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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE

Up. G. F. Luthriager

Room 619-D EBD/52/150
(1) #1

November 25, 1952

Pos Members of the Executive Board
From: The Secretary

Subject: Governor and Alternate Governor of the Fund for Iran

The following cable has been received from the Bank
Melli Iran:

As per Decree of Council of Ministers
dated November 22 Dr., Mohamad Nessiri,
Governor Bark Melli and Mr. Ebrahim
Kashani, Vice Governor Bark Melli, have
been appointed Iranian CGovernor and
Alternate for IMF vespectively.

BANK MELLI

Other Distribution:
Departrient Heads
Division Chiefs
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Hovember 24, 1952

T0: Mr, Friedman
FROM: WNMr, Saad

I wish to advise you that Mr. Ali Asghar Nasser,
formerly Acting Governor of Bank Melli Iram and now
Alternate for Mr, Shoaid, Pakistan Evecutive Director
in the Intermational Bask, has arrived in Washington
and is available as representative of Iram for coamsul-
tations under Article XIV of the Articles of Agreement
of the Intermational Mometary Pumd,

1 hope you will comtact him whemever it is conven-
ient for you,
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Mr, Roo August 5, 1952
Go ams
Finandial Ad for Irem CONFIDEITIAL

Mr, Owen reports that Mr, Lie has reacted favorably both to the idea
of trying to meet the Iranian request and to the list of names suggested, To
the list he added the name of Gunnar Jahn, Preliminary sounding out of the

Britieh and US governments has also evoked favorable responses,

Ce: Mr. Luthringer o/~
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FROM:  Irving S. Friedman /b/

July 28, 1952

I checked with Saad and he informs me that
he had written to Iran suggesting staff discussions
on restrictions immediately after the Governors

Conference, and Iran has agreed.



June 11, 1952

Dear Sir:
Yt would be appreciated if you would be so kind

f 4

as to send me a copy of the 1951 Annual Report and Accounts
of the Anglo-Iranian Oil Company, Limited.
May I thank you in advance for your courtesy.

Very truly yours,

(SIGNED) WILLIAM H. TAYLOR

Wm., H. Taylor
Assistant Director
Latin American, Middle and

Far Eastern Department

Mr. W, D, Heath Eves

U.S. Representative
Anglo-Iranian 0il Company, Ltd,
610 Fifth Avenue

New York 20, New York

WHT:d1ll
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May 8, 1952
TO ' M. George F. Luthringer

FROM: 4, R. Bengur'"3

e
In reply to your request for a note on
the significance of the change in Iran's
exchange system proposed in the Bank Melli's
cable of May 5th, I submit the attached state-
ment prepared in the Division,

Attachment
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The Bank WNelli's cable of May 5, 1952 to the Fund indicates a further
change in Iran's exchange system which was instituted on December 27, 1951
and amended on April 4, 1952,

Under the system which went intc effect on December 27, 1951, the
Iranian exchange authorities introduced a single fluctuating exchange
certificate rate for all except government transactions, to replace the
two fixed certificate rates which had been previously enforced (Appendix 1).
Foreign exchange sales in the free market were actually limited to imports
included in a list of 36 license-free essential goods since few import
licenses, if any, were 1ssued for goods remaining outside this list, The
new certificate rate, which was 33 rials per U.S, dollar in early January
1952, remained relatively stable until the middle of Marech, but subsequently
advanced rapidly, reaching 41 risls per U.,S, dollar by the end of March and,
according to unofficial information, 58 rials per U.S, dollar by about the
middle of April, Since thenm the market has apparently dropped comsiderably,

This system was modified on April 4th exports and imports were each
classified into two categories (Appendix 3) Under the modified
payment for category ome imports was possible with exchange derived from
exports of both categories one and twe, while for imperts in twe,
exchange derived only from éategory two exports could be E4nce this
system, in fact, established two separate markets, the one for the first and
the other for the second category imports, two different rates would be ex-
pected to come into existence, However, according to unofficial informatiom,
the decree of April 4, 1952 did not become effective until April 17, 1952,
and no official market quotations are available to indicate whether two rates

The cable of May 5th from the Bank Melli Iran states that the Covermment
intends to authorize the Bank "to sell and buy dollar certificates at Rls 42,5
per U,S8, dellar"™ and that these sales will be "limited to category one imports®
(Appendix 4). The reason given for this action is to prevent "excessive rise
in exchange certificates,” Since the proposed rate of Rls 42,5 per U.S, dollar
will apply only to category one imports, it is to be presumed that the rate for
category two imports will be as heretofore determined in the free market, The
new proposal alters the system established after the modifications of April 4th
only in that it intends to stabilize the rate applicable to purchases of all
certificates by the Bank and to sales of certificates for category eme imports,
whereas formerly this rate was determined in the free market, With the adoption
of the propesed change, Iran's exchange system would be as followss

1) The official rate would continue to apply to government
transactions and certain invisibles;
2) The free rate determined by supply and demand would

continue to apply to eategory 2 imports and exports;
3) The dellar certificate rate of 42,5 rials, plus the

1/ Copies of cables received from Iran in connection with the changes introduced
since December 27, 1951 are attached as Appendices 1-4j 2/ The system proposed
in Bank Melli's cable of March 17, 1952, providing for a classification of ime

" ports and exports into three categories each, was apparently not adopted
(Appendix 2); 3/ Category one refers to essential imports and exports with
established markets, and category two refers to non-essential imports and

marginal exports,
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official rate, would constitute the rate applicable
to purchases of exchange by the Bank and to sales
for category one imports,

There is considerabls doubt as to the exact procedure which the Bank
intends to use to establish a price ceiling for exchange certificates
applicable to category ome goods, There are two alternatives which the
exchange control authorities might fellow to establish a price ceiling for
the ecertificates, They might either require the Benk to stand ready to buy
and sell dellar certificates at Rls 42,5 or they might, in addition, require
exporters of category one goods to surrender their certificates to the m.l/

‘The wording of the cable would indicate that the Bank intended to adopt
the first procedure. This, however, is unlikely, Under such a system, ex-
porters would sell certificates to the Bank only when the free market rate
were below the Bank rate, thus driving the free rate up to the Bank rate,
And if the free rate rose above the Bank rate, exporters would dispose of
their eertificates on the free market, Under these conditions the Bank rate
would not be effective unless the Bank could forece the rate down by meeting
the demands of prospective importers from a source of supply of foreign
exchange other than export receipts. This possibility is ruled out by the
Government's policy to equate exports and imports. Thus, under the first
procedure the introduction of the proposed change would provide net a ceiling
as intended by the Govermment, but rather a floar for the price of exchange
certificates,

Under the second procedure the Bank would be the only legal dealer
certificates for category one goods and these would have a stable price
In this case the main problem would be one of allocat the certificates
among prospective importers, Considerations of feasibility would indicate
that the second method is the one that the exchange authorities will probably

follow,

If the Govermment is successful in its attempts to stabilize the certificate
rate for goods in category ome, this will mean the elimin_ation of one of the two
fluctuating rates that have probably existed for exchange certificates since
April 17th and the substitution in its place of a stable rate,

4/ Under the present system, exporters are required to surrender only exe
change receipts and they may dispose of exchange certificates in the
free market,

5/ It may be noted that a shoartage of supply of exchange in the Bank may
compel prospective importers of category ome goods to obtain exchange
at the higher free market rate. However, this practise will be limited
because of the higher costs of goods imported with exchange obtsined
from the free market,



Apnendix )

Bank Melli Iran

Tehran, 2nd Jamuary, 1952
11th. Dey, 1330
No. 12/567

CIRCULAR
TO ALL OUR CORRESPONDENTS

Dear Sirs,

We beg to inform you that our exchange control authorities have
decreed that, as from 27th December 1951, the goods as per attached list
-z be imported into Iran without formalities in the sense of licenses
BUCe

For the importation of goods other than those mentioned above,
importere have to obtain in each case special licence from the Exchange
Control Committee, and bills sent here for collection mmst bear re-
lative licence number, failing which proceeds cannot be remitted the
Bank, fThis stipulation applies %o all shipments effected from 27
Deconber 1951, and does not apply to cases where Bills of Lading o
Railvay Pills of Lading are dated before 27th December 1951,

For your further information we Deg to add that importers for es~
gential as well as non-essential pgoods have %o secure export certificates
from Iranisn exporters on the free markst (at fluctuating rates of ex-
change) end that exchange is mot being provided by the Government,

segk

Yours f£aithfully,
BANY MELLI IRAN

Bnels 1
/s/ B, Alag



1,
2,

- 72 -

Dry milk, guaker oate, flour, extract of malt and other foode-stuff for
children,

Raw vegetable products for dyeing and tenning, extracts for tan-

ning dyeing snd dyes - ciceatives -« varnishes in any form,

Gum Arabic, medical baumes and menna.

Vegeteble olls for cooking and margarin,

Cod liver oil,

6, Industrial oile used in the mamufscture of soap and similer articles,

10,

30,
31,
32, Bee

33
36.

lubrieating oil and grease,

Cements, with the exception of white and coloured cements,

Medicine, chemical producte, medical essences, catgut, tooth-paste,

and falege teeth.

Cinematographic products ready for use in cinemss, photography

and cinema filme,

Inks for use in fountain-pens, printing inks, pencils and pen-nibs,

Glues of all kinds for retail market, rubber and animal glues,

lump and granulated sugar for Government (monopolized).

Bull, buffalo snd calf hides,

Leather belting or belting made of plastic or wool used in machinery

and vehicles,

m.l and tubes.

Mediecal instruments made of nlbor or cork,

Plywood of various thickness,

Cork and articles made of cork,

Various kinds of paper and cigarette paper,

Cotton yarn on reels and artificial yarn,

Cotton piecezoods,

Merinos wool, wool and soft wool yarm,

Rew jute, jute sunnies and hessian cloth,

Inflammable cotton used in lamp and hurricane lamp,

Felt hats,

Glass penes,

Fleetric bulbs and inflammeble chimmeys.

Opthalmic glasses, gless for watches and spectacle frames,

Tin bars or sheets.

Ragors, safety rasors, blades, clippers, shaving sticks and pastes.
Books and printed matter,

Spare parts for cars, trucks, motorcycles and tractors.

Medical and surgical instrumente,

Buttons,

Spare parts for industrial and agricultural machinery.



Mareh 17, 1952

102334
INL1I7/8A TEEERAN 84 17/3 16345

LT IVAR ROOTH MANAGING DIRECTOR INTERFUND WASHINGTON

107 THENE YOU FOR YOUR CABLE NUMBYR 17 OF TENTH MARCH, WITHOU?
RESPONSIBILITY AS STILL UNDER DISCUSSION IT IS INTENDED AS FROM
BEEGINNING IRANIAN NBY YSAR DIVIDE EXPORT AS WELL AS IMPORT GOODS
INTO THREE CATEGORIES ACCORDING TO THEIR ESSENTIALITY IN SUCE A

MANNER THAT CERTIFICATES OF EACH CATBGORY RXPORT CAN BE UTILIZED FOR

SAME CATPGORY IMPORTS, FURTHUR DETAILS AND/OR POSSIBLE CHANGES
SHALL TSLEGRAPH IN DUE COURSE APTER NEW YEAR HOLIDAYS ENDING 261H
MARGH,

Received Code Room:
8:00 A.M, Mareh 18, 1952



013044

April 15, 1952

182497

INLSB/MC TEHERAN 4% 15 16330 CHECX OTF

1?7 INTERFUND WASHINGTON

109 HEVIRTING OUR TRLEGRAM SEVSNTEENTE MARCH MINISTERIAL DECRER
NUMBER RIGHTY OF FOURTH APRIL CLASSIFINS GOODS REXPORTS AND IMPORTS
INTO TWO CATRGORIZS ON PRINCIPLE OUTLINAD ABOVE TNLEGRAM, SUMMARIZED
TRANSLATION AS WELL AS DETAILS GOODS BACH CAYBGORY VEICH ARE ABOUT
BE COMPILED SHALL FORWARD THROUCH MR, DUSHEHRI, PLEASE TELEGRAFH
APPROVAL,

BANKMBLLI

Received Code Room:
9100 A.M, April 16, 1952



SRCRET . INCOMING MESSAGE * SECRET
01 INTERFUND
FROM: BANK MELLI IRAN - TEHERAN

FILIRG TIME: 1415 May 5, 1952
VIAs RCA

Fumber 111

WITH VISV PREVENT BXCESSIVE RISE EXOHANGE CERTIFICATES GOVERNMEN® INTENDS
AUTHORIZR US 70O SELL AND BUY DOLLAR CERTIFICATES AT RIALS 42§ PER DOLLAR,
SALES AT ABOVE BATE LIMITED TO CATEGORY ONE IMPORTS MENTIONED IN OUR
CABLE OF APRIL 15TH,

BAFK MELLI IRAW

Received in Code Room 9345 AM May 5, 1952
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SECRET INCOMING MESSAGE SECRET
INTERNATIONAL MONETARY FUND
WASHINGTON 6, D. C.
TO: INTERFUND -
FROM: BANE MELLY IRAN - TEHERAN 013170
FILING TIME 1b15 May 5, 1952
VIA: RCA
Number i1l

WITH VIEW PHEVENT EXCESSIVE RISE EXCHANGE CERTIFICATES GOVERNMENT INTENDS
AUTEDRIZE US TO SELL AND BUY DOLIAR CERTIFICATES AT RIALS b2§ PER DOLLAR.
SALES AT ABOVE RATE LIMITED TO CATEGORY ONE IMPORTS MENTIONED IN OUR
CABLE OF APRIL 15TH.

612 DANK MELLI IRAW
Orig:s FML
ces .80 Dir.

Exec, Dir,

ERD

LEG

RES
Test number checks SEC
Approved:

Received in Code Room 9“5 AM "ll 5: W
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TOUTGOING MESSAGE [T

OFFICIAL |

L 4

-
INTERNATIONAL MONETARY FUND
FOR PREPARING OFFICER Washiogton 6, D. C.
[; Night Letter
D Ordinary
[ Code f
SPECIAL INSTRUCTIONS ' To: ___ Mp, All Agghar linssar
Aeting Governor
Teheran (Iran)

THANKS FOR YOUR CABLE OF APRIL 16, WE LOOK FORWARD TO

RECEIVING INFORMATION NOW BEING PREPARED AND WHICE WILL

BE TRANSMITTED TO US THROUGH MR. BOUSHEHRI. WHEN MATERTALS
RECEIVED STAFF WILL FREPARE AS EXPEDITIOUSLY AS POSSIBLE
RECOMMENDATIONS FCR ACTION CONCERNING YOUR REQUEST FOR FUND AFFROVAI

SINCERE REGARDS

IVAR ROOTH
MANAGING DIRECTOR

Drafted By M—W—

Department . FML, { GCs Mg. Dir.
Exeg. Dir,
Date _____.Ap‘:il_lﬂ,_lgﬂ FML
: ERD

AUTHORIZATION LEG

G.F. Luthringer o

oF, BEC
M*M Signature A3

A. Mansour |

Second Signature When Required

FOR CODE ROOM 3 &

Time Received ___Ms_m_
Time Dispatched _“Mﬂ_

]

|

i
Number of Words _.__51/~_____ ?
Route .__—_._ﬁ_R‘c‘Lv_..

Operator A.g ®te



EXACT COFY OF ORIGINAL e 7"/5 '
013044

RC5 YWC358 IEZ497 INL58/MC TEHERAN 1.4@1630 CHECK CTF

LT INTERFUND WASHINGTON

109 REVERTING OUR TELEGRAM SEVENTEEHTH MARCH MINISTERIAL DECREE
NUMBER EIGHTY OF FOURTH APRIL CLASSIFIES GOODS EXPORTS AND IMFPORTS
INTO TWO CATEGORIES ON FRINCIFLE OUTLINED ABOVE TELEGRAM STOF
SUMMARIZED TRANSLATION AS WELL AS DETAILS GOCDS EACH CATEGORY WHIQH
ARE ABOUT BE COMPILED SHALL FORWARDS THROUGH MR BUSHTHRI STOF
PLEASE TELEGRAFH AFFRCVAL

BANKMELLI
(Rank Melli Iran)

Reeeived in Cable Room 0900 April 16, 1952

Orig: FML

~ ece: Mg, Dir.
Exec. Dir.
ERD
LEG
RES
SEC
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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE P71 1) 1959

Mr. G, F. Luticiager

Room '619-D
(1 #l EBD/52/61
April 9, 1952
TO: Members of the Executive Board
FRCOM: The Secretary

SUBJECT ¢ Governor and Alternate Governor to the Fund for Iran

The Secretary has been notified of the appointment as of
April 6, 1952, of Mr. Ali Asghar Nasser, Acting Governor of the Bank
Melli Iran, and Mr. Abbas Gholi Neysari, Vice Governor of the Bank Melli
Iran, as Governor and Alternate Governor, respectively, to the Fund for
Iran,

Other Distribution:
Department Heads
Division Chiefs



Office Memorandum

T0 :  Mr. George F. Luthringer pate: March 19, 1952
FROM :  Irving S. Friedman (5/

SUBJECT : 'relegram of March 17 from Iran

I would tend to agree with the general attitude expressed in your
memorandum of March 18 on the telegram of March 17 from Iran. As you are
well aware, I have from the beginning thought that it would be best not to
send Iran sharp telegrams but instead to try to operate on the assumption
that they would be willing to consult with us. I would agree that we should
not make a major issue of non-consultation in this case; however, there may
well be some in-between step which would keep our contact with Iran alive,
Otherwise, if we now ignore their cable and do nothing, the reestablishment
of contact with the country may then become very difficult.

