairman of UNMOVIC, Dr. Hans Blix

27 January — (as delivered)

The governing Security Council resolutions

The resolution adopted by the Security Council on Iraq in November last year asks UNMOVIC and the IAEA to “update” the Council 60 days after
the resumption of inspections. This is today. The updating, it seems, forms part of an assessment by the Council and its Members of the
results, so far, of the inspections and of their role as a means to achieve verifiable disarmament in Iraq.

As this is an open meeting of the Council, it may be appropriate briefly to provide some background for a better understanding of where we
stand today.

With your permission, | shall do so.

| begin by recalling that inspections as a part of a disarmament process in Iraq started in 1991, immediately after the Guif War. They went

on for eight years until December 1998, when inspectors were withdrawn. Thereafter, for nearly four years there were no inspections.
The* were resumed only at the end of November last year.

While the fundamental aim of inspections in Iraq has always been to verify disarmament, the successive resolutions adopted by the Council
over the years have varied somewhat in emphasis and approach.

In 1991, resolution 687 (1991), adopted unanimously as a part of the cease-fire after the Gulf War, had five major elements. The three
first retated to disarmament. They called for :

@ declarations by Iraq of its programmes of weapons of mass destruction and long range missiles;
e verification of the declarations through UNSCOM and the IAEA;

@ supervision by these organizations of the destruction or the elimination of proscribed programmes and items.

After the completion of the disarmament :

e the Council would have authority to proceed to a lifting of the sanctions {economic restrictions); and
® the inspecting organizations would move to long-term ongoing monitoring and verification.

Resolution 687 (1991), like the subsequent resolutions | shall refer to, required cooperation by fraq but such was often withheld or given
grudgingly. Unlike South Africa, which decided on its own to éliminate its nuclear weapons and welcomed inspection as a means of creating
confidence in its disarmament, Iraq appears not to have come to a genuine acceptance - not even today - of the disarmament, which was
demanded of it and which it needs to carry out to win the confidence of the world and to live in peace.

As we know, the twin operation ‘declare and verify’, which was prescribed in resolution 687 (1991), too often turned into a game of ‘hide and
seek’. Rather than just verifying declarations and supporting evidence, the two inspecting organizations found themselves engaged in efforts
to; :the weapons programmes and to search for evidence through inspections, interviews, seminars, inquiries with suppliers and
inteigence organizations. As a result, the disarmament phase was not completed in the short time expected. Sanctions remained and took a

severe toll until Iraq accepted the Oil for Food Programme and the gradual development of that programme mitigated the effects of the
sanctions.

The implementation of resolution 687 (1991) nevertheless brought about considerable disarmament results. It has been recognized that
more weapons of mass destruction were destroyed under this resolution than were destroyed during the Gulf War: large quantities of chemical
weapons were destroyed under UNSCOM supervision before 1994. While Iraq claims - with fittle evidence - that it destroyed all biological
weapons unilaterally in 1991, it is certain that UNSCOM destroyed large biological weapons production facilities in 1996. The large nuclear
infrastructure was destroyed and the fissionable material was removed from Iraq by the |AEA.

One of three important questions before us today is how much might remain undeclared and intact from before 1991; and, possibly,
thereafter; the second question is what, if anything, was illegally produced or procured after 1998, when the inspectors left; and the third
question is how it can be prevented that any weapons of mass destruction be produced or procured in the future.

in December 1999 - after one year without inspections in Iraq - resolution 1284 (1999) was adopted by the Council with 4 abstentions.
Supplementing the basic resolutions of 1991 and following years, it provided Iraq with a somewhat less ambitious approach: in return for
“cooperation in all respects” for a specified period of time, including progress in the resolution of “key remaining disarmament tasks”, it
opened the possibility, not for the lifting, but the suspension of sanctions.

For nearly three years, Iraq refused to accept any inspections by UNMOVIC. It was only after appeals by the Secretary-General and Arab
States and pressure by the United States and other Member States, that iraq declared on 16 September last year that it would again accept
inspections without conditions.

Resolution 1441 (2002) was adopted on 8 November last year and emphatically reaffired the demand on Iraq to cooperate. It required this
cooperation to be immediate, unconditional and active. The resolution contained many provisions, which we welcome as enhancing and
strengthening the inspection regime. The unanimity by which it was adopted sent a powerful signal that the Council was of one mind in

http://www.un.org/apps/news/printinfocusnews.asp?nid=354 Page 1 of 5
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UNMOVIC shares the sense of urgency felt by the Council to use inspection as a path to attain, within a reasonable time, verifiable disarmament
of Iraq. Under the resolutions I have cited, it would be followed by monitoring for such time as the Council feels would be required. The
resolutions also point to a zone free of weapons of mass destruction as the ultimate goal.

As a subsidiary body of the Council, UNMOVIC is fully aware of and appreciates the close attention, which the Council devotes to the inspections
in Iraq. While today’s “updating” is foreseen in resolution 1441 {2002), the Council can and does call for additional briefings whenever it
wishes. One was held on 19 January and a further such briefing is tentatively set for 14 February.

| turn now to the key requirement of cooperation and frag’s response to it. Cooperation might be said to relate to both substance and process.
It would appear from our experience so far that Iraq has decided in principle to provide cooperation on process, notably access. A similar
decision is indispensable to provide cooperation on substance in order to bring the disarmament task to completion through the peaceful

process of inspection and to bring the monitoring task on a firm course. An initial minor step would be to adopt the long-overdue legislation
required by the resolutions.

| shall deal first with cooperation on process.
Cooperation on process

It has regard to the procedures, mechanisms, infrastructure and practical arrangements to pursue inspections and seek verifiable
disarmament. While inspection is not built on the premise of confidence but may lead to confidence if it is successful, there must nevertheless
be a measure of mutual confidence from the very beginning in running the operation of inspection.

fraq has on the whole cooperated rather well so far with UNMOVIC in this field. The most important point to make is that access has been
pror-~ad to all sites we have wanted to inspect and with one exception it has been prompt. We have further had great help in building up the

infi  ucture of our office in Baghdad and the field office in Mosul. Arrangements and services for our plane and our helicopters have been
good. The environment has been workable.

Our inspections have included universities, military bases, presidential sites and private residences. Inspections have also taken place on
Fridays, the Muslim day of rest, on Christmas day and New Years day. These inspections have been conducted in the same manner as all other
inspections. We seek to be both effective and correct.

In this updating | am bound, however, to register some problems. Firstly, relating to two kinds of air operations.

While we now have the technical capability to send a U-2 plane placed at our disposal for aerial imagery and for surveillance during
inspections and have informed Iraq that we planned to do so, Iraq has refused to guarantee its safety, unless a number of conditions are
fulfilled. As these conditions went beyond what is stipulated in resolution 1441 (2002) and what was practiced by UNSCOM and Iraq in the
past, we note that lraq is not so far complying with our request. | hope this attitude will change.

Another air operation problem ~ which was solved during our recent talks in Baghdad — concemed the use of helicopters flying into the no-fly
zones. Iraq had insisted on sending helicopters of their own to accompany ours. This would have raised a safety problem. The matter was

solved by an offer on our part to take the accompanying Irag minders in our helicopters to the sites, an arrangement that had been practiced by
UNSCOM in the past.

| am obliged to note some recent disturbing incidents and harassment. For instance, for some time farfetched allegations have been made
publicly that questions posed by inspectors were of intelligence character. While | might not defend every question that inspectors might have
asked, iraq knows that they do not serve intelligence purposes and Iraq should not say so.

On'. ..umber of occasions, demonstrations have taken place in front of our offices and at inspection sites.

The other day, a sightseeing excursion by five inspectors to a mosque was followed by an unwarranted public outburst. The inspectors went
without any UN insignia and were welcomed in the kind manner that is characteristic of the normal Iragi attitude to foreigners. They took off
their shoes and were taken around. They asked perfectly innocent questions and parted with the invitation to come again.

Shortly thereafter, we receive protests from the Iragi authorities about an unannounced inspection and about questions not relevant to weapons
of mass destruction. Indeed, they were not. Demonstrations and outbursts of this kind are unlikely to occur in lraq without initiative or
encouragement from the authorities. We must ask ourselves what the motives may be for these events. They do not facilitate an already
difficult job, in which we try to be effective, professional and, at the same time, correct. Where our Iragi counterparts have some complaint
they can take it up in a calmer and less unpleasant manner.

Cooperation on substance

The substantive cooperation required relates above all to the obligation of iraq to declare all programmes of weapons of mass destruction and
either to present items and activities for elimination or else to provide evidence supporting the conclusion that nothing proscribed remains.

Paragraph 9 of resolution 1441 (2002) states that this cooperation shall be “active”. It is not enough to open doors. Inspection is not a
game of “catch as catch can”. Rather, as | noted, it is a process of verification for the purpose of creating confidence. It is not built upon the

premise of trust. Rather, it is designed to lead to trust, if there is both openness to the inspectors and action to present them with items to
destroy or credible evidence about the absence of any such items.