Perhaps it would be advisable, particularly in view of the past unsatis-
factory relations, to send a cable to Iran, thanking the Bank Melli for
informing us of what the proposals are but indicating that they are not
sufficiently detailed for a Fund judgment and that we would be prepared to
give them our comments if they would give us more details.

It is recognized that this type of procedure might mean that we may
be consulted ex post and that we may very well end up by giving our approval
to something which is already in effect. However, that is considerably less
dangerous than to ignore what a country is doing, since in any case, if the
country was to take a step which we regarded as very bad, we could still
say that we thought it was bad, even if the step had already been taken.
If we ignore the cable, we seem to run the risk of divorcing ourselves even
more from foreign exchange and monetary developments in Iran. In addition,
it seems that there is at least a risk that the Bank Melli might think that
it is being cooperative, while at the same time the Fund believes that it
is far from fulfilling its obligations toward us. This, however, might
not be entirely their fault, in view of the relatively weak position of
the Bank Melli vis-a-vis the National Council.
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012822

RC1 YWC314 ICZ334 INL17/SA TEHERAN 84 17/3 1645

LT IVAR ROOTH MANAGING DIRECTOR INTERFUND WASHINGTON

107 THARK YOU FOR YOUR CABLE NUMBER 17 OF TENTH MARCH STOF WITH=-

OUT RESFONSIBILITY AS STILL UNDER DISCUSSION IT IS INTENDED AS FROM
BEGINNING IRANIAN NEW YEAR DIVIDE EXFORT AS WELL AS IMFORT GOODS
INTO THREE CATEGORIES ACCORDING TO THEIR ESSENTIALITY IN SUCH A
MANNER THAT CERTIFICATES OF EACH CATEGCRY EXFORT CAN BE UTILIZED FOR
SAME CATEGORY IMPORTS STOP FURTHER DETAILS AND/OR POSSIBLE CHANGEB
SHALL TELEGRAFH IN DUE COURSE AFTER NEW YEAR HOLIDAYS ENDING 26TH

MARCH

BANKMELLI
(Bank Melli Iran)

b

Recelved in Cable Room 0900 March 18, 1952

Orig: FML
cc: Mg, Dir,
Exse, Dir,
ERD
LEG
RES
SEC
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GUTGOING MESSAGE
INTERNATIONAL MONETARY FUND

FOR PREPARING OFFICER Washington 6, D. C.
[ Night Letter

D Ordinary

m Code
SPECIAL INSTRUCTIONS To: __Mr. Ali Asghar Nasser

Acting Governor

Cleared with Mr, Teheran (Iren)
Yensour,

Thank you for your csble of Merch 5, Fund spprecietes
difficulties confronting Irsn leading to introduction of
new system on December 27 as stated in your csble, Zaki

PasleSasd has advised us of cable that he sent under date
Deletion agreed to

by Mr, Mansour of karch “[_
e ¥ e d

e~

sonfronsing

) in which he urged that
owing to the good relations existing between the Fund
and Iren thet you consult by cable or airmail with Fund,
Fund understands thst present rate system is to remain in

nited oy . STMSATARGW effect until March 20, We assume thet if you intend to
ISF G,
Popdot - M contism system beyond that date or to imtroduce new
larch 10, 1952
g . changes, you will consult with the Fund prior to such
AUTHORIZATION extension or introduetion. Kind Regards.
Signature Iver m‘:
Managing Director
Second Signature When Required ) ‘ - cecs  Mg. Dir,
; Exeec. Dir
L0 1995 FML
FOR CODE ROOM T ERD
Time Received s‘as 5! , C:"/:"’-:(‘.' LEG
Time Dispatched _&m_m_ ROO ) RES
Number of Words _w_ ‘ : SEC
B B ga
Route BOA

Operator a8




Mereh 10, 1952

N, Ivar Rooth

There is sttached for your signature a cable
to Iran concerning consultation with Fund if the
system presently in effect is extended beyond March

20 or modified at that time. I am slso attaching for
your information:

(1) & copy of a csble under date of February
29 which Mansour Bey sent Sead Pasha at our suggestion;

(2) A copy of a cable which Saad Pasha sent
the Bank Fellil on March 4; and b

(3) A copy of a cable under date of March 5
fron the Bank Melli to the Fund explaining their
recent sction., We think that this cable was
stimulated by Saad Pasha's cable. It of course
merely expleins the reason for the esction taken and
in no sense can be considered s consultstion or
request for Fund approval.

The purpose of the further cable to the Bank
Felli is to attempt to get Iran back into a legally
correct situation vis-a-vis the Fund in which it is
not operating a system without Fund approval.

Mansour Bey has agreed to the attached cable.






INCOMING CABLE

March 5, 1952

EYW39 FJ CAIRO 142 L 1430
RCA/T/A
LT INTERFUND FOR MANSOUR BEY WASHINGTONDC

TODAY I SENT FOLLOWING CABLE TO DOCTOR NASSER BANKMELLI QUOTE
FUND HAS NOTED THAT UNDFR DRCREE ISSUED TWENTYSEVEN DECFMBER 1951
CERTAIN CHANGRS WERE INTRODUCED IN THE EXCHANGE SYSTEM OF YOUR
COUNTRY STOP I LFARNFD FROM WASHINGTON THAT THESE CHANGES ARE
CONSIDERED BY FUND STAFF TO BE OF SUBSTANTIAL SIGNIFICANCE AND
FUND SHOULD HAVE BEEN CONSULTED PRIOR TO MAKING THEM STOP I FFEL
SURE UNDFR THE CIRCUMSTANCES CONFRONTING IRAN THAT FUND AFPROVAL
WOULD HAVE BEEN FORTHCOMING QUICKLY STOP IT IS MY UNDERSTANDING
THAT EXCHANGE SYSTEM NOW IN OPERATION WILL BE EFFECTIVE UNTIL
MARCH TWENTIETH STOP OWING TO THE GOOD RELATIONS THAT FXIST
BETWEEN FUND AND IRAN I WOULD URGE AS YOUR EXECUTIVF DIRECTOR THAT
YOU CONSULT BY CABLE OR AIRMAIL WITH FUND IN WASHINGTON PRIOR TO
THE INTRODUCTION OF THE NEW CHANGES UNQUOTE KIND REGARDS

ZAKI SAAD



4 OUTGOING CABLE

March 10, 1952

To: Mr. Ali Asghar Nasser

Acting Governor

Bank Melli Iran

Teheran (Iran)

Thank you for your cable of March 5, Fund appreciates

difficulties confronting Iran leading to introduction of
new system on December 27 as stated in your cable. Zaki Pasha
Saad has advised us of cable that he sent under date of March b
in which he urged that owing to the good relations existing
between the Fund and Iran that you consult by cable or airmail
with Fund, Fund understands that present rate system is to remain
in effect until March 20, We assume that if you intend to continue
system beyond that date or to introduce new changes, you will
consult with the Fund prior to such extension or introduction,
Kind Regards,

Ivar Rooth
Managing Director



I INCOMING CABLE

102334
INL 17/SA TRHERAN 8L 17/3 165
LT IVAR ROOTH MANAGING DIRECTOR INTERFUND WASHINGTON

107 THANK YOU FOR YOUR CABLE NUMBER 17 OF TENTH MARCH STOP

WITHOUT RESPONSIBILITY AS STILL UNDER DISCUSSION IT IS INTENDED

AS FROM BEGINNING IRANIAN NEW YEAR DIVIDE EXPORT AS WELL AS IMPORT
GOODS INTO THREE CATEGORIFS ACCORDING TO THEIR ESSENTIALITY IN SUCH
A MANNFR THAT CERTIFICATES OF EACH CATEGORY EXPORT CAN BE UTILIZED
FOR SAME CATEGORY IMPORTS STOP FURTHER DETAILS AND/OR POSSIBLE
CHANGFS SHALL TELEGRAPH IN DUE COURSE AFTER NEW YEAR HOLIDAYS
ENDING 26TH MARCH BANKMELLI

Received in Code Room - IMF - March 18, 1952,






¢ Attachment No., 3

0
P March 5, 1952

b 4
1G2663
INL107/JG TEHERAN 95 5 16130

LT INTERFUND WASHINCTON

106 FOR FUND'S INFORMATION PLEASE NOTE THAT SCARCENESS OF EXCHANGE
DUE TO OUR GENERAL SITUATION COMPELLED US DISCONTINUE SALES OF GOVERN-
MENT EXCHANGE FOR PURPOSES OF IMPORTS SO THAT ONLY SOURCE OF EXCHANGE
AVAILABLE THEREFOR CONSISTS IN PROCEEDS OF QUR EXPORTS stop AS ON THE
OTHER HAND THE LATTER WOULD NOT SUFFICE TO COVER IMPORTS INTO IRAN IF
UNRESTRICTED IT HAS BEEN CONSIDERED NECESSARY TO CURTAIL IMPCRTS TO

36 ITEMS FOR WHICH EXCHANGE CERTIFICATES ARE NEGOTIATED DIRECT BETWEEN
EXPORTERS AND IMPORTERS IN ACCORDANCE WITH DECREE 862 OF 10 NOVEMBER
1950 stop TEST 559.

BANKMELLI



Mr, Irving 8. Friedmen Mareh 5, 1952
George F Lutw&?s@
orge . -
P
Aran

There is attached a copy of a telegram which
Mr. NMansour sent to Mr., Saad on February 29, end a copy
of Mr, Ssad's telegram to Iran. I think that it would
have been better had the conclusion of ¥r, Ssad's tele-
gram followed more closely the message suggested by kr.
Mansour. However, I would be inclined to let the matter
rest for the time being. Do you sgree?



0 lareh 5, 1952

1GZ663

INL107/JG TEHERAN 95 5 16:30
LT INTERFUND WASHINGTON

106 FOR FUND'S INFORMATION PLEASE NOTE THAT SCARCENESS OF EXCHANGE
DUE TO OUR GENERAL SITUATION CONPELLED US DISCONTINUE SALES OF GOVERN-
VENT EXCHANGE FOR PURPOSES OF IMPORTS SO THAT ONLY SOURCE OF EXCHANGE
AVATILABLE THEREFOR CONSISTS IN PROCEEDS OF OUR EXPORTS stop A4S ON THE
OTHER HAND THE LATTER WOULD NOT SUFFICE TO COVER IMPORTS INTO IRAN IF
UNRESTRICTED IT HAS BEEN CONSIDERED NECESSARY TO CURTAIL INPORTS TO

36 ITENS FOR WHICH EXCHANGE CERTIFICATES ARE NEGOTIATED DIRECT BETWEEN
EXPORTERS AND IMPORTERS IN ACCORDANCE WITH DECREE 862 OF 10 NOVEMBER

1950 stop TEST 559.

BANKMELLI

. ORIG: FML
ce: Mg. Dir,
Exec. Dir.
ERD
LEG
RES
SEC

Received Code Room: 9:00 A.M., March 6, 1952

@)






-0 OUTGOING CABLE
b Pebruary 29, 1952

Excellency Saad Pasha

Hational

Cairo (Egypt)

On December 30 Irsnian Exchange Control Commission issued e regulation
which in effeect replaced the former fixed yultiph rates for exports and
imports by & single fluctuating free market certificate rate STOP The new
fluctusting rate represents e depreciation of some 30 to 38 pereent from
old fixed rates STOP

Despite correspondence last summer between Overby end Zend reiterating
consultative obligations of Iran Fund was notified of these significant
changes only through receipt of a reutine printed circular sent by Bank
Melli to all its correspondents.

Staff feels that in view of significance of the changes and past
unsatisfactory record on consultations it must either submit paper and
draft letter to Iran to Board or if you so prefer and which the staff
recommends you or I might cable the following in code to Bank Melli:s

"Fund has noted that under Decree issued 27 December 1951

certain changes wére introduced in the exchange system of

your country STOP These changes are considered to be of

substantial significence and the Fund should have been

consulted prior to making these changes STOP I feel sure

under the circumstances confronting Iran that FURd approval
would have been forthecoming quickly STOP It is my under-

standing that exchange system now in operation will be
effective until March 20 STOP As your Executive Director I would
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urge that you consult with the Fund prior to the introduction of
any new changes at that time or in the event you contemplate
extending the present system STOP *
Owing urgency of matter if your reply not forthecoming by Thursday
Merech 6 shall contact you telephone Friday STOP Kind regards.

Mensour






M, ¥, Hassanein
Zhe Recent Change in Irsn's Exchange Systen

1. Ihe Necent Change

On Jemuery 2, 1951 the Bank Melli Irsn issued a circular to the effect
that as from December 27, 1951 goods listed in the circular could be
into Iran without license, that the Govermment would no

ported longer
exchange for imports, and that foreign exchange for commercial imports
be furnished only to the holders of exchange certificates purchasable frem
exporters at prices determined in the free market. A copy of the eircular
is appended to this memorandum,

The exchange rates operative prior to December 27, 1951 were as follows:

Applicability of rata
%ﬂl‘ UsSe
32,00

32,50 Basic official rate for govermment

46,75 Basic official rate plus the certificate
‘702’ Basic offici

41450 Basic official rate plus the certificate



On Jopuary 31, 1952 the price for a dollar certificate in the free
market was 35,25 rials, which made the effective export and import rates
depreciation in the value of the rial in relation to the rate of 41.50 rials
per U8, dollar applying to essential imports, snd 30 per cent in relatiom
to the rate of 47,25 rials per U,S. dollar applying to non-essential imports,

67.25 rials and 67,75 rials, respectively, This amounted to a 38 per cent
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DRAFT
2/28/52

Dear Mr, Nasser:

It has come to the attention of the Fund that pursuant to a decree
approved by the Council of Ministers on December 26, 1951 the Exchange
Control Commission on December 30, 1951 issued a regulation introducing
certain changes in the Iranian exchange system, The changes, which are
applicable as of December 27, 1951 and asre to continue in force until
March 20, 1952, ares (1) Thirty-six essential goodsuuy be imported inte
Ira?without;"fornlitiu in the sense of licenses, etc.", (2) Exchange
will not be provided by the Government; importers for essential as well
as non-essential goods will have to secure export certificates from
Iranian exporters, on the free market, at fluctuating rates of exchange.
These changes came to the attention of the Fund in a circular issued hy
the Bank Melli Iran on January <, 1952 and sent to all its correspondents,

Iran should have consulted the Fund and obtained its approval before
making these changes in its multiple currency systems The Fund's letter
| to all members of December 19, 1947, on multiple currency practices set
forth both the legal obligations of members engaging in such practices
and the policy of the Fund with respect to these systems of exchange rates,
The need for advance consultation between the Fund and Iran concerning
changes in its multiple currency practices was the subject of Mr, A, Ny Overby's
letters of June 29 and August 1, 1951 teo Mr, I, Zend, in which he stressed
the importance of this matter to the Fund,

The changes introduced in the Iranian exchange system as of December 27,
1951, are considered to be of substential significance, In this matter I

feel prior consultation with the Fund was essential, It is my sincere hope
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that in the future your country will find it possible to consult with
the Fund before introducing changes in its exchange system., May I add

ol

that it is regrettable that in this ticular case Iran did not even
\'VV&

inform the Fund of its acti tu-gr

Aandole
J.hﬁmwhnneln The matter
howidrd
came to the attentim of the hmd éhrongh receipt of a circular issued
by the Bank Melli Iran on January 2, 1952 and sent to a11 its correspondents,
You may be sure that, as in the past, any proposal presented to the

Fund by the Iranian Govermment for changes in the exchange system will
receive prompt attention and careful consideration.

Yours sincerely,

Ivar Rooth
Managing Directer

Mr, Ali-Asghar Nasser
Acting Governor
Bank Melli Iram






. INTERNATIONAL MONETARY FUND

August 26, 1952

O ¢ . A, H, Ebtehay <\§U
FROM : M. ¥, Hassanein g 277 %/

Pursuant to your request of yesterday
regarding the international reserves of
both Irsn and Egypt for July 1944, I am
sorry to inform you that no data are avail=-
able in the Fund at present for that date.
However, I am attaching herewith reserves
figures for both countries for the nearest
dates to the .one you mentioned., I hope these
figures will prove adequate for your purpose,

Attachments



Gold and Foreign Assets of Iran

Data on Iran's gold and foreign assets for the date requested,
July 1944, are not available in the Funde The figures below are for
the nearest dates prior and subsequent to July 19444

Y
Gold and Fareign Assets of Iran

March 20, 1944 March 20, 1
Millions of US$ Nillions of Rls Mill, of‘Usg Mill, of Rls

Foreign Exchange 110 3,548 109 3,515
Total 221 7,128 243 7,837

1/ In the source the data shown here appsar as the assets of the Bank Melli;
they do, however, include the assets of the Iranian Treasury, This fact
is indicated in I F,.S., July 1950, p. 1704

Source: International Financial Statistics, July 1950.



Egypt's International Reserves

No data are available in the Fund on Egypt's foreign assets
on July 31, 1944, as requested,

The figures below show Egypt's international reserves at the
end of 1943 and 1944.

If
Egypt! ternational Reserve
iin million US$)
end of
1943 1944
Gold 52 52
- Foreign exchange 2/
(meinly sterling) 734 954,
Foreign investments
(mainly British
securities) 215 251
Total 1,002 1,257

1/ Official estimates of the National Bank of
Egypte

2/ Official and private assets in the U.S. were
reported by all U.,S, banks to be $6 and $7
million at the end of 1943 and 1944, re=
spectively,

3/ Particulars in 1943 do not add up to the
total because of rounding,

Source: International Financial Statistics,
July 1950.






DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR pusLic use MAR .7 1952

Mr. G. F. Luthringer EBD/52/48
Room 619-D
(1) #l ‘
March 27, 1952
TO: Members of the Executive Board
FROM: The Secretary

SUBJECT:  Exchange System - Iran

The following letter from the Bank Melli Iran is circulated for
the information of the Executive Directors:

10th March, 1952
Dear Sirs,
We have telegraphed to you yesterday as follows:

"For Fund's information please note that scarceness of
exchange due to our general situation compelled us
discontinue sales of government exchange for purposes
of imports so that only source of exchange available
therefore consists in proceeds of our exports. As

on the other hand the latter would not suffice to
cover imports into Iran if unrestricted it has been
considered necessary to curtail imports to 36 items
for which exchange certificates are negotiated direct
between exporters and importers in accordance with
decree 862 of 10 November 1950",

which we hereby confirm,

It will be noted from the above that, while we were able
in the past to sell to the public, government-owned exchange
for the importation of certain essential items of immediate
necessity, as a consequence of the scarcity of foreign exchange
developed in this country, the practice of selling such exchange
had to be discontinued. Seeing, therefore, that we had to limit
our imports to the volume of the proceeds of exports, such
imports were restricted to a total of 36 items, and the exchange
required for the importation thereof had to be negotiated direct
between exporters and importers.

Under these conditions the Bank was no longer able to sell
exchange certificates direct and, such being the case, rates
quoted for these exchange certificates rose above the official
Rls,14.75 per U.S.$ and stabilized around the present Rls.33.-

At the same time it is understood that the Bank continues
to be a buyer for exchange certificates at the established rate
of R1ls.14.75 or Rls.46.75 (Rls.4T7.25 selling) per U.S.$, but it
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is a natural fact that exchange is not offered by holdefs\at
that rate, as they can obtain on the market Rls,33.-, or
Rls.65 per U.S.$1-

The option for merchants to' negotiate the export exchange
direct between themselves is laid down in the ministerial
decree No, 862 of 10th., November, 1950.

The above information is tendered to the Fund for the
purpose of information only, and it is pointed out that the
measures taken do not in any way constitute a change in our
foreign exchange regulations, or in our rates of exchange;
also, that they are emergency measures dictated by the special
situation we are in,

Yours faithfully,

/s/

A, A, Nager
Governor ad interim

Other Distribution:
Department Heads
Division Chiefs






INTERNATIONAL MONETARY FUND

July 18, 1952

As per your request,
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Mr. Te
Office Memorandum rﬁg

o+ Mr. Luthringer PATE July 31, 1952

FRoM  : Gordon/§illiams

Confidential

e

Yesterday Messrs, Keenleyside (UN) and Owen (TAB) reported to Messrs,
Rooth and Black of a "personal" request recently made of UN by Dr, Mossadegh
of Iran for assistance in getting a financial adviser for Iran of the general
standing and qualifications of Dr. Schacht, :

It was agreed that the job was essentially political rather than
financial, although the person chosen must, for appearances sake have a
financial connection, It was agreed that British or US nationals would not
be acceptable, that Latin Americans would not be considered important enough
as world figures and that Middle Easterners would probably be considered as
"prophets without honor in their own country."

Several names were discussed, the most acceptable suggestions being
Stikker of the Netherlands, Jacob Wallenberg, Chairman of the Stockholm Enskilda
Bank, Dr. E, Reinhardt, General Manager of the Credit Suisse of Zurich and Mr,
Gutt, Saad was also mentioned,

Present plans are for Lie to sound out these men and then to present
their names to Mossadegh.

There was general agreement that the job was so impossible that
acceptance by any of these men was unlikely., The presence of a reasonable
person in Teheran having the confidence of the government would be a gain,
however small,
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February 25, 1952

Mr., George F. Luthringer:

I have circulated the attached document te the Board of Diresctors
of the International Bank in connection with the Iranian oil
industry, the operation of which the I.B,K.D. is currently con-

sidering, I am sending this copy to you'for.yoﬁr information,

Djahangir Boushehri

Alternate Lxecutive Director

International Bank for
Reconstruction and Development
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I. INTRODUCTION & SUMwsaRY OF TH.- ISSULS

The Iranian oil dispute has been given world-wide publicity because
it highlights the problen of foreign exploitation of weak underdeveloped
countries and the curtailment of the flow of oil for the defense and in=-
dustry of the free world. although world-wide attention has been focussed
on the dispute for only a year, the basis of the controversy goes back as
far as 1909. If the current issues are to be understood, they must be put
in the perspective of their historical development, 4n understanding of
these issues will throw light on the reasons for the failure of Iran and
the angle-Tranian 0il Company to reach a settlement despite their obvious
comnon interests as supplier and marketer,

The heart of the dispute lies in the relationship of The snglo-
Iranian 0il Company and its predecessors with the Iranian Govermment over
the past forty years. The Iranian Government accuses the Company of having

¥ violated concession terms, unjustly enriched itself, and interfered in the
internal affairs of the country to suity its purposes. The Company's
colonial attitude in its relations with' the Iranian Government and people,
its deliberate efforts to evade or reduce its royalty payments, and its
policy to ignore the feelings of the people and the interest of the country
from which its vast profits have been derived, have left an indelible
imprint on the Iranian mind, It has destroyed their confidence in the AIOC
as a commercial organization which can be relied upon to perform its
obligations in good faith. Indeed, it has destroyed their confidence in any
plan by which a foreign company would control the Iranian 0il industry,

Under these circumstances Iranians are firmly convinced that the
nationalization of the oil industry is the only practical policy. They are
in no mood to compromise the principle of nationalization., Any scheme for
the resumption of Iranian exports which implies control of the oil
industry by a foreign operating company is considered contrary to the
philosophy underlying nationalization and will consequently be rejected, no
matter how attractive the financial terms may be. The only type of plan
acceptable is one by which oil is produced and refined with the assistance
of foreign technicians and is sold by Iran at seaboard to would-be
purchasers,

-Proposals to settle the dispute which fail tc give full recognition
to this irrevocable national policy are doomed to failure. Uhether the
Stokes and other proposals provided reasonable bases for the settlement
of the dispute ¢an be judged only in the light of this national policy and
of all facts, both historical and current, which brought that policy into
being.

II. THE D'ARCY CONCESSION AND ITS EXECUTIONE/

44 The D'ircy Concession

The original concession granted in 1901 to ' illiam Knox D'Arcy, a
British subject, included an area of about 100,000 square miles, or all of
Iran except the five northern provinces, Under this concession D'Arcy

—— ) L T e

1/ Apnendix 4



>3 -

obtained exclusive rights to the exploration, production and refining of
petroleun for sixty years, as well as exclusive rights to lay pipelines

within the area of the concession, In return, the concessionaire agreed

to make a cash payment of 100,000 and to issue to Iran paid-up shares
renresenting a 10 ovmership of the "rirst ixploitation Company". In addition,
the concessionaire agreed to pay Iran a royalty of 16% of the profits, At the
endi of the concession, all the assets of the company, both in Iran and abroad,
were to be vested in the Iranian Government, Lands granted by the Government
or acquirec by the Company, in addition to oil products exported, were to be
free of all imposts and taxes. 4ll materials and apparatus needed for
exploration and development and for construction of a pipeline were to be
imported free of all taxes and custom duties,

The terms of the agreement -~ if carried out in good faith by the
concessionaire =~ were very favorable, and in fact no better terms have since
been offered to Iran, The concession provided an arrangement by which D'Arcy
could build up an oil industry in return for giving Iran a 10% ownership and
16 of the profits, or a claim approximating one quarter of total earnings.
Over a sixty-year period, the concessicnaire would have enjoyed about 75% of
the profits. In 1961 Iran would have obtained ovmership and control of the
Company's properties, both in Iran and elsewhere. In 1950 these properties
amounted to over one billion dollars on the basis of original cost and stood
in the Company's books at about 400 million after depreciation and write-offs,.

The concession terms did not exempt the Company from payment of Iranian
income taxes. Such taxes fiyrst imposed in 1931 at low levels were gradually
increased to 50% in 1942,

B. Formation of the AnngfPersian 0il Company

During the first few years, oil was found only in relatively small
fields and far from seaboard, Finally, in 1908, a rich strike was made about
a hundred miles from the Persian Gulf.

Iranians believe that about that time D'Arcy's successors took the
view that the terms of the concession were far too liberal to Iran, The
London Eccnomist termed the D'Arcy concession "a naive document in light of
the place Iranian oil was to take in the world market", In 1909 the
concessionaire set up a new company with the participation of the Burma 0il
Company. The new company -- the inglo-Persian Oil Company (later Anglo-
Iranian Oil Company)} -- was established with a capital of ;5 million. The
concessicnaire transferred the production, refining, and marketing rights
from the First Exploitation Company to the new company in consideration of
a2 token royalty.} Iran suddenly found that she no longer had a 10 interest
in the operating concern, but only a 10% interest in the royalties received
by the First .xploitation Company from the Anglo-Persian 0il Company (APOC).

- " T (% i

}/ In 1950 the First czploitation Company received from the Anglo-Iranian
0il Company 1,596,000 and gave Iran 10y thereof, i.e., 159,600,
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Turthermore, royalties paid by APOC to the lrirst wxploitation Company were
charged off as costs and thereby reduced profits on which reyalties of 16
were due,. This dual company device was the first step in watering down what
was considered an overly generous agreement,

Ce The British Government Becomes The ifajor Shareholder

Within a year or two, the size of the oil reserves had been well
established and AFOC was ready for major expansion, -

After the establishment of the Iranian Constitution in 1906, the
concessionaire's dealings with Iran had taken on a different character, It
could no longer deal solely with the Shah and his immediate advisors, Now
it had to reckon with the Iranian Parliament and with public opinion,

The' commencement of active operations and the construction of the
pipeline and refinery had involved numerous problems on local levels, for
the solution of which the Company dealt directly with the local chiefs and
authorities. To win support of these local chiefs, the Company engaged in a
systematic program of encouraging their insubordination and supporting them
against the central government under a policy of divide and rule,

The desire of the APOC to consolidate and perpetuate its political
position vis~a-vis the Iranian Parliament and public opinicn, coincided
with the decision of the British admiralty to substitute oil for coal as
fuel in all its vessels, As a result of this double coincidence shortly
before the outbreak of Viorld War I, the British Government, by investing
10 million in the APOC, acquired two million shares and consequently
control of the company, which it has maintained ever since, Additional
investments by former shareholders, together with annual payments by the
British Government on the shares issued to it in 191L, resulted in a sub-
stantial increase in APOC's capital. By the end of the First Uiorld Var
approximately ;25 million worth of shares had been paid up, and the Compan
raised its capital by authorizing 2 total capital issue of ;100 millionwajy
Simultaneously with the shares issued to the government the British
Admiralty entered into a thirty-year contract with the Company, which
according to the Press gave the British Navy:

".sean automatic reduction in price down to an agreed
minimum, to the equivalent of 25% of any profits earned
by APOC in excess of the amount required to pay the
preference dividend and a dividend of 107 per annum upon
the ordinary shares."

1/ 4t present the capital of the Company is £33,000,000; issued 32,013,752
in £7,232,838 eight per cent, cumulative first preference stock,
£5,473,L41L nine per cent curmlative second preference stock, 20,137,500
ordinary stock, all in &1 units. #£11,250,000 ordinary and £1000 first
preference stock held by the British Government. Thus although the
British Government holdings of stock amcunts to only 32,l% of the value
of the total shares, it commands 52.6j% of total votes.
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4s a result of this contract, the cost of 0il to the British iavy
during the past forty years may be estimated to have ranged between 30 and
LO U.S. cents per barrel as against market prices fluctuating between 90
U.S. cents and 2,43 per barrel. In 1923 the British Government's owner—
ship of a2 majority interest in aPOC was attacked in the British Parliament
as being socialistie, In reply, ir. "inston Churchill declared that as a
result of its oil-at~about cost feature, this contract saved the Admiralty
40 million during the first orld V.ar. Savings to the Admiralty represent,
necessarily, an equal reduction in the profits of the Company in which Iran
had a 16, share., Consequently, Iran suffered 2 loss of .6 million in
royalties, istimating admiralty consumption at an average of 15 million
barrels a year, the contract probably saved the British Government as much
as 500 million during the past forty years or about fifteen percent more
than the total amount received by tne Iranian Government.

Iranians have always insisted that neither the investment by the
British Government of ,10 millicn nor the cheap contract with the Admiralty
was commercially necessary, The Company could easily have raised as much
capital as it required from private investors both in fngland and abroad.

As early as 1917 preference shares commanded a premium which became
increasingly greater. By 1923 share premiums alone had supplied nearly 18
million of capital., "hile the British Government's initial subscription of
#10 million was made in 191hL, only slightly more than .5 million had actually
been paid in by 1917. By this same date, write-offs and reserves out of
current revenues exceeded . 3 million, The contract with the Admiralty was not
profitable to the Company, Indecd, but for the strengthened bargaining
position resulting from having the British Government as a majority stock-
holder and active participant, the contract was not economic rationale,

Do OSystematic Violation eof the U'Arcy Concession

Iran resented the control of the Company by the British Government
but at that time was unable to utter even a feeble protest, The Iranian
Government was subjected to tremendous pressure from both the British and
Tsarist Governments, as described by V. sorgan Schuster, the American
financial adviser, in his book "The Strangling of Iran'.

Further evidence can be found in British officiel publications,
The following quotations from Vincent Sheean's "The llew Persia" (1927), pages
162-175, are also illuminating:

"o chapter in the histery of British diplomacy would
supply a bettér theme for an Anglophobe than the story of
the relations of the British Impire with Persia, Almost
every action of the British Government with respect to
Persia since the beginning of the nineteenth century can
be internreted as the result of aggressive or acquisitive

. ambitions., Ispecially is this so in the present century,
when the progress of Eritish influence in Persia has very
often appeared to strike at the independence of that un-
fortunate nation".

(R A RN R SR E N RN EN]
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"And although British trade in the gulf goes back
to the eighteenth century, and British special privilege
dates from earlier still, it was not until 1901 that the
concession was granted which was to result (1908) in the
formation of the Anglo-Persian 0il Company for the exploi-
tation of the petroleum fields of Khuzistan, British
adventurers had long been in commercial control of the
llochammerah and Bushire districts, and the Anglo-Persian
concessions made of that control a true Yeconomic hegemony'.,"

SV OIS TOIOIPIPSTIOSETS

"So long as the British Government carries the majority
of the shareholders' votes, it is anparent that the Anglo-
Persian 0il Company is to a large extent, under political -
control,"

evscescvesscsss

"Persia was filled with British agents, and bribery was
the accepted means of persuasion, The expenses of the
British establishment in Teheran were enormous, and British
agents quite openly worked in elections, in Parliament, and
in every political activity, This form of action was defined
as 'fighting with the enemy's weapons'e The British legation
at Teheran is very large (larger than some embassies in Lurope),
and the British business men and traders throughout the country
may be considered, in a sense, 'agents'!,"

The British Covernment had barely got into the picture before the
Company began exerting pressure to amend the L'Arcy concession, Its first
move was to withhold payments of royalties to Iran. This was done on the
grounds that a neighboring government had incited the sabotage of the pipe-
lines, Although the actual damage did not exceed 100,000, the Company
used this as a pretext to withhold royalty payments for 5 years and even
claimed some .2 million in compensation, Article 1l of the Concession
provided that Iran was only obligated to protect the property of the
company and the lives of its employees, but was not liable for any loss or
damage caused by acts beyond its control, Another reason given for with-
holding payments was that the Company had to pay a 3% royalty to the owners
of the land on which the wells had been drilled. Article 3 of the Concession
provided that the concessionaire was to recompense landowners for private
lands taken for this purpose.