The declaration of 7 December

On 7 December 2002, Iraq submitted a declaration of some 12,000 pages in response to paragraph 3 of resolution 1441 (2002) and within
the time stipulated by the Security Council. In the fields of missiles and biotechnology, the declaration contains a good deal of new material
and information covering the period from 1998 and onward. This is welcome.
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One might have expected that in preparing the Declaration, Iraq would have tried to respond to, clarify and submit supporting evidence
regarding the many open disarmament issues, which the Iraqi side should be familiar with from the UNSCOM document S/1999/94 of
-January1999 and the so-called Amorim Report of March 1999 (5/1999/356). These are questions which UNMOVIC, governments and
independent commentators have often cited.

While UNMOVIC has been preparing its own list of current “unresolved disarmament issues” and “key remaining disarmament tasks” in
response to requirements in resolution 1284 (1999), we find the issues listed in the two reports as unresolved, professionally justified.
These reports do not contend that weapons of mass destruction remain in Irag, but nor do they exclude that possibility. They point to lack of
evidence and inconsistencies, which raise question marks, which must be straightened out, if weapons dossiers are to be closed and confidence
is to arise.

They deserve to be taken seriously by iraq rather than being brushed aside as evil machinations of UNSCOM. Regrettably, the 12,000 page
declaration, most of which is a reprint of earlier documents, does not seem to contain any new evidence that would eliminate the questions or

reduce their number. Even Irag’s letter sent in response to our recent discussions in Baghdad to the President of the Security Council on 24
January does not lead us to the resolution of these issues.

I shall only give some examples of issues and questions that need to be answered and | tumn first to the sector of chemical weapons.
Chemical weapons

The nerve agent VXis one of the most toxic ever developed.

Iraq has declared that it only produced VX on a pilot scale, just a few tonnes and that the quality was poor and the product unstable.
Consequently, it was said, that the agent was never weaponised. iraq said that the small quantity of agent remaining after the Gulf War was
unilaterally destroyed in the summer of 1991,

UNMOQOVIC, however, has information that conflicts with this account. There are indications that Iraq had worked on the probiem of purity and
ste.  tion and that more had been achieved than has been declared. indeed, even one of the documents provided by Iraq indicates that the
puriny of the agent, at least in laboratory production, was higher than declared.

There are also indications that the agent was weaponised. In addition, there are questions to be answered conceming the fate of the VX
precursor chemicals, which Iraq states were lost during bombing in the Gulf War or were unilaterally destroyed by lraq.

I would now like to turn to the so-called “Air Force document” that | have discussed with the Council before. This document was originally
found by an UNSCOM inspector in a safe in Iraqi Air Force Headquarters in 1998 and taken from her by Iraqi minders. It gives an account of
the expenditure of bombs, including chemical bombs, by Iraq in the Irag-iran War. | am encouraged by the fact that Iraq has now provided
this document to UNMOVIC. :

The document indicates that 13,000 chemical bombs were dropped by the Iraqgi Air Force between 1983 and 1988, while Iraq has declared
that 19,500 bombs were consumed during this period. Thus, there is a discrepancy of 6,500 bombs. The amount of chemical agent in these .
bombs would be in the order of about 1,000 tonnes. in the absence of evidence to the contrary, we must assume that these quantities are now
unaccounted for. '

The discovery of a number of 122 mm chemical rocket warheads in a bunker at a storage depot 170 km southwest of Baghdad was much
publicized. This was a relatively new bunker and therefore the rockets must have been moved there in the past few years, at a time when Iraq
should not have had such munitions. :

The investigation of these rockets is still proceeding. Iraq states that they were overlooked from 1991 from a batch of some 2,000 that were
stored there during the Gulf War. This could be the case. They could also be the tip of a submerged iceberg. The discovery of a few rockets
does not resolve but rather points to the issue of several thousands of chemical rockets that are unaccounted for.

The finding of the rockets shows that Irag needs to make more effort to ensure that its declaration is currently accurate. During my recent
discussions in Baghdad, Iraq declared that it would make new efforts in this regard and had set up a committee of investigation. Since then it
has reported that it has found a further 4 chemical rockets at a storage depot in Al Taji.

I might further mention that inspectors have found at another site a laboratory quantity of thiodiglycol, a mustard gas precursor.

(Whilst 1 am addressing chemical issues, | should mention a matter, which | reported on 19 December 2002, concerning equipment at a
ivilian chemical plant at Al Fallyjah. Iraq has declared that it had repaired chemical processing equipment previously destroyed under
YNSCOM supervision, and had installed it at Fallujah for the production of chlorine and phenols. We have inspected this equipment and are

feonducting a detailed technical evaluation of it. On completion, we will decide whether this and other equipment that has been recovered by
raq should be destroyed.

Biological weapons
I have mentioned the issue of anthrax to the Council on previous occasions and | come back to it as it is an important one.

Iraq has declared that it produced about 8,500 litres of this biological warfare agent, which it states it unilaterally destroyed in the summer
of 1991. Iraq has provided little evidence for this production and no convincing evidence for its destruction.

There are strong indications that Iraq produced more anthrax than it declared, and that at least some of this was retained after the declared
destruction date. It might still exist. Either it should be found and be destroyed under UNMOVIC supervision or else convincing evidence
should be produced to show that it was, indeed, destroyed in 1991.

As | reported to the Council on 19 December last year, Irag-did not declare a significant quantity, some 650 kg, of bacterial growth media,
which was acknowledged as imported in irag’s submission to the Amorim panel in February 1999. As part of its 7 December 2002
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5 March 2003 :
URGENT ATTENTION LORD KELVEDO

We are proposing to publish an article about Iraq tonight which mentions you

prominently. I was anxious as a courtesy to let you know, and to give you the opportunity
to comment.

One of the chemical warfare plants currently of concern in Iraq is a chlorine plant called
Falluja 2.

Our investigations show that this £14 million plant was originally constructed by a
British company, Uhde Ltd.

This case came to your personal attention as trade minister, according to DTI files
available to us. ’

Despite the knowledge that this plant was likely to be used to produce precursor
chemicals for mustard gas and nerve gas, you took 2 personal decisions. One was not to
block the export using powers that would have been available to you. And the second was
to allow the company support from the ECGD, without which it would have been
difficult for it to proceed. ’ '

The documents we have show that your then ministerial colleague Richard Luce met with
you and urged you to block the export, but you refused to do so.

The files also show that you agreed to conceal from the US the fact that you had
authorised export of this plant, because they were concerned about chemical warfare.
You also instructed the ECGD to respond to public queries by saying the ECGD would
not comment on individual cases.

The files record you saying you wanted to improve trrade with Iraq and it would be
resented by British industry if the export was blocked, o

The plant was subsequently completed over a period of years at Fallujah and was
complete some months before the Gulf War broke out.

The public interest in ventilating these facts in the current climate is clear, as I am sure
you will agree. If you have any comment, I would be glad to receive it by 5p.m. London
time. :

I am sending this message via your secretary Sophie Allen.

o |
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5 March 2003
URGENT ATTENTION LORD KELVEDON

We are proposing to publish an article about Iraq tonight which mentions you

prominently. I was anxious as a courtesy to let you know, and to give you the opportunity
to comment.

One of the chemical warfare plants currently of concern in Iraq is a chlorine plant called
Falluja 2.

Our investigations show that this £14 million plant was originally constructed by a
British company, Uhde Ltd.

This case came to your personal. attention as trade minister, according to DTI files
available to us.

Despite the knowledge that this plant was likely to be used to produce precursor
chemicals for mustard gas and nerve gas, you took 2 personal decisions. One was not to
block the export using powers that would have been available to you. And the second was
to allow the company support from the ECGD, w1th0ut which it would have been
difficult for it to proceed.

The documents we have show that your then ministerial colleague Richard Luce met with
you and urged you to block the export, but you refused to do so.

The files also show that you agreed to conceal from the US the fact that you had
authorised export of this plant, because they were concerned about chemical warfare.
You also instructed the ECGD to respond to public queries by saying the ECGD would
not comment on individual cases.

The files record you saying you wanted to improve trrade with Iraq and it would be
resented by British industry if the export was blocked,

The plant was subsequently completed over a period of years at Fallujah and was
complete some months before the Gulf War broke out.

The public interest in ventilating these facts in the current climate is clear, as I am sure
you will agree. If you have any comment, I would be glad to receive it by 5p.m. London
time.

I am sending this message via your secretary Sophie Allen.

Jo.
STy




DETAILS OF LINES OF CREDIT IN RESPECT OF MAJOR CONTRACTS WITH IRAQ
SUPPORTED BY ECGD BETWEEN 1984-90

The Central Bank of Iraq acted as Guarantor in each of these six Lines Of Credit.

Midland Bank

1989 .
£69million

£53million

108

56

Days Medical Aids — Medical Mobiity Products  —— G C DX

Infacare (UK) Ltd — Wheelchairs, beds, respiratory

1 equipment =T 7\ mv)t&'\

Coherent (UK) Ltd — Medical Lasers %} Corunint \M, (@ W RO '
27%

Midland Bank
1987
£83million
£47million

Racal Radio Ltd — Radio communications equipment % 157 5
and training L % .