The Company also frustrated Iran's efforts to inspect its accounts
although this was called for in the Concession, WNor was the Iranian
Government alone in lacking adequate information to safeguard its interest.
Commenting on the published financial reports which lumped together the
investments and advances to subsidiaries, the London Lconomist insisted upon
the right of the British pecple to adequate knowledge of the Company's
operations:

"The public which is interested through the Government's holding
has the right to protest against the cloaking of these important
financial operations by one single unintelligible item in the
parent company's balance sheet."



Since the Company was diverting an abnormally large share of profits
into various reserves used to finance its phenomenal expansion abroad, Iran's
concern was obvious, Ffed by an increasing stream of profits, these reserve
accounts continued to grow rapidly. The extent to which the Company was
built up out of profits from Iranian oil was bluntly stated in the annual
report of the Ckairman of the Board for 192l:

"Since we first became a revenue producing concession in 191l,
we have provided out of earnings no less than $19,000,000 for
expenditures of a capital nature...."

Four years earlier, the Chairman declared:

"Mle have surplus assets at the end of the last financial year (1919)
amounting to nearly £6,000,000. These are, of course, being drawm
upon from time to time by the capital outlay.,.but on the other hand
this is being met, to a substantial extent, by surplus (current)
revenue",

Profits were also siphoned into subsidiary companies, The combined
effect of these practices, Iran concluded, was to evade or minimize royulty
payments and use the funds so withheld for the expansion of the Company.
Refusal of the Company to make full disclosure of its earnings, and the fact
that its published accounts obvicusly showed only a fraction of the real
profits, created an intense distrust of the Company and its accounting
methods,

T Political Control Over Iran

The Iranians assert that from the very outset the Company, with the
aid of British Govermment officials staticned in Iran, established itseli as
an independent power in the territories surrounding its concession, Reference
has already been made to the Company's policy of establishing political
relations with the tribal chiefs in these areas, To cite an example, APOC
created as a subsidiary the Bakhtiari O0il Company for the purpose of issuing
free stock to the chiefs of the Bakhtiari tribe. In addition, the feudal
Sheikh of lichammerah was encouraged to disregard the Iranian Government and
to establish an autonomous Sheikhdom in Khuzestan and so to bring the oil-
bearing territories under British suzerainty and control,. The Iranians
cite the following passage from "The Pageant of Persia" by H. Filmer:~

"Consideration would appear to have been given
for a time by the British Authorities to the
safeguarding of its interests in the south under
an independent southern Persia confederation.”

The Iranian Covernment has also published the text of a letter from the
British Resident and Consul General to Sheikh Khazal of liohammerah guaran-—
teeing him protection against the central Iranian Government, Iran was
convinced that the Company patterned its policies after those of the British
tiast India Company.



- 7 =

Throughout its history the Company directed, if not dictated,
the policy of the British Government in its relations with Iran, Few
Iranian officials or individuals would risk the displeasure of the Company,
and those who dared to do so were liable to disgrace or dismissal, and
the Company fostered the belief in its omnipotence in order to strengthen
its influence and domination.

These political activities destroyed the confidence of the Iranian
people in the good faith of the Company and engendered an ever-growing
conviction that it was carrying out with impunity a policy of colonial
expioitation with the full support of the British Government,

This conviction explains the present uncompromising insistence of Iran
to control its oil industry and to reject any proposal involving the revival
of bBritish influence.

F, The Armitage-Smith agresment

Despite cut-rate fuel oil supplied to the admiralty and profits
siphoned off into subsidiaries, the Company accounts disclose sizable
profits, as the following statements of its Board Chairman, Sir Charles
Greenway, show:

1) e have surplus assets at end of :arch 31, 1919, of
nearly 6 mi!lion ( .30 million),

2) Luring the fiscal years 1921-1023, APCC spent for capital
installations £32 million ( 160 million) of which -
£ 12 million ( 60 million) was paid in capital -
£ 12 million ( 60 million) representing carnings and
£ 8 million (4O miliion) renresenting cash in hand,

3) Between fiscal years 191L-1923, Company made capital
expenditures of £ 19 million ( .95 million) out of
earnings and paid & 9,500,000 ( 47,500,000) in dividends
and interest,

Despite these large profiis, the Company paid no royalties to the Iranian
Government until 1921,

In 1920, iir, Armitage-Smith, a British financial expert employed
by Iran, was sent to London to settle the question of outstanding royalties,
He is reported to have expressed disgust and shame at the evasion of
obligations and such conduct by a British Company, and after some discussion
a settlement in the neighborhood of ,5 million was reached on past
royalties. This was the first royalty peyment received, This sum in
comparison with the savings of the Admiralty, taxes paid to the United
Kingdom and profits distributed or reinvested, does not constitute more
than 370 of the Company's profits, Iran, under its concession, was entitled
to 167 of profits and thus the "settlement" was grossly inadequate and
consequently was never ratified by Iran.
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‘re. Armita e=tnith also reached an agreement with the Company on the
manner in which the net profits, on which the royalty of 16% was payable,
was to be ascertained, This agreement specified that net profits would be
determined prior to British income tax and would include the profits of all
the Company's operations in Iran and abroad., The single excention was profits
arising from the transportation of oil by ship. This exception was a
particularly sore point with Iranians who argued that the tanker fleet was
built out of o0il profits on which the Iranian Government had not received its
chare of royalty and would now be deprived of its share of the tanker profits.

In addition, this exception provided a ready means for skimming off
profits through excessive transportation charges, It is of interest to note
that the British Tanker Company == the wholly owned fleet-arm of 4+0C -- had
earned so much profit during the first ‘orld iar that in 1918 it purchased
"846 million of APOC's debentures, 4t the same time the Company's investments
in and advances to its subsidiaries increased by 2L, millions, Debenture
interest is, of course, a charge against profits.

G. APOC Insures Its monopoly in Iran

After the First Vorld War, the Company extended its control over the
kiddle Zast 0il areas formerly under the Ottoman lmpire,. In conjunction
with the Shell interests it obtained the pre-war concessions held by Germans
and formed the Iraq Petroleum 0il Company. In order that no outsider would
get a toe-hold in Iran, APOC acquired an ex-Russian's title to a spurious
claim to a concession in the north and endeavored to pressure Iran into
recognizing its validity,

In 1922 the “tandard 0il of New Jersey and the Sinclair Comvany
applied for concessions in Northern Iran, but the aPOC == reinforced by its
majority stockholder -~ claimed Iran as its special preserve. The American
0il Companies suddenly lost interest in Iran, The next develorment was that,
on the insistence of Secretary of State Charles "wans Hughes, the Standard
Group was given a 23.75% interest in the Irag Petroleum Company: In 1938
other attempts by smerican and other oil interests; such as the Amiranian and
Inland Companies, came to naught., These companies were kept out of Iran
because APOC wished to assure that its practices could not be compared with
those of more liberally-directed companies and thus threaten its monopoly
position,

Between the two world wars foreign pressure on Iran eased, and, by
exiling the Sheikh to Teheran, the Iranian Government was able to reestablish
its authority over the oil-bearing territories. As a consequence, the overt
political activities of the Company diminished.
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He Farly attempts to Revise The u'Arcy Concession

t'hile the negotiations regarding overdue royalties and the method
of arriving at profits were going on in 1920, the Company approached |r,
Armitage-Smith with a proposal to change the basis of the royalty payment
from 16, of the profits to a flat rate on tonnage exported, after consulting
experts, .r, aArmitage-Smith advised the Iranian Government against such a
change.,

. The Comnany nevertheless continued to make similar proposals from time
to time. In making these approaches, it had two aims:=

1) To eliminate the obligation of giving Iran access to its
books and records and thus to insure the secrecy of its
real profits; and

2) To secure an extension of the period of its concession which
by this time had run almost half its course,

A concrete proposal along these lines was embodied in the so-called
Three Star Agreement submitted by the Company in 1929. This proposed
agreement included a provision that the iranian Government would be given
the opportunity to acquire up to 255 of the stock of the Company, It also
provided for an extension of the concession by an additional thirty years.
The Three Star proposal received no consideration from the Iranian Government
because of distrust of the Compnany's accounting practices and because of its
provision for the extension of the concession to 1989,

I. Amnulment of the D'Arcy Concession

In 1930 the first income tax law was enacted in Iran, The Company at
first flatly refused to pay and claimed that it was exempt from such a tax.
The Company's refusal was not justifiable inasmuch as Article 7 of the
concession only exeunpted the concessionaire from land tax, export taxes and
impert duties. It could not have specified exemption against income taxes
because no such tax then existed, Final.y, in 1931, the Company admitted
liability and offered to pay L% of its proiits, but this offer was tied up
with other outstanding issues which could not be readily resolved.

Besides refusing to pay income taxes, the Company used the 1929 crisis
as justification to show a fifty percent reduction in its net profits.
Consequently a royalty payment of only 655,000 was made for 1931. The
low profit figures were neither justified by the veolume of production, which
declined only by L compared with the preceding year, nor by any considerable
drop in oil prices, furthermore, in the following three years from 1932 to
1935 =~ the depth of the depression -~ the Company paid royalties averaging
10 million, and yet managed to show average annual profits after royalties
of 20 million, Consequently, the Iranians believe that the 1931 financial
statement was déliberately manipulated as part of a plan to precipitate
a crisis,

The Iranian Government was naturally greatly concerned about the
heavy reduction of the 1931 royalties, At this juncture the Company adopted
an attitude of sweet reasonableness and claimed that the farlt lay with the
terms of the D'Arcy Concession which made payments to Iran dependent on profits,
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It suggested that this provision as well as other terms of the concession
were not suited to the times and circumstances. It went so far as to say
that the Iranian Government wac entitled to minimum annual royalty payments,
irrespective of the Company's actual profits. Rkelying on the good faith of
these representations, the Iranian Government reacted by annulling the
utircy Concession.. In retrospect, it would seem that the Company itself
engineered the annulment for the reason that with its potential tax liability
even the watered-dovn D' Arcy ccncession was too favorable to Iran..

J. Stage Set For New Concession

“hen the Iranian Government annulled the concession it expected only a
token protest from the British Government, followed by arbitration in Teheran,
as provided for in the concession agreement, To its surprise, however, the
British reaction was most severe., It took the form of a Naval demonstration
led by the battleship Nelson in the Persian Gulf, It was followed with
threats to occupy the oil territories, to incite the southern tribes to
revolt, and to establish a separate government. To add legal veneer, the
British Government petitioned the Court of International Justice at The
Hague and the League of Nations at Geneva. The stage was thus set for the
negotiation of a new concession that would further water dowvn the old
D'Arcy Concession,

The furor raised by the British over the annulment of the D'Arcy
Concession should have led APCC to insist on its reinstatement, Instead,
APOC accepted its ammulment and insisted on a new agreenment,

IIT. D'ARCY CONC.SSION REPLACLD BY
"WTHE 1933 AGRELUNT 17

A, Negotiations For "The 1933 agreement”,

With this background, negotiations commenced with the following
purported objectives:

1) To inerease the royalties which up to that time had
been nominally 16 of the profits but actually much
less because of deducticns for reserves; and to fix
the amount of royalty in such a mamer as to avoid
dispute in arriving at the actual figure;

2) To establish the principle that the Company was liable
to income tax and to fix the amount of such a tax;

3) To reduce the area of the concession;
i) To reduce the price for the sale of oil products in Iran; and

5) To settle the claims of the Iranian Government against the
Company

1/ sppendix B
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The Company proposcd a flat royalty rate per ton equivalent to
1L cents per barrél, on the basis of the current price then ruling in
london., At the then current value of about ,5.00 per ton for Crude 0il
(about 70 cents per barrel), this was about 20% of the gross value of the
crude and therefore ostensibly represented an increase of about 5, or
rnore on tihe previcus royalty of 16. of the profits,

This incresase, however, was more of an illusion that anreality,.

It did not take into consideration the profits on refining and distribution
which were subject to royalty under the D'Arcy Concession. . "hen the
Iranians objected that the price of c¢rude oil might rise in the future --
the depression was then at its depth -- the Company refused to adjust
royalties based on price changes, Instead, it offered an arrangement under
which Iran would receive an additional royalty equal to 20 nercent of the
amount of dividends declared by the Company in excess of 3,356,250 per annum,

On the matter of Iranian income taxes, APOC had already admitted its
liability. To sidestep its impact, the Company proposed in lieu of income
taxes to make annual payments at fixed rates over the next thirty years.
For the first fifteen years, payments would be determined at the rate of
about 2-5/8 cents per barrel on the first six million tons and 1-3/L cents
per barrel on any tonmnage in excess of six millions, For the succeeding
fifteen year period, the rate would be increased to 3-1/2 and 2-5/6 cents
per barrel respectively, These rates were to be frozen despite what might
hapren to price levels or company profits over the next thirty years.

The area of the concession was reduced and the Company gave up its
exclusive rights to lay pipelines o 1J0,000 square miles., Despite this
shrinkage in area, the concession area which still yielded the Company a
monopoly over all the proved reserves, was far too great to be compatible
with modern conditions,

The proposed agreement included a provision to liquidate all claims
of the Iranian Government under the D'Arcy ceoncession., KReference has already
been made to the 10, stock interest provided for in that agreement, On the
basis of this 10, ownership interest Iran had a claim to one-tenth of the
Company assets, This claim was settled for ,5,C00,000, Aetually, the
financial statements of the Company showed assets of a book value of
L 46 million ( ,230 million) with a real value in excess of 500 million.
Thus Iran received not 10% but 1% for its stock ownership. For giving up
its right to other claims, Iran received no consideration, Similarly, Iran
received no consideration for giving up the right, under the DY%Arcy :igreement
to have all of the assets in the Company, both in Iran and abroad, turned
over to her without financial obligation in 1961, The termination of the
D'Arcy Agreement was then only twenty-eight years away,

APOC promised to insure the training and employment of Iranians in
the technical positions of the Company, This was intended to meet the
objections raised by Iranians that under the D'ircy agreement, the Company
employed Iranians only for the unskilled jobs,
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a8 rcgards the selling price for oil products in Iran, the Company
agreed to a reduction of only 105 off prices established in Roumania or t .
liexi¢an-Gulf,

After evaluating the terms offered by APOC, the Iranian negotiators
countered with the following objections:

1) iinimum payments were too low to be of consequence;

2) The fixed ton rate would not produce higher royalty
payments than the 167 profit royalty based on the
current price of .5 a ton, Furthermore Iran could
‘not benefit from any price rises;

3) Payments in lieu of income taxes were too low and fixed for
thirty years, permitting no increase which would be justified
if prices increased and the Company profits were improved;

Li) Reducing the area of the concession was of no benefit to Iran.
The area given up had been fully explored and was considered
commercially unproductive;

5) The discount of 10% for oil consumed in Iran was discriminatory
in comparison with the Admiralty contract;

6) The gold clause was chiefly an illusion in that it did not
provide for payment in gold ==~ or even assure convertibility;

7) The agreement was loosely drafted in order to afford the Company
the means of engaging in self-serving interpretations;

8) The exemption of the Company from import duties was unjustified
and discriminatory to local industries which had no similar
exenption., The Company exemption from royalty on other minerals
for use in its operations was similarly discriminatory;

9) The Company's exemption from quota regulations in regard to its
imports for the consumption of its foreign employees was also
discriminatory and prevented the develcpment of local industries
to supply such needs;

10) Royalty was payable on oil sold or exported whereas it should
have been payable on actual producticnj

11) The Government was not given access to the Company's agcounts;

12) The change in the arbitration clause wgs disadvantageous, because
it guzranteed the Jcuwpany a status quo position in every case until
the elaborate, time-consuming process of arbitration should
decide otherwise; and

13) No sanctions were provided against the Company in case of failure
to comply with its obligations,
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The Iranians were convinced that under the proposed terms, the Company
had not increased royalty payments as claimed. Rather, based on prices and
benefits then current, Iran's position was about the same but with the likely
prospect that in the future payments under the new terms would be far less
than royalties under the U'arcy Concession., Two isolated terms proposed
were improvements on the D'Arcy Concession: One, the obligation to train and
to employ Iranians for technical jobs heretefore reserved fcr foreigners; the
other, the Company's promise to: "..,.employ all means, customary and proper,
to ensure economy in and good returns frou its operations; to preserve the
denosits of petroleum and to exploit the concession by methods in accordance
with the latest scientific progress",

In weighing the benefits and disadvantages of the proposed terms, the
Iranian negotiators were struck by having to give up:

1) Iran's 10, ownership interest in the Company for
one-tenth of its value;

é
2) The right to have the Company's property vest in Iran
in 1961; and

3) The right to levy income taxes for a period of thirty years,

All factors considered, the new terms ap-eared patently less favorable
to Iran than those of the U'Arcy Concession, consequently the Iranian negotia-
-tors demurred acceptances., A last minute demand on the part of the Company
for an extension of the period by thirty years to 1991 caused the negotiations
to break down completely,

"B, Iran Claims "The 1933 A:reement' Signed Under Duress

L ™ter the negotiations broke down the political and military facilities
of the British Government were marshalled to break the commercial stalemate
and force Iran to accept the Company's terms. The powerful force of the
British Loyal llavy already in the Persian Gulf began to show signs of
preparing for the occupation of Southern Iran. In addition, the British
threatened to set up a pupvet sheikhdom over the oil-bearing area. This
had a terrorizing effect on the Iranian people., The dangers to Iran's
political security were so imminent that the Shah intervened and ordered
the negotiators to accept the Company's terms. An agreement was signed and
promptly ratified by the M7 jles without discussion,.