* - laboratory equipment for Baghdad University
’ 33.5 . )

Angus Fire Armour Ltd - Fire protection equipment P\&

41% '




DETAILS OF LINES OF CREDIT IN RESPECT OF MAJOR CONTRACTS WITH IRAQ
SUPPORTED BY ECGD BETWEEN 1984-90

Morgan Grenfell

1984

£133m

£50million

82

51

Lansing Linde Ltd — Electric fork-lift trucks

Gateway Engineers — JCBs, tractors <’>

Mabey & Johnson - Bridges o
35%

Al Shemal

Midland Bank

1990

£75million

£65million

NEI Parsons Ltd {Heaton Power Ltd)

Design, manufacture, supply and commission of 4 x
350MW turbine generators plus anciliary plant for the Al

Shemal thermal power station in Northern Iraq

* This information is exempt under Exemption 13 (third Party’s Commercial Confidences) of the Code
of Practice on Access to Government Information

* This information is exempt under Exemption 4 (Law Enforcement and legal proceedings) of the Code
of Practice on Access to Government Information



IRAQ ENQUIRY 2

1 AMETS - Marconi Command and Control Systems

ECGD provided support for Marconi Command & Control Systems in respect of AMETS equipment.
ECGD claims outstanding are £8.2m in respect of this contract. Midland Bank provided the loan of
£10.1million. This case was not part of the ECGD defence allocation. Scott (Volume it D2.91-2.94)
notes that there were disagreements amongst officials as to whether this export had defence
applications and says that the comments of an official who thought the export should have been set
against the defence allocation struck a “strong chord of commonsense”.

2 Racal Radio Communications Equipment

Five contracts were supported under the ECGD defence allocation
for Racal radio communications equipment and HF receiving
stations. Total bank loan value for these contracts was £42.5m.
Total ECGD claims outstanding in respect of the same contracts are

£15.7m.
3 Other Defence Claims
With regard to other cases where claims were paid to the bank under the defence allocation: -

Vehicie mounted
Midland Houchin Ltd ground power ‘ 5.8 3.7
units 7
A\ i Auto Diesels Motor Generator
gtu —— —= 0.9 0.8
N, Braby Units
“ i etrhutevideo Recording
.o W Vinten 0.7 0.8
System
Thorn EMI Mortar locating
.o . 1.0 09
Electronics radar
Cambridge Electron
“ou . 0.1 0.1
Instruments Microscope
p . . lat—v\' o~
(6 ) Racadi 2h2Sm comfod  EISTm pogt
N ~els k—‘D,im | P ‘}5 2 T Q"WKJJ‘
' . LY
- I 3.5+ lees '}".L o (X y
Gil kw2
+ Qe,w'ww
LD V .9 -
-
i 1233w
Evh -



DETAILS OF LINES OF CREDIT IN RESPECT OF MAJOR CONTRACTS WITH IRAQ
SUPPORTED BY ECGD BETWEEN 1984-90

Midland Bank
1988
£64million
£49million

32

1 24

* . Consultancy work, heating, ventilation and

photovoltaics
EMI Group Electronic Ltd — Mortar locating radar .k 0 q

. AS
Hawker Siddeley Power Engineering Ltd — Electricity

substations
26%

Midland Bank
1984
£101million
£60million

81

54

Hyster Marketing International Ltd — Fork lift trucks and | — US» mj ~Naece ).,\L .
heavy duty lifts

Tripod Engineering Co Ltd — Air-conditioning, Vacuum Fedy henr .},3 %‘63; " .

cleaners doboudt an 2T onSnd
S Tova A tLhi-Kv:. c:rh:) suf
Fisons-Gallenkamp - Laboratory equipment -
Weighing, Chromotography and Spectrophotometer | l g\&_‘j’/\ \,,__,J
4 equipment, Ice Maker, Memo-Titrator 0( NVERS
] 22% .

- 19 )




SCOTT INQ REF:
FCO/1306

Foreign &
Commenwealth
Office

Londan SW1A 2AH

Telephone: G171
22 January 1996

Mr Edwards

Inquiry into Exports of Defence Equipment
and Dual Use Goods to Iraq

1 Palace Street

Fax: 0171 238 3044

IRAQY ATTROCITIES AGAINST THE KURDS

1. I spoke with the Research and Analysis Department,
FCO, who told me that on 15 April 1987 Iraq started to
gas the Kurds. These incidents were very quickly
reported on.

Michael Tiney
SIU(FCO)
270 3937



SCOTT INQ REF:
FCO/510.1

ANi\IUAL REPORT

A REVIEY QF TiIE ﬁIEITARY SITUATICN IN T?AQ

3V .7UE DEFTNCE ATTACHE TC
HER BRITANNTIC ”ATESTY'S AMBASSADCR BAGHDAD

INTRODUECTTION

1. The purpose of this, my second annual report, is again
three-fold: <o review the course of the war, highlighting
aspects of par**cu‘ar interest; to attempt to predict the
way the war is likely to- o“ogress over tne next few months;
nd to review the cefence sales scene in this country.
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47, Thare has hean 2 nn“*coao‘ 2 in new iatarest shown
by the Iragis towards 3Bricis: ipnent and to milisary
training as well, st least P ilitary Attaches. A wear
aco the Air A,::'”ﬂ and I were called upen, or otherwise reguirad,
to visit the Yiniscry of Defence on one nretext or ann

lzast three fimes ner weekx. Zatterly tha need has dro

ghout.once a telieove t gain fzcnoTs aanis

Towards this stane of =27°F Firgt is <he eves mora
compelling f£1 —al suriciuras %hat pust be ratdenine sraings
unnecessary nilizary erxpendisure in Irag. Eyn"j considuratinn of
new equipment will sucely be subject to incre asingly ruthless

evaluntion o deternine whether it is esseantiml o> nof. As we
have nozed hefore, Irag is comprehensively sSnméf=pi: - purhang

aven over-eqiimned — and they anve almosh C£2r mefined their
procurement nrocescurs very ertensively and i will probadbly de
relatively efficient by now., They Xnow what they want, and from
whom o obtain i3, and have listle cause to refer To Attaches,
who are buf middlemen. Second, the Iraqi MOD has now had time
to digest the prazticzal L.rl-cau‘on of British defeonce sales
policy. They 4Urocw the snr* of equipment and training tha% we

re p“eﬁared to offer and do not neoed to waste theipr =ime in
probally fruitless discussions or encuiries, Air Pocece training
calls for continpual lisi Aause it is relaylively

expensive and carz=Tul
Naval course opnoriuniti
establ ighed in tmeir ni
unnecessary. Ye s+ill
more UX milita ry train
k 0W our capacity to h
largely unrecessary,

fingcom is now wall-
digcussiens are now
Iraqis vould welcore
-2t every level du% they
DY naw and ques*ions are
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42, However, altrough theve is 1i

and serviess in tha offing, the tadlisheld lines are proceeding
as satisfactorily as-can provab 7 be expected, with some

L6451 of export licences Jor cafence-relabed sauipment
business being processed and considerably more

ttle new for defence sales
a

»

if training
expenditure in the U¥ were to be included,
I have the honour to be,
Sir,
Yeur obedient Servant
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CONFIDENTIAL

heat of summer and shortages of water and electricity to sap the Iranians’ resistance. Certainly
the Iraqis remain determined to drive the Iranians out. If they do so they will be in a stronger
position than before the attack on Fao because of the psychological effect on the two combatants.
And the support of the Gulf states for Iraq, which had shown some signs of wavering last year, will
have been stiffened by the [ranians’ attempt to bring the war closer to them.

5. If the Iraqis fail, I am not convinced that it would be a catastrophe. Colonel Eccles sees the
whole episode as evidence of a trend against Iraq. In making such judgments, the timescale is
important. The small part of the Fao peninsula into which the Iranians have been driven is of
greater psychological than strategic value and the Iraqi (and Arab) capacity for self-delusion will
help the nation adjust to the new situation. Long-term loss of Fao would represent a further erosion
of Iraqi territory but not a military reason why the war should not still be of depressingly long
duration.

The Military Balance

6. Iraq, unlike Irari, still receives the weaponry and munitions it requires despite new economic
constraints imposed by the drop in oil prices and value of the doilar, Its Air Force continues to
enjoy dominance of the zir despite recent aircraft losses and greater use by Iran of its tiny fleet of
airworthy craft. Notwithstanding the drain on its resources of fighting around Fao, Iraq has made,
during March and April, gains in the Central Sector as well as those in the north mentioned above.
These indicate an army still able to take the initiative at many different points cn the long front.
Although the strategic value of these successes is difficult to assess, they will make it even harder
for the Iranians, already hard-pressed in their Fao enclave, to organise another major offensive
despite their current recruiting drive, They also given encouragement to the Iraqi side. The overall
picture is not therefore necessarily to Iraq’s disfavour.

Civilian and Military Morale

7. Colonel Eccles attempts in the Annexe to his report to assess morale in the armed forces.
Because of the lack of hard information, this is a2 most difficuit area for the foreign outsider to
judge. Much depends on the eye of the beholder. The political specialist in the area, making relative
judgments, may be less dismayed than the military man viewing the performance of the Iraqi
armed forces through the rigorous perspective of his own professionalism. However much one feels
that morale ought to have declined after the setback in Fao, the evidence, admittedly limited,
is Iacking.

8. To take a longer view, in my time here the Iranians have made two major attempts at
territorial gain and have attacked Baghdad with missiles. In the spring offensive in 1985, the Iraqi
armed forces yielded initially but subsequently recovered and beat the invaders off, inflicting
heavy losses. In the main Val Fajr offensive against Basra this spring the Iragi armed forces stood
firm: they crumbled in Fac but the outcome there is yet to be decided. Flsewhere along the front
the Iragis do pot seem to have lacked the will to fight and, particularly recently, have done
reasonably well. To my mind this record suggests not so much a lack of steadfastness, a.pefmanent
weakness of character, as a lack of discipline and organisation at all levels which is so common a
feature of iife in the Arab world. I am impressed more by the fact that the'Iraqi armed forces,
which certainly lack the Iranians’ fanatical motivation, have shown themselves capable after initial
set-backs of resisting, fighting back and more often than not winning (Fao remains to be seen).
In a rare, informal encounter with a group of soldiers at Amara, I found them resigned, but
determined, to fighting in defence of Iraq for as long as necessary. 1 believe from many more
encounters with people across the country that the notion of Iraqi nationhood is a lot stronger than
Colonel Eccles gives credit for. After all, most Iraqi Shia, more than half the population, have
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AGREED MINUTE

OF THE EIGHTH SESSION OF T THE

IBAQ/UNITED KINGDOH JQINT COMMISSION

'75fﬁ.1-'-:' ¢ QN ECONOMIC AND TE;HNICAL COOPERATION

ot }5 Tha Eighth Meeting of the Iraq/United Kingdom Joint
"'.Ccmmiauion, established by the Agreement on Economic and
-Technical Co-operation signed between the Unitaed xingdom and

I1raq on 24 June, 1981 was held in London from 27 to

v 30 November 1989.

The Iraqi delegation was led by HE Dr Mohammed Mehdi Saleh,
Minigter of Trade, the United Kingdom delegation was led by
the Rt Hon Lord Trefgarne PC MP Minister for , Trade. The

members of both delegations are shown on the attached list

(Annex 1).

2 The Joint Commission reviewed the implementation of the
Agreement on Economic and Technical Co-operation since its
signature and noted with satisfaction the continuing

development of the trade relationship between the two

countzries.
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3- The United ﬁlngdom authorities concerned explained the
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Memorandum of Understanding signed between (1) the Iraqi
and United Kingdom Ministries of Health and (2)

"Resource” of the United Kingdom and the Central

ke

Organisation for Standardisation and Quality Control of

51 Iraq and the National Centre fof Construction
fi Laboratories of Iraq.
:&
-] .
;) The Joint Commission agreed to convene it's next session
") : ‘
: in Baghdad at a date in 1990 to be decided.
)
;)
9
} DONE AND SIGNED IN LONDON ON THE 30TH DAY OF
{} NOVEMBER 1989 IN TWO ORIGINAL COPIES IN THE ENGLISH
A
& LANGUAGE. ’ '
)
¥ ——
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:1) HE. DR. MOHAMMED MEHDI SALEH THE RT. HON LORD TREFGARNE
1.
:) FOR THE GOVERNMENT OF THE FOR THE UNITED KINGDOM OF
A \
t) REPUBLIC OF IRAQ GREAT BRITAIN AND

NORTHERN IRELAND
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9, 3 By mutual agreement three Sub-Committees were @stablighed | i
33 at official lavel to deal with the following subjects: |
5_{ (1) Trade and Economic Co-operation. {

{ (il) Financial Co-oparation. ) l

(111) Technical Co-operation. !
The Sub-Committees reached the following conclusions and ‘

4 : . '

L recommendations which were approved by the Joint Commission. (
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The Rt. Hon Loxd Trefgarne
Chairman

Mr MG Pette£
Vice Chairman

Mr R wWild

Mr D Coombe

Mr I Foster

Mr J I Gallaher

(Rapporteur)

Dr J Warren

ANNEX 1-A

UK _DELEGATION

Ministexr for Trade

Head of Middle East Branch
Department of Trade and
Industry

Director Project Group,
Expert Credits Guarantee
Department

Head of Project Division,
Export Credits Guarantee
Deparxtment

Project Division 4, Export
Credits Guarantee ~
Department

Middle East Branch,
Department of Trade and
Indpstry

Head of Overseas Technical
Infprmation Unit,
Department of Trade and
Industry

Firsgt Secretary Commercial

Mrx Brown
British Embassy, Baghdad
Mx Sullivan Head of Industrial Training
British Council
&»
Mr Higgins Middle East Branch,
Department of Trade and
Indpstry
Mr S Lawrence Oveyseas Technical
P Information Unit,
Department of Trade and
{ Indpstry
Mr Edwards Minjstry of Agriculture
Mr Cravley Department of Health
g Mr Mackintosh Natjonal Health Servaice,
- e Overseas Entexprises
T
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[-" ANNEX 1-B
S é) IRAQI DELEGATI
) .
(/ & Dx Mohammed Mehdi Saleh Minister of Trade
i Chairman
Mr Hashim Ali Obeid Under Secretary, Ministry
Vice Chairman of Finance
fy Dr Azmi Al-Salihi Iragi Ambassador to UK
-
e) Mx Farouk Al-Obaidi D.G, Foreign Economic
}l Relations Ministry of Trade
¥4 H
) Mr Rajaa Hassan Ali D.G, Economic and
- Administrative Department,
i Ministry of Industry and
k Military Manufacturing
- Mr Yahya Abdul Amir Al Dojaili D.G, Ministry of Industry
) and Militacy Manufacturing
:r Mr Xhalid Hussain Ahmed Head of Economic Planning
2 , Commission, Ministry of
‘\ Plapning
Z
;} Mr Sabeeh Jalal Cenfral Bank of Iragq
;ﬁ Mr George Z. George Rafjdain Bank
:} Mr Bourhan Abdullah Ramadhan Foreign Economic Relations
2 Department, Ministry of
o Trade
.
ol Mr Sadaam Z. Hasan Commercial Attache, Irag
{ﬂ Embassy London
ﬂ Mr Haitham A. Khalil Resgarch Department,
- General Federation of Iraqi
o Chambers of Commerce and
;; Indystry
=y .
g Mxr Abdul Sahib Sattar Aziz Protocol Division, Ministry
2 of Trade '
:} 545;, (PS to the Minister)
¢/ M
h
X
Y
“
af
(k}
A
{
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ANNEX 2

LIST OF SUPPLIES REQUIRED IN 1989/1990 BY 1IRAQ

Baby Milk Powder

Instant Full Cream Milk Powder

Skimmed Milk Powder

Processed Cheese

Razor Blades

Sugar

Cigarettes and partly manufactured topacco

Beverages

Tinned and processed meat

3_\/} - Frozen Meat
{" - Milling Wheat
¢l

A - Metal Window Sections
{; - Steel Sheets (plain & corrugated)

; ! - Joists

.

i - Equal Angles

: - Deformed Bars

;% - Electrical Installation

‘ - Machinery., Equipment and Spare parts

N - Medicines and Other Pharmaccutical Items
;E - Medical Instruments and Equipment
j} - Veterinary Products and Vaccines
;) - Scientific Instruments
;) - Components for Electronic and Electrical Industries
;} - Fabric Fitters for Asphalt plants
;) - Hand - Tools and Equipment, Mechanical and Electrical
g% _ Tools

< == Vo
s}
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f} - Laboratory Equipment
: ;} - Tyres and Tubes for Trucks., Tractors, Buses and Saloon 3
| {} cars | ﬁ
: ;} - Auto Batteries ﬁ
i i% - Industriél Rubber F
E i{ - Aluminium Ingots, Slabs, Bars, Sheet, Wire ;
i i{ - Steel Sheets (Various Types) ;
| :§ - Alloy Steel (X40) :
! 3 - Heat Resistance Steel i
i{ - Hot énd Cold rolled Steel (Industrial and Construction
L 4 Steel)
! ii - All types of Industrial Furnaces
j 5’ - Paints
)
' é) - Packing and Wrapping Materials
i %) - Drums coated with polyethylene - capacity (200 litre)
| ?} - Valves (Ball, Buttérfly Valves) coated with Teflon or
Ei glass lined

- Pumps and Pipes coated with Teflon or glass lined.

N - CNC Lathe Machines, Welding Machines, Circular Submerged
2 ARC Welding Machines

,) - Centrifugal Pumps for Slurry (used for High Corrosive

} Fluids)

- Industrial Glassware

- Control and Measuring Instruments (Temperature, Pressure,
Flow Rate)

Storage Tanks Coated with PVD.

DSANISA N,
I

Glass Lined Reactors

AR TR VTR vty

N
)

| - - Pumps (for Industrial Use)

- PP, PVDF, PVC Pressure Fittings
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;)1 - Air Pumps, Compressors, Air Conditioning Machines and

)

’i Equipment (Industrial)

- Electrical Equipments (Fuses, Voltage Regulators)

v \\ - C:‘chemical Substances for Research Consisting of Orgino -

Phosphoric Compounds and Cyano Compo

Different Apparatus for Research (Corrosion Measurements,

UV Visible and IR Visible Chromatography Analyzer and
Distillation Apparatus) ") cgw W T w QW
~ Dosing and Vacuum Pumps

- Storage Systems

c
T%r}._' RERECEE

[ A TR Y

S e e i e e SR

- Cables and Accessories Connectors

5 - Integrated Circuits
i - Transistors
ii - Polishing Machines
il - Nippling Machines
w
%} - Deep Drilling Machines
E} - Plastic Machines for Producing Plastic Containers
%3 - Transformers
?3 - Communication Terminal X
1} - Air Cooled Water Chillers & Pumps
\ - Air Handling Units
- vieather proof Roof Extractors
- Steam Boilers
o - Cooling Towers
:} - Control Systems
;} - Black Steel Pipes
;} - Insulation for Pipes
11 - Sanitary Pipes and Fittings

- Fibre Glass - Mat and Woven

3 —
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1 TRADE

1l Both sides noted with satisfaction that the Unitec

Kingdom was Iraq's third largest OECP supplier in 1988. They
expressed the hope for further increases in the volume of

trade between the two countries.