Thus, the 1933 Agreement achieved the long nourished aims of the
controlling group of the Company, but it left the Iranians embittered and
convinced that this was not a commeréial arrangement with the Company but a
surrender to the superior political and military power of Britain, The
extension of the franchise was particularly resented.

In a speech to the Iranian ilajles in 1950, Representative Tagizadeh,
then llinistor of linance and now President of the Senate, summed up the
events which led to the signature of the 1933 Concession in the following
words:
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"'e were a few helpless men without authority who did
not agree with it and we were exceedingly sorrowful that it
had to happen, I must say that I had nothing to do with this
matter except that my signature was appended to that Agreement
but whether that signature was mine or someone else's it would
not nave nade the slightest difference., "hat happened would have
happened in any case. Personally I did not approve the agreement
nor «id the others who participated in the negotiations."

bighteen years later, this event stood out prominently in the minds
of Tranians. No one can persuade them that the 1933 agreement was valid,
The Iranians consider the 1933 agreemcnt void ab initio, the Commany having
engineered the cancellation of the D'Arcy Concession and having secured the
signature of the 1933 agreement under duress of the military and political
power of the British Government, Comparison of the terms of the two
agreements and the obvious manipulation by the Company of its 1931 financial
statement conclusively prove that the alleged: 1933 agreement was economically
unsound and to the disadvantage of Iran,

They also cite the following quotation from "A Short history of the
anglo-Iranian Company" published by the Company itself to show how
satisfactory it was to the Company to have the U'arcy Concession replaced
by the 1933 agreement:

(REPIACTENT O THE D'4kCY CONCESSIQN BY a H¢$ AGRELMNT in 1933)

"By degrees, it came to be felt both by the Company and by the
Iranian Government that the original corgession granted to ure
D'arcy in 1901 was not, in some respects, a suitable instrument
to govern circumstances so diiferent and so complex as had
developed since then, In 1901-2 the concessionaire was repre-
sented only by a few prospectors and engineers, scattered about
in remote and undeveloped areas, which in less than thirty years
had developed into a great highly-organized industrial concern,
employing by then some 20,000 persons in Iran.  Negotiations for
the modernization of the D'Arcy concession were started accordingly
and culminated in the spring of 1933, when a new concession was
drawn up on terms agreeable to both parties, DBriefly the period
of the concession was extended to 1993; the concessionary zone was
to be limited to 100,000 square miles chosen by the Company within
five years; the annual royalty,which had previously been a per-
centage of the net profits, as placed on a tonnage basis plus a
participation in the distributed profits on all the Company's
operations in Iran and elsewhere; the comnany's operations were
exempted from Iranian taxation in return for certein annual
payments per ton of oil; and the Iranian Treasury was protected
against Sterling denreciati on, The Company's adoption of the
ancient name of Iran, instead of Persia, in June 1935, was
symbolic of the new and closer identification of the interests of
the two parties,” :
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C. Operations Under The 1933 .igreement

In contrast to its dissatisfaction with the D'Arcy asgreement, the
Comrany shotld have viewed the 1933 Agreement as highly favorable, The
new sgreement gave the Company every possible incentive to expand production,
refining facilities, ocean transportation, and marketing facilities in
consuming countries, Iran's only claim for payment under the agreement
was based on oil exported or sold, save for the right to 20! of dividends
paid to shareholders,

The 1933 agreement imposed on the Company only two obligations not
present in the D'Arcy agreement, These were elimination of waste by
employing the latest techniques of efficient operations and the training
and the employment of Iranians, However, the implementation of thesé two
obligations imposed no burden on the Company. On the contrary, the Company,
whose name was changed in 1935 to anglo-Iranian Gil Company (Al0C), had as
much to gain the long run as Iran by conserving the oil resources of the
country and by employing Iranians to the maximum extent possible,

In its 1950 report the Company claims that the 1933 agreement caused
it to increase production and to invest considerable sums in Iran for the
expansion of its refinery and other installati ons,

The expansion of production between 1933 and 1939 reflected a LOy
increase from 7 million to 10 million tons, However, in an earlier seven
years pericd from 1923 to 1930, production increased from 3,000,000 tons to
5 million tons, or an expansion rate of nearly 70%. After 1912 the
requirements of allied forces in Vorld War II caused a further expansion
and skyrocketed production up to 17 million tons by 19L5. Similarly, in
the post-war period of the next five years, the recuirements for rehabilitation,
the replacement of war-destroyed refineries, and the rerlacement of Russian~
satellite oil, further increased production to 32 million tons, or almost
100;. in five years. The increased annual rate of 22 million tons, or 200y
more than the last pre-war year of 1939, could not have been foreseen in
1933, lioreover, it cannot be claimed that this additional market was
created as a result of the Company's efforts inspired by the favorable
terms of the 1933 Agreenent.

It is therefore evident that the increased production from 7 to 10
million tons in the pre-war period was not due to the favorable terms of
the 1933 agreement, but rather to the normal increased demand, There
appears little doubt that the greater output since the beginning of the
war was not influenced by the 1933 dAgreement but was the result of the
war and the post~war requirements., between 1941 and 1950 the added pro-
duction amcunted to 85 million tons, This additional quantity would have
been produced had the D'Arcy concession been preserved, but Iran's share
would have teen several times higher,

Over 18 years of operation under the 1933 4Agreement, prices for
petroleum products increased frem 200 to 300 percent, while costs tended
to decline reflecting operations at the greater volume and improvements
in the techniques of production and refining., 4& a result, AIOC's
profits reached unprecedented heights,



By 1950 the Company's facilities were capable of transporting and
marketing not only the 32 million tons produced in Iran, but also a
substantial production in huweit, Quatar and Iraq. . It should be noted
that this expansion was achieved with no additional investment of capital
in the Company.,

Thanks to the policy of ploughing its profits into expansion, the
#I0C today is tne largest 0il Coupany outside the United States,. In total
world-wide production, refining, transportation and marketing it is a close
second to the Standard 0il Company of New Jersey,

This position has been attained by the Company almost entirely from
profits on its integrated operations based on Iranian Oil.}/

Ds Violations of "The 1933 agreement" Claimed By Iran

Despite its incredibly profitable operations the Company displayed
an irresistible urge to minimize its obligations in regard to royalty
payments and other benefits required by this agreement, and,at every
opportunity, to enhance its profits at the expense of Iran,

1. Lividend Policy

The Company's Jirectors vpursued a conscious policy of limiting dividends
notwithstanding the fact that, according to its financial statements, profits
before depreciation and taxes increased from 2! million in 1933 to L22
million in 1950. It is to be noted that these statements do not include all
profits because they exclude 59 distributing subsidiaries and allied
companies located outside the United Kingdom, OCver this period dividends
were increased by 15 million of which Iran's share in any one year was less
than .3 million. The conservative nature of the Company's dividend policy
is indicated by the distribution of the 1950 profits which amounted to
422 millions British income taxes - ,1L2 million, allocations to reserves
and carry forward - 215 million, royalties .45 million and total dividends -
20 million.2/ To repeat, these figures do not include the operations of the
Company's subsidiaries, the profits of which are not published and are
therefore unknovm,

It is true that in 1950 the Company was under British law barred from
paying dividends of higher than 30.. However, even in 1947 when this law
did not apply, the Company paid very small dividendscompared with its
profits, as the following figures will shows

Total profits before deoreciation and royalties: 200 million,.

British Income Taxes 61 million 3/
Royalties to Iran 28,5 million
Dividend 28,5 million
Retained by Company as

Depreciation & Reserves 82 million

1/ Appéndix‘F
2/ At 480 to 1
3/ 4t ;h.02 to E1
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In view of these facts, it is clear that the Company did not act in
good faith in maintaining a dividend policy consistent with earnings and
actually violated the intent of the 1933 Agreement. They point out that this
arrangement for sharing dividends was offered by the Company in lieu of
adjusting the fixed rate of royalties per ton, This was intended as a means
of sharing with Iran the increased profits which might result from higher
prices, The Company circumvented the explicit purpose of this arrangement
in order to reduce royalty payments to the lowest possible level,

2. ‘‘asteful Operations

The 1933 agreement vprovides for the payment of royalties and taxes
on petroleum sold and exported, instead of on producticn, This provision
of the concession encouraged AI0C to waste large quantities of petroleum
under a well-known "mining policy". The oil fields yield over 150 million
cubic feet of natural gas per day which is entirely wasted, The .orrison-
Knudsen report shows that a pipeline to 7 cities in Iran, including a
distribution system, would not have cost more than ,70 million and would
have been profitable. .:fforts to induce the Company to carry out this
project'were fruitless, as it had no desire to increase its investment in
Iran.

In the refinery itself nearly 7, of crude production (about 1 =3/L
million tons annually) is lost, whereas a great part of it could be recap-
tured as gases and used to iuel the refinery, power plant, and other
installations, This fuel requirement is close to a million tons, This
means that the Company preferred to use additional quantities of petroleum
rather than to engage in conservation which would involve capital expenditures
v installations, Under this pelicy the Company had the obligation to pay
royalties on the 1 million tons used as fuel, Hundreds of thousands of tons
were also recycled on which ne royalty was paid -- in similar practices in
Venezuela royalties are paid to the Government,

3. Enployment of Foreigners

As previously stated, under the 1933 Agreement the British undertook
to train and employ Iranians in order that the Company's operations in Iran
would be staffed to the maximum extent with Iranian nationals, The Iranians
claim that the Company has violated this provision of the agreement by not
reducing the number of foreigners employed but by increasing them,.. For
example, in 193l they report that the Company had 740 British employees as
compared with 2,725 in 1950, In 193L foreign clerks and mechanics, prin-
cipally Indians, numbered 1,059, and by 1950 this number had increased to
1,778, During this same period the number of Iranian employees also
increased from 7800 to 31,875, The Iranians were particularly sensitive
to what they regarded as the British policy of keeping Iranians oyt of
technical positions and saw no excuse for the employment of foreign clerks
and mechanics in place of available Iranian personiel,. s partial explanation
given for the large number of British employees after 'orld "ar II was the
British practice of providing sinecures for ex-military personnel,

The AI0C cites expansion in production from 7 million tons in 1933
to 32 million in 1550 and a five to six fold increase in its Iranian labor
force as against the four fold increase in the number of British employees,
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The Iranians claim that a large proportion of Iranian labor was employed

on construction and contract work which had no relation whatsoever to the
operations of nroduction and reiining. rurthermore, even if a four-fold

rise in production justified a similar increase in the number of technicians -
which is questionable - this increase had been entirely reflected in british
persomnel, Consequently, it is obvious that the Company had in no way
carried cut its obligationsto replace British technicians by Iranians..

The Company also discriminated against the Iranian technical and
gdministrative stafi in regard to salary, emoluments and promotions.
Under these circumstances many of the Iranian staff preferred employment
elsewhere rather than be treated as inferiors in their own country,

Lo Living Conditions - 'ages and Housing of Iranian Personnel,

The Commany was under increasing attack by Iranian public opinion for
its failure to provide Iranians with decent housing accommodations and a
fair wage. This criticism was heightened by a visual comparison of favorable
living conditions and amenities provided British and other foreign employees
with sub-standard or total lack of accommodations for the Iranian workers.,
The Iranians point out that two large settlements for Iranian workers are
known as Chadorabad and Hasirabad meaning "Tentland" and "liatland" respec-
tively, and indicating that these settlements consist of canvas and mat
shelters,

The report of the Internmational Labor Organization on labor conditions
states:

"At the end of 1549 about 90, of the salaried staff
consisting almest entirely of British nationals had been
given accommodation in company houses. Un the other hand,
out of 31,875 wage earners, only 5,298 or 16.6 percent were
in company houses., The great majority of the oil workers
live in the older overcrowded sections where more often than
not an entire family, or three or four bachelors occupy one
room, hents are very high and an attenpt made by the Govern-
ment to fix a ceiling on rents has utterly failed. FPinally,
another group of workers live in huts and tents which the
Company put up in 194LE to accommodate homeless workers. In
the oil fields the situation was somewhat better; 62,50 of the
British stafi were accomnodated in Company housing as against
a little over 35 of the Iranians,

"Distressing as these conditions are they are incomparably
better than that of the contract labor employed within the
Company's area who are excluded from all the schemes which the
company operates for its owm workers. This exclusion is partic-
ularly serious in the field of health and services, Contract
workers are not entitled to admission to the only hospital in
Abadan, the company hospital,"

The AJOC claims that shortages of materials had prevented it from
providing more housing, The Iranians, however, consider the alleged
shortage of material only as an excuse, Ther compare the conditions in
Abadan with those in Saudi srabia, where, despite a total lack of local
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materials and labor, Aramco has managed to provide adequate housing,
hosnitals, schools, and other social services for all its workers,

Despite the exceedingly profitable operations of the Company, the
wages and social benefits paid to Iranian labor were only one-quarter the
wages and social benefits received by comparable workers in Venezuela,

The oil industry was estazblished in Venezuela and Iran about the same time;
nevertheless, the rate of increase in real wages in Venezuela has by far
exceeded that in Iran and consequently today Venezuelan labor enjoys a
considerably higher standard of living, while Iranian labor still receives
only a subsistence wage based on a low standard of living. The low wages
in turn are to a great extent responsible for the low cost of crude which
is only 5 cents per barrel in Iran against 70 cents in Venezuela., The

low production cost in Iran admittedly is chiefly due to the fact that all
of Iran's production is from eighty wells, each of which yields an average
of 3 million barrels annually, This however in itself is an additional
justification for higher wages and better labor conditions,

The Company states that its scale of wages and salayies was higher
than that of industrial concerns in other parts of Iran. It must be
pointed out however that the climate of the oil fields and Abadan, high
cost of living conditions and the out of residence character of its employ-
ment forced the Company to offer a higher scale of wages as an inducement
in order to attract labor, Though the Company's wage scale was higher than
that current in other cities in Iran, nevertheless, the fact remains that
it was only a subsistence wage.

IV, ICXPLOITATION OF IRANIAN RUSOURCLS
UNDER COLONIAL PQLICY '

A, Unjust bnrichment

In looking back over the forty years of exploitation to evaluate the
equity of profit-sharing arrangements between the concessionaires and Iran,
it is necessary to rely almost entirely upon estimates to determine the
profits, having no access to the unpublished financial accounts of the
concessionaires, These estimates are shown in the following two tables:

wstimeted _arnings from Iranian 0il, FOB
Production in Average Price istimated Sales

wiliion Bbls, per Bbl, in ki:lions

191k /192l 123 @ 2450 e 369
1925/1929 225 1.50 337
1930/1935 307 1,10 340
153671939 291 1.20 3L9
19L0/19L5 92 1,30 639
1946/1549 695 2430 1,598
1950 210 2,50 600
1951 to June _ 338 2.50 337

2550 T,,569
allowance for all costs including depreciation 929

93 s 6’40

R
———
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sstimated Profits from all Operations
: (In idlilions)

1) Profits on 2,500 million barrels oil
products exported from Iran 3,640

2) Profits from distribution and tanker
transporthtion 1,200

3) Profits from Irag and other enter-
prises 160
.5,000
The following represents the distribution of these profits:

Distribution of Profits (In lillions)

1) To British Government as difference
between Admiralty Contract and market

prices 5 500
2) British Income Taxes
(Including Subsidiary Companies) 1000
TOTAL BRITISH GOVERNWENT 41,500
3) Iranian Government 450 3
l4) Shareholders (British Government share
180) 350
5) ketained by the Company 2,700

vggzOOO

To substantiate the figure of 2,700 million dollars retained by the
Company up to June 1951, the following figures from the 1950 Financial
Statement of the Company may be cited:

Assets (In Millions)l/

Refineries, Installations and Tankers )
& Investment in Subsidiary and Allied Companies) » 920
Qil IExploration (Kuweit) 176
At Cost before Depreciation 1096
Current net assets 381
"1L80
1951 Profits from Iranian oil 225

Balance being estimated amount of Profits

el phoned into Subsidiaries 995
2700

¥ Including payments other than royalty
;/ As most of the assets of the Company were acquired before 1948, the
~ sterling dollar conversion rate was taken as ,4 to &1 sterling.
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On the basis of these estimates, the Company deprived Iran of some
1,200 million by failing to perform its obligation in good faith under
the D'Arcy Concession and by engineering its:replacement with the unfav-
orable agreement in 1933, This figure is supported by the following
analysis which assumes compliance with the terms of the D'Arcy Concession
applied to the entire forty year period of exploitation,

(In (41lions)
1) Royalties at the rate of 16% of profits . 800

2) 10% share of dividends on 50% of gross
profits 250

3) Iranian income tax of 154 average rate
on total net profits (excluding tanker

profits} of say L,000 600
Total Income due Iran 21650
Total payments actually received by Iran _L5o
Net Loss to I;én ' 1200

These estimates can only be checked by a full disclosure of the
Company's records and an audit by independent examiners, Believing these
figures to be a reasonable appraisal, the concessionaires may be charged
with unjust enrichment.

Taile there may be some argument as to the degree oi unjust enrichment,
the Company's financial statements covering a segment of its operations tend
to support this charge.

For example, 4I0C's 1950 Profit and Loss Statement}/already quoted
which includes production, transportztion and distributicn in the United
Kingiom only and excludes £9 subsidiary companies abroad, show the following
major breakdown:

(In liillions)

1) Profits before depreciation and taxes 5415
2) British Taxes h2.
3) Royalty to Iran L5
L) Dividends to Stockholders 15
5) Provision for depreciation and )
prcfits retained by Company ) _213 B
15 wh15

There appears little doubt that AJOC's financial statements grossly
understate earnings which are hidden by the following practices:

1) Sales to the admiralty at about cost;

2) Sales to subsidiaries at less than commercial prices thereby
shifting profits to accounts which are not published; and

3) ixcessive denreciation allowances charged as costs.

1/ Lppendix E
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While the amounts lost to Iran by these practices cannot be substan-
tiated, its proportion is suggested by the estimated 500 million discount
to the admiralty and the 1950 depreciation of .,1606 million deducted as costs,
As a result of this high depreciation policy, the original investment cost
of about 41,100 million had been written off to almost a third of that
figure by 1950, The amount represented by sales discounts made by the
reporting company to its non-reporting subsidiaries is not available, but
consistent with the Company's practice, this offered a major opportunity
to minimize the disclosure of profits,

The 1950 financial statement of the Company, by showing profits of
15 million, including profits on tankers and subsidiaries operating in the
United Kingdom, support the above conclusions. The profits derived from
Iranian oil alone amounted to 450 million, This estimte is arrived at
by valuing all exports from Iran at commercial prices and by making a.liberal
allowance for costs and depreciation. The computations for 1950 are as
follows:

(In 1dllions)

Total value of Iranian exports Total operating costs in-
at commercial prices - cluding allowances for
190 million barrels refined depreciation ~ 2105

prOductS w 12.70 .-o-ovocoooqn#513

50 million barrels Crude Tatal paymente to Iran L5

@ 91075 Beseesesansssscessveey 87.5 Prorit hSO.S
,600. 160045

It is clear that if profits on tankers and United Kingdom subsidiaries
were added to the 450 million derived from Iranian oil, the total profits
would reach the neighborhoed of ,550 million. Uhat the grand total profit
would be if the earnings on 59 subsidiary distributing companies were also
inciluded is difficult to predict, but it might run as high as :3650 million.,

Like the Standard 0il Company (New Jersey), AIOC is a completely
integrated producer and marketer of petroleum. A comparison of their
1950 financia) reports is revealing:
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JERSEY ATOC
(IN [iillions) (In villions)
1) Net Assets #3,693 + 800
2) Capital invested in or loaned
to the Company 1,384 100
3) Property, plant and equipmert
at cost 3,875 1,096
i) Property, etc., after depreciation 2,125 L16
5) Investment in property, etc,
per barrel ( #6.68) ( #3450)
6) Crude production 510 313
7) Net Crude Purchases 72 - 77
8) Refinery runs 582 236
9) Tanker Fleet Owned -
Number of vessels (169) (153)
Uead weight tonnage (2,250,000) (1,854,000)
10) Net Income before Income Taxes
and depreciation oLB8 370
11 Wet income per barrel (1.63) (1.18)

* after royalties

It should be noted in the comparison that the Jersey statement includes
all its subgsidiaries, whereas the AJOC statement excludes subsidiaries in
distribution outside the U.K. as well as its numerous allied companies.
Jersey's operations were built upon paid in capital and loans of '1,38L
million as compared with AIOC's performance of turning a paid in capital
of 100 million into an integrated operation capable of handling 5h4% of
Jersey's volune, 'hile Jersey's assets represent censiderable invested
capital, AICC's umpire is built almost entirely out of earnings.

To the reviewer not familiar with AICC practices, AI0C's published
statement would give an entirely erroneous impression. Profits of 370
million after royazlties shown by aI0C in 1950 exclude profits on subsidiary
and allied companies, Liorcover, this figure is understated by the amount
of discounts on sales designed to shift profits to subsidiaries and to the
British Government on deliveries under the aAdmiralty Contract, and by
congealing profits through excessive depreciation charges,

As a result of these practices, AICC's financial statements show a
profit per barrel of ,1.18 as compared with Jersey's ,1.50, Actually, if
AIOC's consolidated statement were comparable to Jersey'!s, the profit per
barrel would be ,2;10, or a total of ,655 million. AIOC's 30% higher
estimated profit per barrel is explained by the fact that all of its
production was in the low-cost Iranian area; whereas, Jersey's production
consisted of 90 in the high-cost Vlestern Hemisphere and only 10% in the
low-cost }Hicdle fast area,

Un g total paid-in investment of 100 million the Company pyramided
its earnings by 1950 into a world-wide 0i]l Empire consisting of annual
crude cil production of 313 million barrels, 13 refineries with a capacity
of 236 million barrels, ocean-going tarkers of close to 2 million tons
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deadweight capacity, and world-wide distributing and marketing facilities.

In addition, up to 1950 the Company and its subsidiaries paid out of earnings
to the British Government 1,680 million in taxes and dividends, including
the discount to the Admiralty amounting to .500 million. Other stockholders
received 170 million, while Iran only received ;450 million or less than 9%
of total profits,

Iran's case against the Company for unjust enrichment was so apparent
that the Company did not deny it in principle. The Company states that it
was always ready to consider the Iranian viewpoint, It cites the fact that
in 1940 despite the loss of its European markets it agreed to minimum
royalty payments during the war peried of ‘16 million per annum,

The Company adds that, because of changed circumstances and the great
rise in the price of oil products, it recognized Iran's right to higher
royalties and was always willing to negotiate a revision of the 1933 iAgreement,
The Company claims, moreover, that up to 19.:3 Iran was receiving as much
royalty as any other Caribbean or liddle Bastern country, and that until
four or five years age the Saudi arabia and Kuweit fields had not come into
production, while Jraq production had remained stationary since 1930 owing
to pipeline limitaticnss,

Thus in its 1950 annual hkeport the AIOC states:

"...that the Company had taken the initiative in 1948 in
opening discussions with the Iranian Government....at the

time when the policy of dividend limitation was introduced

in this country (United Kingdom}.,.but the offer was not

taken up by the Iranian representative who preferred that it
should form part of a more comprehensive settiement.... The
aim of the talks leading up to the Supplementary sgreement
was a search by both parties for a method whereby the Iranian
Government would receive higher payments in recognition of the
changed economic conditions which the war had brought about,.”

The Iranians point out that there was a great volume of production
in Venezuela and that the dissatisfaction there with royalty payments
resulted in an agreement in 1943 which established the flftybflfty profit~
sharing principle,

Royalty payments to Irag, Saudi Arabia, and Kuweit cannot be used
as a basis of comparison for the share Iran should receive from the
exploitation of her oil resources, for the following reasons:

1) That Iran is an exporter of refined products while the
other .iddle Eastern countries are exporters of crude;
consequently refining profits must also be taken into
consideration in the case of Iran, and

2) That the Saudi Arabia and kuweit fields had just come into
production and the heavy capital expenditure had not yet
been recouped, The Iranian fields have been exploited for
the past forty years, and the AIOC had recovered its injtial
investment of ;100 million twenty-five to thirty years ago,
Since then its profits amount to about 25 times the original
capital.
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During the second Vorld ar, Iran was occupied by Russian &nd
British forces and consequently was in no position to demand an equitable
share of the profits made by AIOC on Iranian oil.,

Not only so, the Iranians claim that the Company had resumed its
political activities and interfered actively and openly in the internal
affairs of Iran, Its financial power and patronage combined with the
nrestige which the political support of the British Government gave the
Company were such that it openly controlled elections and the appointment
and dismissal of Government officiais. By 19L6, the gquestion of concession
terms again became a national issue, At this time, Russia took advantage
of its position as one of the allied occupation forces in Iran and pressed
for a concession covering the northern provinces, An agreement with the
Soviets was signed, but it was so unpopular that it was not ratified by the
i’.'iajles .

In rejecting the agreement, the iiajles added a rider compelling the
Iranian Government to enforce its rights against the a4I0C and to correct
the condition of unjust enrichment, This mandate from the Iranian Parliament
brought on the negotiations leading up to the Supplementary asgreement of
19L9.

B, The Supplementary Agreement.l/

Iranians claim that despite the mandate of the iajles, AIOC, backed by
the British Government, used its influence and powsr to prevent any action
from being taken for some time. Pressure of public opinion eventuaglly forced
the Iranian Government to appoint a Commission to start negotiations.

The Commission made the following basic demands:

1) 2 rise in rates of payments in liesu of income tax so
that combined with royalty total payments should equal
50% of the profits derived from Iranian oil; the Govern-
ment's 20, interest in the Company's dividends to remain
unchanged;

2) Cash payment of 207 of the Company's reserves;

3) Implementation of the Company's obligation to replace foreign
technicians by Iranians;

L) Reduction of prices of oil products sold for consumption in
Iran to the levels of the admiralty contract; and

5) Implementation of the Company's obligation to make the most
economic use of the oil resources,

Despite the fact that the 50-50 profit-sharing principle had been
established in Venezuela since 1943, the Company rejected this basis for
royalty payments,

1/ appendix C
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After prolonged negotiations, AIOC offered a 50% raise in the
rates of royalty and a 257 raise in the payments in lieu of income taxes,
increasing total receipts per barrel to 26 cents, In recognition of the
dividend provisions of the 1933 /igreement which heretofore had been
frustrated by the declaration of small dividends, AIOC offered a cash
payment of 207 of its reserves and future minimum annual payments of 11
million. The Company also offered a discount of 25. on liexican Gulf prices
for oil preducts sold for national consumntion, The Commission considered
the Company's offer inadequate and unacceptable., However, pressure was
brought to bear upon the Government, an agreement embodying these terms
was signed on July 17, 19L9, and macie retroactive to 1948, This agreement
is known as the Supplementary agreement of 1949,

The signature of this Agreement according to the Iranians was carefully
timed to coincide with the adjournment of Parliament required by the
Constitution, thus permitting that body only a few days in which to discuss
and ratify it. This last minute submission, plus the great urgency
asscciated with the demands for its ratification, caused great suspicion
and it became a popular issue in Iran. ''hen the terms became known, so
much public dissatisfaction was expressed that the Deputies refused to
debate it, Tollowing governments, sensitive to the popular dissatisfaction
with the Agreement, did not press the ilajles for its ratification, and
eventually »uthdrew it on Deceber 26, 1950,

: In mid-1950 it became knowvn that Aramco was inclined to agree to a
so-called 50-50 division of profits with Saudi Arabia, producing payments
of about 55 cents ver barrel, Under these circumstances it was rather
incredible that ATOC should expect Iran to accept the 26 cents provided
under the Supplementary Agreement. The Iranians say that Aramco
previously informed AIOC that it had decided to make this Agreement with
Saudi Arabia, and recommended that the same terms be offered to Iran,
They claim that AIOC rejected this higher pattern of royalties for the
ldddle East on the ground that it was too liberal and unnecessary, and
AIOC reminded Aramco of its experience and success in dealing with the
Iranians over the past fifty years.

By the end of February 1951, AIOC began to appreciate the desirability
of amending its policies in recognition of the force of public opinion in
Iran., Early in liarch it informed the Iranian Gevernment that it was now
prepared to pay royalties on the basis of 55 cents a barrel under a
purported 50-50 profit-sharing formula. This propcsal, however, camestoo
late, It was considered such a futile gesture both by the Government and the
Company that it was only publicized about a month later,

In the meantime popular demand for nati¢nalization of the oil
industry had reached an intense pitch,
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V. IRAN'S SOVHERLIGHTY RIAFFIRIED

1/

A, WNationalization of the 0il Industry~

On sarch 15, the .ajles decided unanimously to give effect to the
recomnendation of its 0il Commission to nationalize the 0il industry,
Five days later, the Senate unanimously confirmed that resolution.

In taking this momentous action, the Iranian lLegislature reactsd to
the public will, Although it was a popular decision, the legislature
was largely influenced by the mature consideration given the problem by its
0il Commission, In sumnary, this commission made the findings that because
of Iren's fifty years experience in dealing with the Company and its unmis-
tarable insistence on continuing its past policies, no confidence could be
placed in the Company. This conclusion was based on the following considera-
tionss

1) Vhile pruporting to be a private Company, the AIOC actually
exerted the power of the British Government as well as its own
financial rower, and interfered extensively in the internal
affairs of Iran, This interference threatened the sovereignty
and political independence of Iranj

2) The Company's power and patrcnage exerted a baneful and corrupting
influence;

3) ixperience had demonstrated that despite obligations written into
Concessions, the Company had manared to evade these obligations in
one manner or ancther, It had contributed very little income to
Iran while it had unjustly enriched itself by systematic violations
and by extensive exploitation; and

L) The Company's operations did not benefit Iran, but actually
retarded its economic development through the exercise of
political and economic control, The normal growth of other
industries was discouraged for the gpurpose of keeping Iranian
labor dependent on the Company and of maintaining thelr wages
at subsistence levels, The Company mads no effort to build up
by=products industries usually associated with the refining of
petroleum, It also discouraged the greowth of Iranian industries
to supply its requirements which were almost entirely imported,
AS a result, the Company literally exploited Iranian labor by
paying sub-standard wages and providing miserable living conditions,
In return, Iran only received a snall royalty payment.

Another important consideration was that the Company's highly profitable

franchise in Iran and its political influence were coveted by Iran's powerful
neighbor,

In view of these considerations the 0il Commission concluded that the
exploitation of Iran's oil resources by a foreign company had been a failure

1/ appendix D
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so far as resulting in benefits to Iran and that in the future such
arrangements could no longer be tolerated, The only practical alternative,
in the light of these circumstances, was nationalization, which would
provide a sound basis for Iranian control ¢~ the industry and sale of oil
at a reasonable price. In arriving at this conclusion, the 0il Comaission
was aware of the existence of the "World 0il Cartel", and fully realized
that the implementation of nationalization would be met by the opposition,
not only of the AIOC and the British Govermnment, but the other major oil
companies as well, This opposition was expected in terms of the boycott
of technicsl assistance, tanker transportation, and intimidation of indew-
pendent ccupanies who might otherwise consider buying oil from Iran.
Against these adverse factors was weighed the prospect of perpetuating the
Company's strangle-hold on the Iranian pe¢-dle. The Commission finally
concluded that no sacrifice was too great in gaining liberation from the
Company's domination,

Be The Legality of Nationalization

The action of Iran in nationalizing its oil industry has aroused in
some business circles the fear that this action undermines the faith in
contractual undertakings -- the foundation of modern industry and commerce.

Iran heartily subscribes to the universal principle that a bona fide
contract must be honored and perfecrmed in good faith by the parties, Over
a long period of time Iran conscientiously endeavored to obtain the
concessionaire's faithful performance of its obligations, and to secure an
equitable basis of Iran's participation in the industry's profits, Failing
in this effort, naticnalization was decided upon as the only policy consistent
with the sovereign obligations of the Iranian Government in safeguarding the
eccnomic and political integrity of its people and resources,

The basic issue raised by naticnalization is not the question of its
legality under international law. The sovereign right of a nation to
nationalize or condemn private property within its borders for public use
is well-established, But the issue is whether Iran's action in the eyes
of the world is morally justified.

Was Iran's action motivated by the desire to achieve objectives to
which she is entitled? Vas Iran's action directed against a bona fide
contract or was it designed to correct a basic wrong which the concessionaire
attempted to perpetuate? Vas Iran's action provoked by the concessionaire's
malfeasance of such gravity as to destroy faith in the basis of the
relationship? 4nd, was Iran's action a reasorable exercise of sovereign
power and compatible with its obligation to protect its people and resources?