2 The Ifaqi Side outlined their priorities for the coming
year submitting an indicative list e¥plaining their
requirements for 1990 (Annex 2). The Iragqi Side requested the
United Kingdom Side to consider the provision of cred&t

facilities for financing the export to Iraq of items on the

list with a deferral payment period not less than 2 years. ‘

3 The United Kingdom Side took note and undertook:

a) To consider the Iragi's expressed priorities in the

context of the new Financlal Protocol.

b) To notify British industry accordingly.

4 The Iraqi Side briefed the UK Sjde on the recent changes
in the administration and economy of the country as well as
the strategies to be adopted in accoydance with the

requirement of the present situation, WP

|
i
l
(
{
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They explained the continuing change of emphasis within the

economy ajimed at increasing productivity and manufacturing

efficiency. One of the objectives of the Iraq Government i8 a

move to & more dlve:sified economy.

gside the Iragl Side nighlighted thelir Governments .

privatisation policy with special reference to their

agricultural sector, the retail trade sector, tourism and

certain light industries.

5 The Iraql Side gubmitted an indicative 1list of non=-oil

products available for aexport to the United Kingdom market

(Annex 3).

6 The United Kingdom side stated that many of the Iraqi

non-o0il products in Annex 3 to the agreed mjnutes of the 1988

Session of the Joint Commission were eligible for tacriff

concessions under the Generalised System of Preferences and

submitted an annotated list.

7 The United Kingdom Side briefed the Iragi Side on the

effect that the changes to the European Economic Community

might have on trade petween the two countries after 1992.

P w0

At the request of the UKk

]
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8 Both sides expressed satisfactjon that the number of
United Kingdom companies participating in the 1989 Baghdad
International Fair was significantly greater than the numbér
exhibiting in 1988 and expressad the hope that the increase
would continua.

: _ !
The United Kingdom Side noted the Iraqi Side's wish to see a

greater cross-section of products eyhibited at future Fairs.

9 Both Sides expressed the hope that, with their
encouragement, the number of visiting trade delegations would
increase in 1990/91. The United Kingdom Side supélled a list
of planned missions of industrial ana commercial groups in

1990/91 (ANNEX 4). The Iragl Side welcomed this.

The United Kingdom Side noted the Iragi Side's request for a
visiting delegation of UK buyers of Iraqi products at the time
of next year's Baghdad Internationa} Fair and undertook to do

all it could to ancourage potential UK buyers.

10 The United Kingdom Side expressed pleasure that a number
of United Kingdom companies reporting unresolved debts at the
time of the 1988 Joint Commission have had their problem
satisfactorily resolved. The United Kingdom side drew the
Iraqgqli Side's attention to a list of companies which are
experiencing delayed payments within the Iraqi banking system

and expressed concern that it had sjignificantly increased from

-

T
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last year. The Iraqi Side took note and undartook to bring '
tha lists to the attention of the relevant authorities for B

their consideration (Annex §).

il

P8 e

11 The United Kingdom Side drew the Iraqgl Side's attention

»

to a list of United Kingdom companies with unregolved

g )

problems/financial matters within the terms and conditionsg of

Pag

Iy
v

the relevant contracts. The United Kingdom Side undertook ta

- provide fullar details to the United Kingdom Embassy in Iraq

6 X . 20

who would pass them on to the relevant authorities. The Iraqii

>,

Side noted this (Annex 6),.

A0g

o
& A

A

12 At the United Kingdom Side's request the Iraqi

Side briefed the United Kigndom Side on the objectives of the

e X5 A

Arab Co-operation Council. The United Kingdom Side took note

of this.

o e e

13 At the request of the Iragl side the Unlited Kingdom

3

Side undertook to try and identify an expert in the fields of

Marketing and Distribution to visit Iraq and give lectures or

2eE aBig
g St

address seminars over a period of a few days.

s 0

Pt A

e

e DR )

J‘

-
e

.q
N A N R R E T A AN E

PAGE.12

Rt N Y L = o T B B g



15-MAY-2082 14:13 FROM:

T0:942Y (es33583 ( rF.lo

[ A L BALEALE L 4§5.5ff.5Efw5tt.ﬁ3!_5t2.5:!*5tt,5t!:ﬁﬁtiﬂﬁiﬁz!;ﬁﬁt_5ttjﬁd
{

IT1  ECONOMIC COQPERATION

1 The Iraqi Side briefed the United Kingdom Side on thelr
priorities regarding their future prpgramme of development and
presented to the United Kingdom Side a list of priority

projects for the year 1990. (Annex 7)

2 The Ifaqi Side stated that they would welcome more active

participation from British companles in projects.

3 The United Kingdom Side presented a list of British
companies very interested in specific future business in Iraq

(Annex 8).

q The United Kingdom Side provjded a list of British

companies active in Irag who have prpvided industrial and

technical training. FP
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b)

2 Although 1issue and utilisation of the 1988 Protocol

facilitie

toward the continuing improvement in trading relationships

between the two countries. ‘)
; P‘

1 Discussions were held on Financial Cooperation with the

objective of:

reviewing progress under the Protocols agreed at the

Fifth and Sixth Sessions of the Joint Commission;

reviewlng progreas regarding outstanding payments

due to UK lenders, UK exporters and the refinancing

of certain existing contracts;

reviewing the arrangements for short term credit;
considering Iraql priorities for future financing of
UK exports, servicés and projects and agreeing on a

new Protocol succeeding that agreed in November

1988.

s had been slow both sldes noted the recent progress

made and the overall contribution made by successive Protocols

RN B
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3 The UK side raised the matter of outstanding paywents and

sged concern in particular over the deterioration in
term ILC payments. The Iraqi side took note of this and

took to repay all existing overdues relating the ECGD

a) In considering Iraqi priorities to be financed under
the nexf Protocol 1t waa once again confirmed that the
boiler contract for the Al-Anbar power station and
Petro-chemical Complex 2 (PC?) were the most important
among other projects. Iraq would also wish to have a
further General Purpose Line of Credit for a range of

other smaller contracts and projects.

b) The two sides noted paragraph 15(b) of the minuteé
of the August 2-3 meeting of the Iraq/UK Financial
Sub-Commi ttee and that Ifaq had provided information on
the PC2 project. The UK side emphasised in relation to
PC2 that no additional and separate amount of credit
could be made available over and above the amounts of
Protocol credits agreed by Her Majesty's Government for
the 1989 Joint Commission discussions. The Iraqgi side
noted the UK position but repeated its wish to have a

separate amount of credit made available for PC2 over and

above the Protocol.
w°

A
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(fvis It was agreed that consideration could be given to the
financing of large international collaboration projects
(valued at one billion US dollars Or more), as envisaged under
Article 3 of the General Provisions provided other agencles
indicate their willingness to support mediunm term credits for
such business. However, the UK side pointed out that no
additioﬁal allocation for that purpose had been authorised at

the present time-'

6 The Iraqi sgide indicated that it would not be their
intention to place short term pusinegs on credit with UK

suppliers and all contracts would be placed on cash terms.

4

7 Both sides considered several tachnical issues and agreed
to use thelr best endeavours to find solutions to the

following problems:

a) The method of notification nf delay

interest/principal by lending banks to the Central

pank of lraqg:

b) Difficulties being experienced by UK exporters under
certain Deferred Payments Agreements. (see

Pide-Memoire dated November 1989)

8 Resulting in a change to the ECGD system from 1 October
1989 applying to all countries requiring that commercial rates
of delay interest be charged after 9Q days following due date,

the UK side exceptionally agreed that the final General

=
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) ' -
) [ Purpose Line of Credit under the 1988 Protocol would not :

contain this condition. It would be the UK's intention that -f

/
f) this condition would attach to all future loan agreements ,
N . - A
{{ under the 1989 Protocol. ‘

Y |
K-«i i
< . _

{} S  Both sides welcomed the conclusion of the new Protocol

¥

T,

(Annex 9), which makes provision for:

%f » a) support for medium term creditsiup to a maximum of
{ - _£2sb-m11iion pounds sterling for projects’ and

general purpose lines of credit:y

<\ b)  unutilized balances available in due course under
g
= existing Protocols to be carried over to future

} allocations.
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{\ - Both sides noted with satisfaction the training pr = amme (
3 .
{{| ; arranged for 1988/89, which saw a total of 21 trainees (
3 1 . -
%;l attend courses in the United Kingdom. The United Kingdom {
Ay Side commented that the training arganisations had been g
"L" ‘} impressed by the high quality of the trainees.
kK !
O i1
L . . : !
u; Z- The United Kingdom Side stated that they were unable to i
/_ . M N
} provide funds for training for 1989/90. The Iraqgi Side } C
[ b
fi regretted that the United Kingdom Side would not be able %
F : v fy
‘:". to fund a training programme. ' x
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ECONOMIC
CO-OPERATION
AND
DEYELOPMENT

Iraq Nf). 1 (1981)

~ Agreement
between the Gavernment of the

United Kingdom of Great Britain and Northern [reland
~and the Government of the Republic of [raq

on LEconomic and Technical
Co-operation

London, 24 June 1981

{The Agrecment is not in furce)

Presemed 10 Parliament
by the Sccretary of State far Foreign and Conunonwealth Affairs
by Command of Her Mujesty
July 1981

LONDON
HER MAJESTY'S STATIONERY OFF;CE

£1-10 net
Cumnd. 83i¢ .
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AGREZENT i
BETWELEN THE GOVERNMENT OF THE UNITED KINGDOM OF .
CREAT BRITAIN AND NORTHERN IRELAND AND THE
GOYERNMENT OF 11l REPUBLIC OF IRAQ
ON LECONOMIC AND TECHNICAL CO-OPERATION

The Government of the United Kingdom of Great Britain and Northern
Ircland and Government of the Republic of Irag. convinced of the
imporlance of strenpthening, cxpanding and diversifying economic and
lcchnical co-operation between their (two countries on the basis of equily
and mutual intcrest, have agreed as {ollows and appointed as their
plenipotentiarics who have cxchanged their powers, found to be in good
and due form,

The Rt Hon John Billen, Secrelay of Stale for Trade. for the Govern- i
ment of the United Kingdom of Great Dritain and Northern Ireland.

His Exccllency Mr Hassan Ali, Member of the Revolutionary Command
Council, Minister of Trade, {or the Government of the Republic of Iraq.

ARTicLe |

The twa Governments shall, in accordance with the objcctives of this
Ageeeient, do thetr wmost 1o develop and strengthen cconomic and
technical co-operation between (heir two countries by all passible means
to their mutual benelit pacticularly in the following ficlds:

(a) tndustry, incliiding steel production;

(&) Agricul(urc:

(¢) Oil Industry and Pelrochemicals; :
() Elcctric Power Generation, Transmission and Distribution: |
() Public Woiks. including housing. the water scctor and sewerage; '
(/) Transport and Commuaications;

(¢) Health and Medicine;

{/) Transler of technology.

ARTICLE 2

Foc the purposc of developing and eapanding trade between lhe two
countries, the two Governinents shall encourage and facilitate the proimotion
and conclusion of contracts between the cclevant srganizations and com-
panics, preferably on a long-teem basis.

AnrTicLn 3

Each Government underiakes lo f{acilitate:

(a) the provision to thc organizalions and companies of the other country
working in the ficld of mutual co-operation of all appropriate
facilitics for carrying out their work;

(b) the climination of abstacles which may arisc from implementation
of contracls;

PARGE.@3
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(¢) the movement of citizens working wilhin the scope of this Agrcement
in both countrics.

ARTICLE 4

The Government of the United Kingdom shall facilitate the promotional
activities of Iraqi organizations cngaged in cxporting Iraqi products lo the
United Kingdom,

_ ArticLe 5
The Government of the United Kingdom shall recommend and encourage
those concerned to take into consideration the following principles in
submnitting their offers and contracts:
(@) high quality of the technical specifications; _
(b) speed in submitting olfers, concluding contracts and implementing
projects;
(c) competitive prices;
(d) providing spare parts, cquipment, malterials and aflec-sales service
al competitive prices.

ARTicLe 6

(1) The two Governments shall use their best endcavours to promoie
technical co-operation, including facilitating the transfer of modern tech-
nology, bewween relevant organizations and companics. '

(3) The two Govermnents undertake to implement, or facilitale thic
implementation of, techuical co-operatiun which may include the following
NMCAsSUres .

(¢) exchange ol visits of specialized personnel;

(6) study by Iraqi persunncl at British universitics, institutes and other

training facilities: i
(&) teatung of Liagis in all ficlds relerred Lo in Article { of this Agrecment;
(d) the provision of Dritish tcchaical expertise (0 establish technical
instilutes. in (he ficlds of agricullure, industiy and cngincering con-
sultancy, in design and construction in Irag;
{e) exchange of scienlific and technical information:

() auy other Relds for Icchnical co-operalion 10 be agrced upon hy the
two Goverminents.

(3) The wo Governments shall agree upon the financial arrangenients
arising out of impleuenting any lechnical co-operation mentioned in this
Acticle, in which United Kingdom Government finance is involved.

AxTicLn 7

(1) Each Governiment shall cncourage participaiion in jnternational fairs
held in cither country and the sctting up of fairs as well as the provision of
all necessary facilities {or the hwportation of samples for advertising
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puiposcs, goods and aclicles for disptay, tools and other instrumenls for
cicetion purposes and all necessary measures in accordance with the Jaws
and regulations in force in cither country.

{2) Each Government shall in accordance with the laws and regulations
in force in thic importing counivy, grant relicf from dutics, taxes and all
othier stalutory charpes payable at importation of goods temporarily imported
from the other country for the purpose of being displayed at, or used in
connection with, (he ruaning of peneral and specialised trade fairs. Such
goods shall be re-cxporled unfess the partics concerned mutually apree
atherwise.

ArTiCLE 8

(1) For the purpose of promoting the aims of this Agrcement a Govern-
mental Joint Commission which shall consist of rcprescatatives designated
by each Governmient is hercby cslablished.

(2) The Joint Commission shall meet at the request of either Government
at a date to be mutually arranged on each occasion. The meelings shall be
Dheld alternately io liaq and the United Kingdom.

(3) The Joint Commission shall:

{a) review and keep under consideration the jmplementation of the
provisious ol this Agreement;

() examine means of facilitating the conclusion and implementation of
coutracts between relevant orpanizations and companies;

{¢) consider praponsed mceasures for a continuing and substantial increase
in trade between the two countries;

(d) consider proposed micasures for the expansion of cconomic and
technical co-operation between relevant organizalions and companies:

(¢) encourage and facililate the exchange of ideas and informalion in
the ficld of technalogy;

() review progress in the promotion of technical co-operation and
cxamine the [indacia) arrangements referrcd to in paragraph (3) of
Article 6 between the relevant organizalions of each couniry:

(g) consider annual progiamnes of technical co-operation which may
be submitied by cither Government.

(4) The Joint Commission may submit to the iwo Governmenls
recommendations 1ciating to. the natters referred fo in paragraph (3) of this
Arlicle.

ARTICLE 9

“The Joint Commission may endcavour lo facililaic the amicable scltle-
mcut of any problems or disputes arising [rom any contracls and
arrangements concluded within the scope of this Agreement, This shall be
wilhout prejudice Lo the application of the specific provisions for the
seltlement of disputcs stipulated in the relevant conlracts.

)
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DPear Secetary of Stal
IRAQ: ECGD CREDIT .

When we discussed at Cabinet on Thursday the execution of
Mr Farzad Bazoft there was a general view that e unilateral
position by the UK on trade and credit sanctions would not be
appropriate since such a move would be ineffective in influencing
the attitude of the Iraq Government and could inflict
disproportionate damage on British Industry.

2. There remains an important issue however of the wisdom of
ECGD building up further exposure in Iraq. You will recall that
at the time of the discussions last Autumn on the last protocol
Preasury Ministers argued for the imposition of a ceiling on ECGD
exposure. We accepted Bank of England advice that at some stage
an Iragi rescheduling is inevitable and given that it seemed a
mistake to go on increasing ECGD's exposure towards £1.5 billion
in the hope of protecting the UK's preferred creditor position. We
would have preferred to have started cutting back by offering new
‘credits to the lraqis no greater than repayments due in 1990. It
the Iraqis were to react to such an offer by rescheduling, it was
better they should do so now than in 2, 3 or 4 years time when
ECGD's exposure would be much higher. The offer of further new
credits only postponed the day of reckoning and increased the
extent of the losses which would occur when it arose.

4. In the event we agreed reluctantly that David Trefgarne offer
£250 million new credits and the Iragis settled on that basis. We
took that decision primarily to protect ECGDs existing position as
preferred creditor and tc avoid unilateral rescheduling by the

Bl
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Iragis. There is obviously now a .-+ the Iragis will take
discriminatory action against us a..u stop paying on existi
credits. In any _event, the next protocol will be negotiated th

Autumn and the same arquments still apply.

5. Against this background there is clearly a case for
responding to the events of the last few days by stopping the draw
down of the remaining £350 million available under the
1989 and 1988 protocols. The arqument in favour is that such a
step would avoid increasing ECGDs exposure still further. The
argqument against is that it seems clear the Iragis will respond by
defaulting on all existing ECGD debt. On the other hand it is not
clear that they will do anything different when - as surely we
must - we call a halt to the extension of new credit sometime in
the next few years.

6. Irag's debts are huge and increasing (substantially in excess
of $60 to $80 billion) - ECGD share about $1.6 billion. The
Iragis themselves expect their debt position to continue to
deterijorate for a further 5 years reflecting the need to finance
both post war reconstruction and military expenditures. Iraq
refuses a multilateral rescheduling of debts through the Paris
Club (partly because it wishes to avoid going to the IMF first)
and relies on bilateral negotiations. By keeping Iraq on cover,
the UK has helped to prevent the emergence of a concerted Paris
Club approach te Iraq's debts. If the United Kingdom came off
cover we should be able to argue in favour of a multilateral
approcach to rescheduling which is in any case our best hope for
recovering some of the existing £1 billion outstanding debt, and
avoiding discrimination against the UK.