This paper has attempted to marshal the evidence bearing on these as
well as other questions. In summary, evidence supports Iran's conclusion
that:

1) Uhile the D'Arcy Concession was negotiated at arm's length -
neither party being under duress - and was an agreement mutually
beneficial to the parties, its terms and intentions were aborted
by the concessionaire's malieasance and bad faith;
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L)

5)

6)

7)

8)

9)

10)
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Under that Agreement, the Company acted not as a
comnercial organization but as a political and military
power by employing the force of the British Government
which had been given a majority interest for that very
purpose;

The Company, reinforced with British politicil and military
power, could and did render Iran powerless to enforce an
equitable performance of the terms;

kot satisfied with the great profits yielded by the D'Arcy
Concession, the Company employed British political and
military power to engineer the replacement of that concession
with the 1933 aAgreement under which its operations would be
even more profitable;

By misrepresenting profits under the D'Arcy Concession and by
false promises of profits to Iran flowing from a proposed new
agreement, the Company beguiled Iran into annulling the UVArcy
Concession which the Company for ..ears had violated and made
every efiort to change;

Instead of referring to arbitration the major question under the
L'arcy Agreement of how preoiits were to be defined and of how
Iran was to realize the benefits of its 1C percent ownership
participation, the Company freed itself irom royalty payments

on its profits from world-wide operations of refining and
distribution, as well as production, by insisting on a new
concession which would limit royalties to a fixed rate per ton
on Iran's oil production;

Lespite the refusal of Iran to accept these new terms, the
Company,. reinforced by the political and military might of the
British Empire, succeeded in forcing the Shah to capitulate,

Aware of the hopelessness in opposing this force and the atility
of the British to carry out its threats of occupation and ceercion,
the Iranian Parliament, under duress, supported the Shah in
capitulating to the new terms and ratified the igreement without
discussion;

The Company failed to comply with the terms of the 1933 Agreement
as well as the D'ircy Concession, and unjustly enriched itself to
such an extent as to vitiate the basis on which Iran could continue
the relationship;

After Viorld Viar II and up to the enactment of the Nationalization
Law, Iran's plea for terms as favorable as those obtained by
Venezuela (the only producing area in a comparable situation) met
with the uncompromising attitude of the Company which insisted
on perpetuating arrangements under which it would continue to be
unjustly enriched by limiting royalty payments;

In securing its profits position, the Company pursued policies and
practices whicnh took the form not only of external political and
military coercion, but of a comprehensive system of interference
and domination in the internal affairs of Iran;
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11) In the two yvears preceding nationalization negotiations with
the Company brought out its insistence on preserving the system
under which its policies of interference and domination would be
continued, to ensure its unjust enrichment in the future;

12) iaced with these conditions and the unrelenting policy of the
Company, Iran concluded that a mutuality of interest with the
Company could not exist and that an agreement could not be made
with the Company without the destruction of Iranian integrity
and the unconscionable abdication of her sovereign obligations; and

13) Nationalizution of the oil industry was an action of last resort,
but in its enactment Iran provided legal safeguards by which the
Company was assured compensation for property in Iran and also a
prior claim to Iranian oil supplies for its markets,

The chief argument made against Naticnalization is that it violates
the clauses in the 1933 iAgreement which provide that Iran shall not annul!
the Concession by general or special legislative action, and that issues in
dispute shall be submitted to arbitration., It is argued, therefore, that
Iran's action in nationaliziég the oil industry violated that agreement.,

The Iranian answer to this argument is that nationalization is not a
dispute arising out of the alleged 1933 agreement but thét nationalization
was an action taken under Iran's sovereign right to commit private property
within its borders to public use., This absolute sovereign right, universally
recognized, could not be compromised bty any ccmmercial agreements, because
such agreements could not delegate authority over subjects involving national
sovereignty to any arbiter. This explains Iran's stand on arbitration.

Tith respect to Britiin's petition to the orld Court, Iran's case is
quite clear. No jurisdiction was granted by Iran under its general conditions
of recognition given to the Vorld Court, In that recognition, Iran made a
reservation excluding all matters within its domestic jurisdiction, This
reservation is similar to that made by the United States, Great Britain and
other governments.

The only other possibile basis of the court's jurisdiction is that the
controversy is international and between two nations, This basis has no
legal foundation because there is no privity of contract between Great
Britain and Iran as regards the oil industry., AIOC's rights derive from a
concession granted by Iran to private individuals and at no time was Great
Britain recognized by Iran as the successor of these concession rights, -
The purchase tv Great Britain of the majority interest in aPOC, AICC's
predecessor, was the acquisition of commercidl.rights, equal to and no
greater than those of the private individuals to whom the concession was
originally granted. By no stretch of legal construction could it be held
that that purchzse vested rights in Great Britain comparable to those which
would exist in a treaty between two nations, -
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VI. FROBLIMS OF R.STORING PROLUCTION
UNui JaTTONALIZATION

A, VNegotiations BetweenuIrgn,and the 3British

Immediately following nationalization, the British Government came
forward to deslwith Iran, Former efforts by Iran to solicit the British
Government's participation in working out satisfactory terms with the
Company had failed because the British Government stated that it would
not interfere in the affairs of a private company. .fter nationalization,
however, the British Government not only intervened in the negotiations
between Iran and the Company but also backed up its demands by dispatching
units of the Royal Navy to Iranian waters, and threatened the occupation
of Abadan by paratroopers for the ostensible reason of protecting British
lives, The British Government went further; it openly suggested the over-
throw of the ..ossadegh Government and sponsored the rise to power of a
more "reasonable" leader with whom negotiations could be conducteds To ‘
encourage this result, economic sanctions were imposed against Iran, including
the freezing of Iranian funds, the boycott of exports to Iran, and the threat
of legal and economic reprisals apainst independent marketers who might be
tempted to purchase oil from Iran, In the pattern of 1932, the British
Government invoked the alleged jurisdiction of the International Court of
Justice at The Hague and the Security Council in NVew York.

iith the closing down of sbadan in June over the minor issue of
tanker receipts demanded by Iran, plans which had been carefully worked out
in advance with the american 0il Companies to supnly AIOC with oil were put
into operation,

' The Foreign Petroleum Committee was established in the Petroleum
Administration for Uefense following an exemption given by the Justice
Department from later vrosecution of the industry under the anti-trust
lawss This committee is composed of 19 companies, all subsidiaries of
the six major oil companies. In pooling the world-wide facilities of
these 19 companies, AIOC was assured of supplies required to replace
those formerly exported from Iran, This arrangement mot only assured
supplies to consumers but also protected AIOC from losing its markets.

This solicitude for a competitor's misfortune can be understood only in the
0il industry in which the major companies over a long period of time have
been in accord on major questions of concession payments, prices, expansion
and the sharing of markets, :

The pooling arrangement, including shipments from the U.S., and
Caribbean sources, has been working smoothly with the exception of shortages
in aviation gasoline and temporary tightness in the supply of bunkers and
fuel 0il, However, this has been accomplished at the expense of dollar
payments from the British Treasury at the rate of 600 million annually,
This drain on the slim British dollar reserve is one of the principal
reasons for the British dollar deficits which the American peonle are now
underwriting by an additional dollar grant to (reat Britain, The first
installment, of ,300 million was paid in Jamuary 1952,

The American oil companies! position in this controversy is not
altruistics By supporting AI0C they remove the economic pressure on the
Company to make a settlement in Iran. American companies are anxious to
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avoid a liberal settlement by AIOC in Iran which would tend to undermine
their royalty arrangements with other producing countries, In this attitude,
the American il companies overloock the fact that Iran is in a different
nosition from other widdle Last countries in that it is essentially an
exporter of refined products, whereas other liiddle sast countries are

wholly or principally exporters of crude, By virtue of the Abadan refinery -
the largest in the world - the value of Iran's exports are several times
greater than those of neighboring countries, and the sharing of profits on

an equitable basis would unavoidably give Iran a higher yield.

B, U,S;.Govergment'g.gfforts to Achieve a Settlement

Thus far the efforts of the Iranian Government and the Company to
achieve a settlement based on nationalization proved fruitless, The Jackson
proposal offered to accept nationalization in principle, but insisted that the
industry be operated and controlled through an Iranian subsidiary to be
organized by 1I0C, This offer was rejected because of the continued control
of the British and the required acceptance of a so~called profit-sharing
formula, Negotiations with the British thus became stalemated,

As a result of Ambassador Crady's positon that the U.S. should lend
its good offices as a mediator, the President sent . r, Averill Harriman to
Teheran, Through lir, Harriman's efforts the British sent a mission headed
by the Right Hon. Richard Stokes, Lord Privy Seal, who resubmitted the
Jackson proposal with the clarification that it would produce £50 million,
or 140 million. Iranians believe that ir, Stokes cited this figure to
impress them that they would obtain three times more than the royalties
received under the 1933 agreement, This offer was alsc rejected for the
same reason as the Jackson proposal., Both offers purported to be on a 50-50
profit-sharing basis, but actually they amounted to only 55 cents a barrel -
the same granted to other iiiddle East countries, which, as previously
explained, export crude and not refined products of higher value, It has
already been shown that the profits on Iranian oil exports are estimated
at about 450 million. The Iranians, therefore, are of the opinion that the
Stokes propesal was not even made in good faith, because half the profits
would amount to ,225 million instead of 140 million annually.

C. Iranian .fforts for a Settlement

Following the 3tokes offer an effort was made by lir. Hussein Ala,
former Prime ilinister and now iinister to the Court, to reppen negotiations.,

The British aAmbassador made disparaging remarks about this proposal
on the ground that it indicated no change of attitude, and that it was
neither signed nor on official paper, l/hen the last 350 technicians left
Abadan, the British Press attacked the Atlee Government for lack of good
faith in having refrained from taking advantage of the Ala proposal to
reopen negotiations, pointing out that it did represent a concession on
the part of Iran because it did not sven preclude the appointment of
a British General lianager,

After his successful repudiation of the British thesis in the
Security Council in iew York, Dr, ilossadegh remained three weeks in
Washington and made repeated overtures to reopen negotiations, Despite the
efforts of the State Department, however, the British displayed no interest,
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The Iranians are therefore convinced that the British have no desire
for a settlement except on their own terms.,
The British terms as expressed in the Jackson and Stokes offers,
though purporting to accept nationalization in princinle, did n.t propose

to give effect to it in practice,

D, The 0il Industry in The Iranian Lconomy

Over the past LO years, Iranis 13-18 million people have been engaged
principally in agriculture and to a limited extent in commerce and the
manufacture of textiles, No heavy industry or raw material production
or processing, other than oil, exists, despite the availability of raw
materials, labor, and access to the sea.

There is probably no country in the world with comparable resources
so retarded in its economic development as Iran, Yet it contains undoubtedly
the largest single integrated oil operation with the lowest production cost
in the world.

That contribution has this oil industry made to the Iranian economy?

1. 0il Royalties

Over a lO-year period of oil production, Iran received tciil-¥oyalties
of #113 million, say about, ,L435 million, From 1911 through 1920 no
royalties were received from; from 1921 through 1930, Iran received about
260 million, This amounted to approximately 157 of total Government
revenues in this period, Irom 1931 to 194l Iran's royalties amounted to
about : 125 million which, however, were earmarked for the purchase of
military equivment from abroad, During 'Jorld War II this equipment was
delivered &lmost intact to the British and Russian forces which cccupied
the country. Since no payment was received for this military equipment,
Iran did not benefit from these royalties which were in effect her con-
tribution to the war effort. In the last decade, the total amount of
royalties paid by the Company amounted to some 250 million., In the first
six years of this decade these royalties were used by the gov:rnment for
general expenses and constituted about 10% of total government receipts.

In the last four years the total oil revenues were allocated for development
projects of the Seven-Year Plan which should have amounted to about 125
million, although some portion of this amount was used for relief and

other purposes,

At nc time during this 4O-year pericd did royalty payments exceed
15% of total rovernment revenues. The 1950 oil royalties, the highest
annual payment received, represented 12, of total government revenue and
about L7 of national income.

2. Company Spending for Services in Iran

from 1911 to 1920 the labor force was Indian and very few Iranians
were employed by the Company, 4s the employment of foreign labor was
contrary to the terms of the D'arcy igreement, after considerable pressure
the Company stoprned importing Indian labor, and towards the end of the
twenties employed Iranian labor almost exclusively., Payments for Iranian
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- 3} -

services during these two decad:s amounted to some 10 million.

Sales of sterling from 1930 to 1941 to provide local currency for
local expenditures averayed about £375,000 per annum, say a total of about
16 million for the period. ''ith the cutbreak of "orld Yar II the expansion
in the industry resulted in a great increase in the..number of Iranians
employed and sales of sterling by the Company for 1941-1950 totaled about
£90 million, or about ,300 million for the decade., The Company's sterling
sales provided valuable foreign exchange to the Iranian economy and, in
the postwar period, constituted a substantial part of the foreign exchange
earnings of Iran, In 1550, for example, oil royalties, plus sterling
receiv.d in payment for local currency, accounted for approximately €0, of
Iran's ,160 million total foruign exchange earnings.

The figures quoted here refer to sales of sterling only, The actual
expenditure of the Company in Iran was more because the Company also earned
rials throush the sale of petroleum products and lubricants for internal
consumption which by 1950 had increased to over 800,000 tons per annum,

3. TImpact of the 0il Industry on Iran

Under its "mining" and exploitation policy, the AIOC contributed
relatively little to Iran; and moreover, through political interference
and domination AIOC prevented the normal development of local industries.
The free importation of supplies by AIOC stifle the growth of domestic
production, For example, the Company imported 70,000 tons of cement which
could have been produced locally and competitively. The low wace policy
of AJIOC dictated nreservation of a low standard of living,  In order to
concentrate on the highly profitable operation of exporting oil, the Company
refused to establish any by-product industries, normally associated with
0oil refining, which were unavoidably less profitable, 4nd, finally, it
obstructed the growth of industries which would compete for local labor
and thereby raise wages., 4s a result, Iran suffered the loss of industrial
development, The full result of t. e Company's domination is pointed out by
Iranians in the comparison of the economic progress made in. the last thirty
years by Turkey == less bountifully endowed with resources, but free from
big~company control.

L. Can Iran Endure the British Sanctions?

The out-of-pocket loss to Iran by the stopnage of o0il exports though
of some consequence can be endured. As previously stated, the pinch is
felt primarily in the loss of foreign exchange which will require a revision
of Iran's import policy. This revision, cutting down imports by ..50
million amnually, will necessarily eliminate the import of luxuries. It
will also curtail the imports of sugar, textiles, tea and machinery, It
will not affect the supply of basic food staples, fuel and housing which
are produced locally. Vith some belt-tightening, Iran should be able to
endure the economic hardships resulting from the stoppage of 0il exports
and other sanctions imposed by the British., The marked rise in the value
of Iranian exports during the past year will alleviate that hardship to
some extent,
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Since o0il exports were cut off, the National 0il Company of Iran
has taken full possession of the industry's plants and facilities. Toreign
experts, who have inspected the aAbadan refinery and other facilities, report
that they are being maintained in spick and span condition,. .The obligation
of maintaining the facilities and operating them challenges the honor and
the ability of the Iranians, and, "By God, they are going to do a good job
of keeping the thing in order", The Kermanshah refinery has been kept in
continuous operation -- 20,000 barrels daily; also, some uni.s of the huge
nbadan refinery have bDeen in operation to supply local consumption, Iranian
emnloyees of the former 0il Company have been kept on the job and paid,
Those not enga;ed in production are assigned to maintenance and repairs,

Foreign experts also concede that without foreign technical assistance,
Iran can immediately produce at the annual rate of 5 million tons (1/5 of
capacity) and with some foreign technical assistance up to 15 million tons
(3/5 of capacity). Any sizable production cannot be undertaken by Iran
without first establishing sales outlets and ocean transportation, “hile the
opportunities are limited and difficult to develop, over a period of time Iran
will undoubtedly make some export sales despite the opposition of the major
oil companies, -The principal weapon at Iran's disposal in her struggle for
markets is the ability to sell at low prices, based on a low cost of production,
and to accept soft currencies in payment., Conversely, the major oil companies
are somewhat vulnerable by reason of relatively higher costs and their
insistence on payments in dollars and sterling.

In view of these circumstances the Companv may in the long run find it
advantageous either to purchase Iranian oil themselves or to assign certain
markets to Iran,

E. Importance of Iranian Oil in World Supplies

The value of the Iranian oil industry and its huge proven resources
must be measured in terms of strategic imterests, as well as its relation
to the world oil industry,

1, Strategic Interests

The Iranian oil industry is as large as the entire estimated reserves,
production and refinery capacity of HKussia and her satellites, Because of
this fact, British and american petroleum policy must appraise the risk of
alienating Iranian supplies, formerly consumed almost entirely outside the
Russian markets, If the major oil companies succeed in continuing to shut
Iranian oil out of its former markets, it is unavoidable that this oil may
commence to flow in an ever-increasing stream to itussian and satellite
markets outside British and American company control,

2, Iran's Part of orld Supplies

In the short-run view, the world is well established with respect to
proven reserves estimated to be over 10-1/2 billion metric tons, At the
current rate of production of about half a billion metric tons annually,

a 20 year supply is readily available. Over 1 billion tons of the world's
proven reserves are located in Iran and about L=1/2 billion tons in the
iiddle Zast generally, The balance of the world's reserves are located
as follows: United States and other Vestern Hemisphere 5.1, and other
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Fastern Hemisphere ,9 billion tons.