6. In my view we should cut our loses now and close down the
credit line. We are unlikely ever to find a better time. I am of
course ready to discuss with you. _

7. I am sending a copy of this 1letter to the Prime Minister,
Nicholas Ridley, and Tom King.

NORMAN LAMONT
Aﬂ)xoded bj tve Chief Secrtary
and. 58n¢d n his cbsence
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Irag: ECGD Credit
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1. Thank you for your letter of 20 March about the ECGD
credlt for Iraq.

2. When Cabinet met on 15 March we agreed a series of _ "
measures we would take in the light of the execution in

Irag of Farzad Bazoft. We considered carefully how to

protect most effectively our commercial and other

interests in Iraq. One of the measures we decided to

exclude was action against trade or credit, and I later

made this clear in my statement toc Parliament. I have

also made it clear to numerous Arab interlocutors,

including the saudi Foreign Minister, that we proposed to

draw a line under this affair.

3. I disagree that this is an ideal time to ‘cut our
losses’ in Iraq. In fact it could not be worse. Ve

’ continue to be treated by the Iragis as a 'Lavourecx

—_
creditor’. Alt‘vough the flow of Iraq’s repayments is

uﬁsatlsfactorv our nosltlon is much better than most of
T TTTAr R s mea ke e

cur Western competitors. One way to ensure ‘that the

I*‘acls do reschedule or complntaly stop thelr repayments,
is’ toffaifg our own credits. In the atmosphere brought
about by our present difficulties, Irag would see ‘any
action against credit as a further political response to
Bazoft, and would hit back hard. That would be bad for

our wider cemmercial interests, where our competitors

&
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o
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I would also be Concerned that the Iraqis might try to
retaliate against the British community there, or against
the two British detainees, Mrs Parish and Mr Richter.

4. I would also question your argument about the Paris
Club. We see no proséect of Irag agreeing to an IMF
Programme ang a multilateral rescheduling in the
foreseeable future. Iraq has Successfully played off one
creditor against another, and will no doubt continue to do
SO. Our Departments have in the past agreed that since
the UK does relatively well out of this, it would not be
in our interests to See common terms applied to all Irag’s
Paris Club creditors. That remains my view.

take further action against us in which case we may need
to lock at this again. But now i;_noghthe moment to

Drovoke thg@minpq_ggigngo without good reason.

6. I am copying this minute to the Prime Minister,
the Secretary of State for Trade ang Industry and the
Secretary of State for Defence.

Foreizan ang Commonwealih Offjce

27 March 1930

CONFIDENTIAL
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We nad a brief word about the Increase from £25m to £50m for the
line of credit to be provided for pharmaceutical supplies to Iraq,
and I thought 1t wmight be useful fto write to confirm our
conversation, and to give you a brief report on the outcome of the
negotiations on the second Financial Protocol for Iraq.

Broadly speaking, the negotlations went very well. There was
littie of substance separating the two sides, and discussions were
conducted in a cordial and businesslike atmosphere. The experlience
we have gained in dealing with the Iraql authoritles over the last
year, coupled with the gradual improvement in their economiec and
military position were of importance but underlying 1t there 1s a
genulne apprecilation on theirp part for the efforts made by the UK
during what has been a difficult time for them; and whilst
obviously no guarantees can be glven, it was the broad judgement of

all in the UK delegation that this is bound to benefit UR-Iraq
trade 1in the future.

Turning now to the Protaocol itself, with the exception of the
position on pharmaceuticals, the agreements are in line with the

conclusions of the EGC meeting held on 27 September 198%4. Briefly
these are:.

1) £250m:. of madium term credit (maximum 5 years) for capital
goods -and projects business. (We have also agreed to consider
providing credlt for major service and consultancey contracts
partly: as a result of pressure from the Iraql side, but mainly
to try to forestall 3 strong lobby by British consultants for S
a relaxation in the terms of support for short term business B
away from payment from irrevocable letters of credit. .
Credit for services contracts 1s normal and thus our agreement
to credit 1is no concession - precise payment terms are to be
discussed further (see paragraph 7 below);

2) carry forward . of- unutilised“?anouhtsﬁ‘fmmwﬁﬁgugmgéﬁm
38,

Protood Around £200m worth of loans have been signed up or ﬁé
wlll be signed shortly from the 0ld Protocol, and we have =
agreed that the balance of around £50m can be carried forward N 3

to finance contracts placed 1in 1985. Similarly, we have
agreed that any surplus from the £25m pharmaceuticals facillity
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We nhad a brief word about the increase from £25m to £50m for the
line of credit to be provided for pharmaceutical supplies to Iraq,
and I thought It might be useful to write to confirm our
conversation, and to glve you a brief report on the outcome of the
negotiations on the second Financial Protocol for Iraq.

Broadly speaking, the negotiations went very well. There was
littie of substance separating the two sides, and discusslons were
conducted in a cordial and businesslike atmosphere. The experlence
we nave galned 1n dealing with the Iraqi authorities over the last
year, ccupled with the gradual improvement in thelr economic and
military position were of importance but underlying it there is a
genuline appreclation on their part for the efforts made by the UK
during what has been a difficult time for them; and whilst
obvicusly no guarantees can be gilven, it was the broad judgement of

all in the UK delegation that this 1is bound to beneflt BK-Iraq
trade in the future.

Turning now to the Protocol itself, with the exception of the
positlion on pharmaceuticals, the agreements are in line with the

conclusions of the EGC meetling held on 27 September 1984. Briefly
these are:.

1) £250m;. of mgdium term credit (maximum 5 years) for capital

goods -and projects business. (We have also agreed to consider
providing credlit for major service and consultancy contracts
partly: as a result of pressure from the Iraql side, but mainly

to try to forestall a strong lobby by British consultants for S
a relaxation in the terms of support for short term business £
away from payment from 1irrevocable letters of credit. ;
Credlt for services contracts is normal and thus our agreement

to credit 1s no concession - precise payment terms are to be
discussed further (see paragraph 7 below);

2) Garry forward of  unutilised ‘dmounts - fromi~vithn.-1988
Protoedl. Around £200m worth of loans have been signed up or
will be signed shortly from the old Protocol, and we have
agreed that the balance of around £50m can be carried forward
to filpance contracts placed in 1985. Similarly, we have
agreed that any surplus from the £25m pharmaceuticals facllity




for 1984 can b2 carried forward although already around £20m
wortn of contracts have already been placed and there 1is
anlikely to be any major shortfall;

T 3) refinancing of 19383 oajmeqts on the same terms as agreed
tor' 1983 and 1_955 T T e e
y) willingness on the UK side's part ¢o consider major
strategic devalopment projects outside the terms of the
Protocel. You will recall that this provision was contalned
in the 1983 Protoccl mainly to deal with possible pipeline
finance but the Iragls may now press for this to be used for
major non-oil projects. One mentioned to us during the visit
was an alrport development at Mosul for around £450m though
the extent of the UK participation, indeed the basic structure
and timing of the project itself, are as yet unclear;

5) £50m for pharmaceuticals on the same terms as the £25m
faellity agreed in 1984. Briefly the terms are 100% finance
for UK content, 18 months credit if orders placed in 1985
exceed £10m, wlith the starting point of c¢redit being mean
delivery; interest belng pald at commercial l1le unsubsidised
interest rates. As I explalned when we spoke, the Iraql side
pressed very strongly for a £50m pharmaceuticals facillty, and
glven that the exposure period 1is relatively short (with
spread payments as opposed to bullet which 1s often the case
with this Jlength of credit), the 1interest rates are
unsubsidised and there are perhaps a few humanitarian aspects
to providing concessionary terms for pharmaceuticals we were
content to increase the facility. You endorsed this declslon;

6) Qutstanding Debts. The Iraqls renewed thelr best
endeavours commitments to honour outstanding debts to British
companies. The amount before our visit was around £20.5m,
covering claims payments, claims wunder examination and
potential losses together with sSome uninsured business. A
large part of this related to the fjjjiff contract, £9.2m, which
has subsequently been repald largely as a result of the
pressures brought to bear on the Iraqi side during the
negotiations. The balance cof £11.3m covers about 95 contracts
and relates malnly to completion payments, retentions etc.
The Iragls have undertaken to try to find out what 1s holding
up pa[nm‘nt of these sums, and our Claims Division will be
pursulng the relevant exporters for detalls of authorisatlons,
dates @tc. In summary, whilst we have little doubt about the
sincerity of the Iragis best endeavours efforts, there is no
doubt that their administration and banking procedures are in
a chaotlc state as a result of the clampdown at the end of
1982, and it will be a slow process to whittle down the amount
of outstandling payments. Some are undoubtedly the subject of
a dispute, and we hope to be able to identify these with the
help of the Iraqi authorities. Thus whilst the position could
be Dbetter, there have been Improvements in performance during
the course of the last year, and the repayment of the

debt means that we can rightly describe the progress made as
being substantial. With regard to contracts with the Iraqi
Minlstry of Defence, this was not raised during official
discussions on the Protocol itself and we doubt whether the
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Present cover arrangements

1
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Section 1: ngQ cover (previously £60m ML)

EG(89)

Section 2: a Supplier Credit: £100m ML, credit terms up
to 36Q_days; I1LC Ltd, 15 months DAL

b Buyer and lines of credit:

1989 Prptocol

facilities:
£60m {LV) for pharmaceuticals line of
credit

£216.25m (LV) for GPLOCs

£ 63.75m (LV) for Al Shamal project

Grading:‘ D
Consensus category: II
Commitments

Section )

Short term
Other

Section 2
up to 360 days/ILC

Buyer and lines of credits
(Protocols)

TOTAL
Overdues
credits up to 360 days/I1LC
buyer and lines of credit
(Protocols)
TOTAL
Proposed sovereigh debt provision 1988/89:

Proposed PMS category: 1Iv
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EXPORT GUARANTEES COMMITTEE EG (89)
IRAQ o
PURPOSE OF PAPER

1 This paper considers future cover arrangements on Iragq in
readiness for the annual Joint Commission meetings scheduled for
the end of October. .

INTRODUCTION

2 Special considerations continue to apply to Iraq. It is a
market where debt problems are of a cash flow nature and not
structural. Over the longer term this is a market where we should
wish to maintain our present share. In the short term our policy
continues to be based on the 1983 deal, initiated by the two Prime
Ministers, of offering medium term credits in return for a
preferential creditor status. This remains a high risk strategy.
It has, however, so far been very successful and ECGD considers
that to abandon it now would be against our financial (as well as
our trade and political) interests. This means offering more
credits at the October Joint Commission meeting whilst recognising
the high degree of risk in our soverign debt provision and premium

chprges.

RECOMMENDATIONS
3 It is recommended that

, 1 short term business on up to 180 days credit secured by

/ irrevocable letters of credit (ie ILC limited terms) should

A in future be provided under Section 2 (The EGAC has agreed to
'close-down' the Section 1 £60m market limit):

ii new buyer and line of credit facilities totalling £350m
(loan value) should be offered to Irag for contracts placed
in 1990. ({The precise allocation between projects and lines
of credit to be the subject of negotiations at the Joint
Commission meetings);

iii pharmaceuticals should in future be covered under
standard supplier credit facilities on terms up to 360 days
secured by irrevocable letters of credit (ie ILC limited
terms) within a Section 2 limit of £50m (ie additional to the
existing £100m Section 2 limit);

. iv the overall 'exposure ceiling' on Iraq in respect of all
cover should be £1430m;

v the trigger whereby buyer and line of credit facilities
are suspended when overdues outstanding of more than 2 months
reach £5m should be increased to £15m:

RESTRICTED
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'// vi supplier credit cover be suspended when overdues of more
than 3 months. reach £10m: and

vii authority be given to agree 8.5 years credit for
specific projects if necessary.

Aok 5 worenX b edhs
ARGUMENT .- -

Background

4 Following the end of the Iraq/Iran war, Iraq was saddled with
massive external debts incurred to finance the war effort.
Accurate debt figures are not available but have variously been
estimated between $60bn - $80bn. It is thought that half these
debts are owed to Arab governments and there is a general
presumption that they will not be repaid. The balance is aowed to
Arab banks, Western creditors and Eastern bloc countries.

5 Iraq 1s essentially a one product economy since over 90% of
foreign exchange receipts are derived from oil. Thus Irag's
income crucially depends upon demand, production/export capacity,
its OPEC quota and price of oil. Whilst oil prices strengthened
during the first half of 1989, this was due to temporary
production problems in the North Sea and the Alaskan oil disaster
as much as improved OPEC discipline. The general expectation now
is that oil prices will bottom at around 8§15 Pb, rising modestly
in line with inflation over the next decade. Thus, unless Iraqg is
able to obtain a significantly higher OPEC quota at the expense of
other countries' quotas (otherwise oil prices would be inevitably
driven downwards), Iraq is unlikely to see a significant rise in
its foreign currency earnings over the next few years.

6 Against this background there will be insufficient money to
re-equip the military, finance reconstruction, pay for day-to-day
needs and service all debts at due date. Irag seems .to.have
relegated debt <repayment to the bottom -of its 1list of
priorities.The signs are that Iraq will not go to the IMF thus
precluding multilateral debt relief through the Paris Club. It
would seem that Iraqg will continue to negotiate reschedulings with
individual creditors on a bilateral basis. The UK and USA are the
main creditors who have 50 far escaped requests for rescheduling.

7 Iraq's problems need to be assessed in the context of the
country's long term potential. Iraq has the second largest oil
reserves in the Middle East, sufficient to last well over
100 years. There is evidence that towards the end of the next
decade o0il production will once again be mainly concentrated in a
few countries, particularly the Gulf OPEC members. These
countries will then be able to gain a bigger market share and much
higher oil prices. Although it is difficult to predict when the
country will pull 1itself free from the debt overhang, the
expectation is

RESTRICTED
fem




RESTRICTED

that towards the end of the next decade Iraq's external position
should have improved. to the extent that debts can be serviced at
due date.

Experience

8 There has been a build-up of overdues in respect of buyer and
lines of credit business from time to time, which is indicative of
Iraq's cash-flow problems. Moreover, experience under supplier
credit facilities, principally Insurance Services business
covered on 180/360 day letters of credit, has also been affected
by payment delays which have deteriorated markedly over the past 6
months. However the UK's payments experience has generally been
far better than most other ECAs', mainly because Iraq regards the
UK as a preferred creditor. The Iragis bhave in fact made
repayments amounting to some £140m in respect of buyer and line of
credit commitments and £5m or so in respect of supplier credit
facilities since the beginning of this year.

Risk of Rescheduling

9 Although the UK's favoured nation status, recently confirmed
at the Protocol half yearly review meetings, is reassuring, Iraqg's
capacity to service UK debt at due date would appear to be getting
more strained as increasing demands are being placed wupon ‘‘the
country's fareign exchange earnings. This 1s evidenced by "the
number of times Protocol facilities have had to be suspended this
Year as substantial, and sometimes lengthy, arrears have built up.
There must be a serious. risk therefore that Iraq will simply not
be able to honour its pledges to the UK and will be forced to seek
a rescheduling. Moreover it is possible that pressure could also
come from those ECAs who have had their debts rescheduled on a
bilateral basis to include UK debts in a comprehensive
multilateral reschaduling. Such an approach would be in line with
the normal Paris Club principle of equal burden sharing. However,
unless Iraq is prepared to go to the IMF, which it is very
unlikely to do, such a rescheduling would be difficult without a
parallel economic reform programme. Obviously a multilateral
approach would not be in the UK's interest and ECAs could not of
course force UK debts to be included in a comprehensive debt
restructuring package if Irag did not want to do so.

Do "we cut our losses"?

10 ~Although the Protocol specifically states that UK debts will
not be rescheduled the question arises as to whether we should
refuse to offer any more new credits, given the risk that one way
or another UK debts may be rescheduled. 1In other words, we might
only be storing up greater losses later by giving more credits
now. The problem of course is that 1f the UK were to unilaterally
decide to cease extending new credits such action would be seen as
a hostile move by the Iragis who would almost cextainly default on
all exposure. A typical Iraqi reaction might "then be to put
ECGD’s debt at the end of the queue. However if Irag were to
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IRAQ: SALE OF RADIO COMMUNICATIONS EQUIPMENT

p

1. 1 refer to your letter of 3 April to Bob Adams in the
Treasury about the proposal to agree ECGD cover, within the
financial protocol, for RACAL Communications Equipment.

2.  TFrom the FCO's point of view we have no objection in principle
to RACAL's contracts being covered under the terms of the
Protocol, provided the export licences for the equipment concerned
have been approved by the inter—-departmental committee. However,
I understand that the guestion of whether all the licences

have been approved is not clear and until this point is cleared

up we are not in a position to confirm our full agreement to your
proposal. Perhaps you could ask the company to produce a detailed
breakdown of the licences which make up the £17m package. Thils
would enable us to consider the package as a whole and check that
21l the licences have been processed by the inter—~departmental
committee.

3. I should just add that our agreement in principle in this case
should not alter the arrangements whereby all defence-related .
applications for inclusion 1n the Protocol are considered on a
case by case basis, and that we are consulted in advance on each
occasion.

W R Henderson
Middle East Department

cc R E Adams, Treasury
G Wutson,’DTI ‘ (:;)L+
1’ Keeling, MOD(DSO)
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IRAQ |

Fellowing our convers. .n yesterday perhaps | can best answer your questions about amounts
owing to ECGP = providing ** -~ -~low of a Michael Meacher PQ znsweied by Anthony

Nelson, Minisi- - Trade, o Yy |Ar,

Our "exposure » paid i _vefi«s) on Irar ‘s about £620 million,
The total of clz Tl ke ss L rejation to trade woth iraq wes
£683 allionasat 310 e vwws Yo villion was paid to Banks .~

Buyer Credit and Line of Credit tacilities; the bau....< hav{ng F==n paid g_‘lirc";tiv. .
exporters under S$hrt Term or Supplier Credit facilitics. As against the figures

miiwon above, recovenes of £72 million have beer made, bringing the total oatstar e
unrecovered claims for Buver Credit facilities to £506 million, A breakdiwn ~fitha
amour.:s claimed as betwee: UK ' »aring bauks and other banks, or of :he-;zn:éihnts
held by individual banks for their own account whererloa‘ns L ogen vndizagd, ag

not reac vy available.
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