In the long=-run view of more than 20 years, it is apparent that ‘the
adequacy of the world's reserves are highly uncertain, and Iran's 1 billion
tons may become critical.

The crude production capacity of the world is highly flexible., In the
idddle Last, each additional well will bring in from 2 to 3 million barrels
annually. In the last 12 months a demonstration of this flexibility was given
when Iran's total crude output in 1950 of 210 million barrels was replaced
by increasing crude production in other lidddle Zast countries, However, the
greatest short-run production flexibility is in the United States. 'ith a
normal production rate of 2 billion barrels annually, a system of "a.!lowables"
shuts in approximately S50 percent of that rate. Therefrcre, in an emergency,
an additional 1 billion barrel rate of production can be achieved almost
immediately by lifting the "allowables", In general, it may be stated that
the petroleum industry is well-equipped to meet any foreseeable crisis of
short-run duration by the production of crude from present proven reserves.

The refining segment of the oil indusiry represents the production
bottleneck, This is the governor used by the industry to stabilize the
petroleum market by limiting production, despite available reserves and
crude producing capacity. The well-established policy of the oil industry
is to aveoid unused refinery capacity and to assume that in the event of an
emergency, rationing will be imposed to limit civilian consumption in order
to make adequate supplies available to the military. Vhile this policy has
worked in the past, it promises to run into difficulties in the prelonged
period of a cold war in which military consumption is above normal levels,
and civilian consumption continues to increase year by year,

In the short-run, the Iranian oil industry is of major importance,
primarily by reason of the Abadan refinery and its huge capacity of 200
million barrels per year, This capacity is about 3% of the total world
refineries and about 18% of refinery capacity in the llastern Hemisphere,
excluding Russia, The Abadan refinery capacity is critical in view of the
demand for petroleum products which keeps the world's refineries operating
at full capacity. In the event of increased military demands, supplies
would fall short of meeting both military and civilian reguirements, Although
an accelerated refinery expansion program is now under way, it has limitations,
liachinery and materials are not in free supply because of the military
preparedness program undertaken by the United States and Testern Lurope.

It may be stated that the expansion program in the next five years can hardly
do more than keep pace with increased civilian requirements, if that; and

any inordimate demamds of the military must be met by a rationing of supplies
to civilians,

3. Iranian Industry Strategically Located

Irznian oil has a greater importance than that indicated by
gomparing its capacity as a percentage of the world industry. It is
strategically located to serve the rapidly expanding markets of Pakistan,
India and the rar .ast on a more efficient basis than any other source
of supply. Its proximity to these markets, its low cost of production,
and the ability to take local currencies in payment,rlace the industry
in a formidable long=run position. In the short run, British and american
companies may succeed in blocking Iranian oil sales to these markets by
virtue of their control of transportation and distribution, and their

v
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willingness to incur the exorbitant expense of obtaining supplies from the
United States, However, in the long run, these obstacles may eventually
be overcome by the common interest of Iran and the consuming countries,

s The Issues Involved in Reaching a Settlement

The Iramians insist that the settlement of the dispute hinges upon
an unqualified recognition of nationalization, to be effectuated by providing
for Iranian control of its oil industry and by the sale of its oil at
seaboard, lNegotiations have broken down because of the British refusal
to accept the new pattern of a buyer-seller relationship and by their
adherence to the histerical royalty or profitesharing pattern., If this new
pattern of buyer-seller relationship is accepted by the Britishy there are
three issues to be resolved: (1) sales terms, (2) compensation, and
(3} management,

) 43 Sales Terms

The Iranians recognize their dependence on British tankers and
marketing facilities if exports are to be restored to capacity levels.
In order to -btain these facilities Iranians are prepared to accept sales
terms which would compensate the British and reward the use of these
facilities in the marketing of Irenian refined products, The Iranians are
ready to offer terms on refined preducts below the levels now being paid by
the AIOC, They are also willing to give recognition to long-term purchase
contracts and volume sales by allowing reasonable discounts., Vhile Iranians
are sensitive to the granting of a sales mononcly to any one company, this
point may be resolved by appropriate safeguards permitting Iran the option to
reserve a percentage of output for its own distribution.

2.A‘Comnensation

The nationalization law makes it mandatory that the Government make
compensation for the oil installations acquired by nationalization. The
Iranian Government has propesed that compensation be determined in
accordance with the following three alternative methods:

1) ilarket value of the shares of the Company prior to nationglization.
It is to be noted that, because of the relatively small dividends
it has been paying throughout its history, the market value of the
Company's shares do not exceed £150 million or ;420 million at the
current rate of exchange of 2,80 to a &/;

The Iranians assume the value of the Company's installations in
iran to be one-fifth of its total assets, The compensation due
to the Company would then be zbout £30 million or 84 million; and

2) The method followed by other Governments including the British
Covernmernt itself in compensating private interests whose properties
have been condemned for public use., If the book value of the
installations in Iran is adopted as a basis, the compensation payable
by the Iranian Government would be, cost (&57 million) less
depreciation to date (%29 million) as shown by the Comvaay's own
books. This would amount to £28 million or .78 million. If re=-
placement value is taken into consideration, the amount would not
exceed £75 million or .210 million,
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3) any other method which may be mutually agreed upon, -

Against the compensation determined by any of the above methods,
the Iranian Government claims a valid and recognized right to 200 of the
Company's reserves as well as increased royalties retroactive to 1948 under
the Supplementary sgreement., These claims exceed 140 million. It is to be
noted that in its 1950 fineoncial statement the Company has set up a special
contingency reserve of &40,487,L40 or 113,326,832 for these claims,

The Company's attitude is that it is entitled to compensation for the
value of the unexpired term of the concession, as well as for the replacement
value of the property nationalized, Not one single case exists where the
value of a contract has been capitalized and paid for consequent to
nationalization., It is generally accepted that the ecxpected future earning
ability of a conceran is reflected in the market value of its shares., Thus
Iran by paying compensation according to the market value of the shares will
have necessarily paid for the value of the uynexpired term of the concession.
No figure nas been given as to how much is represented by these claims, . It
is the opinion of informed observers that the compensation question can be
amicably resolved if appropriate sales terms can be negotiated. It would
appear that both sides would wish to avoid the ..exican experience of a
long=drawn out controversy resulting in little compensation for the companies
and in the stoppage of oil exports.

3. Lanagement

When this question is iscolated from pelitical consideration, it becomes
readily apparent that it is in the interests of both Iran and the purchasing
company to promote the efficient management of Iran's internal oil operations. -
Vhile Iranians insist that the control of the industry cannot be delegated to
a foreign oil company, they recognize the need for the employment of foreign
experts to undertake the management of the major technical and administrative
operations of the industry., . The number of such foreign exverts is éstimated
to be 500 to 600, . Problems of organization, management, and the efficient
use of such foreign techniciins under Iranian control, present some diffi-
culties; however, they are not insurmountable, The solution to these prob- -
lems can be facilitated by a gesture of goodwill on the part of the British
to inspire the confidence of the Iranians, and thus bring about a genuine
cooperation based on their mutual interdependence,

ViI. CCRCLUSION

The stalemate of the last seven months is in fact a bargaining contest
between Britain and Iran. In this contest, the British have put up a blockade
against Iran made possible by their anticipation of American dollar aid of

600 million annually == the amount necessary to make up the drain of
dollars on British reserves caused by AIOC purchases of dollar oil to replace
Abadan exports, Consequently the exercise of this pressure involves a
tremendous cost; however, it cannot be relied on to produce a solution,
because Iran can endure the blockade by curtailing imports which require
foreign exchamge, So long as the staples of life in Iran are produced
locally, the blockade cannot succeed in starving the country into submission,
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The strategic and economic interests of the free world are dependent
on Iranian oil, The Abadan daily capacity of 550 thousand barrels camnot
be replaced despite the increased refinery expansion throughout the world,
Vith material -shortages and production facilities committed to defense it
would be difficult if not impossible to increase refinery expansion to a
rate high enough to keep pace with rising civilian and military demands
and at the same time replace the huge capacity of abadan,

No solution appears to be in sight unless the British give up their
historical approach and genuinely recognize the fact of naticnalization.
If Britain can proceed to negotiate on a purely commercial basis, a sales
agreement can be reached with Iran under which the Abadan refinery can again
operate at capacity to the benefit of both Britain and Irans. In the absence
of a commerical settlement, Iran has no recourse but to operate the industry
on a limited basis, supplying the requirements of local consumption, and
exporting cll to markets not controlled by the major British and aAmerican
0il companies..

j - In recent weeks, the International Bank for Keconstruction and
Development has attempted to find a basis on which its facilities and good
offices could be used for the resumption of the flow of Iranian oil,

The Iranians are hopeful that the Bank will be able to propose an
interim plan, mutually acceptable to Iran and Great DBritain which will
break the stalemate,.

In order to comply with Iran's national policy, this interim plan
cannot divorce the lranian Government from control over the industry but
it should pave the way for efficient management under a competent adminis-
tration and provide for maximum production and the sale of oil by Iran on
a commercial basis to a distributing organization.



APPENDIX A

THE D'ARCY CONCESSION

BETWEEN THE GOVERNMENT OF HIS IMPERIAL MAJESTY THE SHAH OF PERSIA of the
one part and WILLIAM KNOX D'ARCY of independent means residing in London at
No. 42 Grosvenor Square (hereinafter called "the Concessionnaire") of the other
part.

The following has by these presents been agreed on and arranged, viz.:=

ARTICIE 1.

The Govermment of His Imperial llajesty the Shah grants to the Concession-
naire by these presents a special and exclusive privilege to search for obtain
exploit develop render suitable for trade carry away and sell natural gas
petroleum asphalte and ozokerite throughout the whole extent of the Persian
Empire for a term of 60 years as from the date of these presents.

ARTICIE 2.

This privilege shall comprise the exclusive right of laying the pipe lines
necessary from the deposits where there may be found one or several of the said
products up to the Persian Gulf as also the necessary distributing branches,

It shall also comprise the right of constructing and maintaining all and any

wells reservoirs stations and pump services accumulation services and distri-
bution services factories and other works and arrangements that may be deemed
necessary.

The Imperial Persian Government grants gratuitously to the Concessionnaire
all uncultivated lands belonging to the State which the Concessionnaire's
engineers may deem necessary for the construction of the whole or any part of
the above-mentioned works. 4s for cultivated lands belonging to the State the
Concessionnaire must purchase them at the fair and current price of the Province.

The Government also grants to the Concessionnaire the right of acquiring
all and any other lands or buildings necessary for the said purpose with the
consent of the proprietors on such conditions as may be arranged between him
and them without their being allowed to make demands of a nature to surcharge
the prices ordinarily current for lands situate in their respective localities.
Holy places with all their dependencies within a radius of 200 Persian archines
are formally excluded.

ARTICIE L,

As three petroleum mines situate at Schouster Kassre-Chirine in the
Province of Kermanschahan and Daleki near Bouchir are at present let to private
persons and produce an anmial revenue of two thousand tomans for the benefit of
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the Government it has been agreed that the three aforesaid mines shall be
comprised in the Deed of Concession in conformity with Article 1 on condition
that over and above the 16 per cent. mentioned in Article 10 the Concession-
naire shall pay every year the fixed sum of 2,000 (two thousand) tomans to the
Imperial Government.

ARTICIE 5,

The course of the pipe lines shall be fixed by the Concessionnaire and
his “ngineers.

ARTICIE 6.

Notwithstanding what is above set forth the privilege granted by these
presents shall not extend to the Provinces of Azerbadjan Ghilan lazendaran
Asdrabad and Khorassan but on the express condition that the Persian Imperial
Government shall not grant to any other person the right of constructing a pipe
line to the southern rivers or to the South Coast of Persia.

ARTICIE 7,

All lands granted by these presents to the Concessionnaire or that may be
acquired by him in the manner provided for in Articles 3 and L of these pres-
ents as also all products exported shall be free of all imposts and taxes during
the term of the present Concession, All material and apparatuses necessary for
the exploration working and development of the deposits and for the construction
and development of the pipe lines shall enter Persia free of all taxes and
Custom House duties.,

ARTICIE 8.

The Concessionnaire shall immediately send out to Persia and at his own
cost one or several experts with a view to their exploring the region in which
there exist as he believes the said products and in the event of the report of
the expert being in the opinion of the Concessionnaire of a satisfactory nature
the latter shall immediately send to Persia and at his own cost all the tech-
nical staff necessary with the working plant and machinery required for boring
and sinking wells and ascertaining the value of the property,

ARTICIE 9.

The Imperial Persian Government authorises the Concessionnaire to found
one or several Companies for the working of the Concession,

The names "statutes™ and capital of the said Companies shall be fixed by
the Concessionnaire and the Directors shall be chosen by him on the express
condition that on the formation of each Company the Concessionnaire shall give
official notice of such formation to the Imperial Government through the medium
of the Imperial Commissioner and shall forward the "statutes™ with information
as to the places at which such Company is to operate. Such Company or
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Companies shall enjoy all the rights and privileges granted to the Concession-
naire but they must assume all his engagements and responsibilities.

ARTICIE 10.

It shall be stipulated in the contract between the Concessionnaire of the
one part and the Company of the other part that the latter is within the term
of one month as from the date of the formation of the first exploitation
Company to pay the Imperial Persian Government the sum of £20,000 sterling in
cash and an additional sum of £20,000 sterling in paid-up shares of the first
Company founded by virtue of the foregoing Article, It shall also pay the
said, Government annually a sum equal to 16 per cent. of the anmual net profits
of any Company or Companies that may be formed in accordance with the said
Article.

ARTICIE 11.

The said Government shall be free to appoint an Imperial Commissioner who
shall be consulted by the Concessionnaire and the Directors of the Companies to
be formed. He shall supply all and any useful information at his disposal and
he shall inform them of the best course to be adopted in the interest of the
undertaking. He shall establish by agreement with the Concessionnaire such
supervision as he may deem expedient to safeguard the interests of the Imperial
Government.

The aforesaid powers of the Imperial Commissioner shall be set forth in
the "statutes" of the Companies to be created,

The Concessionnaire shall pay the Commissioner thus appointed an annual
sum of H1,000 sterling for his services as from the date of the formation of
the first Company. ‘

ARTICIE 12,
The workmen employed in the service of the Company shall be subjects of
His Imperial lMajesty the Shah except the technical staff such as the Managers
Engineers Borers and Foremen.
ARTICIE 13.
At any place in which it may be proved that the inhabitants of the country
now obtain petroleum for their own use the Company must supply them gratuit-

ously with the quantity of petroleum that they themselves got previously.

Such quantity shall be fixed according to their own declarations subject
to the supervision of the local authority.



ok -

ARTICLE 1.

The Imperial Government binds itself to take all and any necessary
measures to secure the safety and the carrying out of the object of this
Concession of the plant and of the apparatuses of which mention is made for
the purposes of the undertaking of the Company and to protect the represen-
tatives agents and servants of the Company., The Imperial Govermment having
thus fulfilled its engagements the Concessionnaire and the Companies created
by him shall not have power under any pretext whatever to claim damages from
the Persian Government.,

ARTICILE 15.

On the expiration of the term of the present Concession all materials
buildings and apparatuses then used by the Company for the exploitation of its
industry shall become the property of the said Government and the Company shall
have no right to any indemnity in this connexion,

ARTICIE 16.

If within the term of two years as from the present date the Concession-

- naire shall not have established the first of the said Companies authorised by
Article 9 of the present Agreement the present Concession shall become null and
void.,

ARTICIE 17.

In the event of there arising between the parties to the present Conces-
sion any dispute or difference in respect of its interpretation or the rights
or responsibilities of one or the other of the parties therefrom resulting
such dispute or difference shall be submitted to two Arbitrators at Teheran
one of whom shall be named by each of the parties and to an Umpire who shall
be appointed by the Arbitrators before they proceed to arbitrate. The
decision of the Arbitrators or in the event of the latter disagreeing that of
the Umpire shall be final.

ARTICIE 18.

This Act of Concession made in duplicate is written in the French language
and translated into Persian with the same meaning.

But in the event of there being any dispute in relation to such meaning
the French text shall alone prevail, Teheran Sefer 1319 of the Hegire that
is to say May 1901,



APPENDIX B

(No. 1)

CONVENTION CONCLUDED BETWEEN THE IMPERIAL GOVERNMENT OF PERSIA AND THE
ANGLO-PERSIAN OIL COMPANY, LIMITED, AT TEHRAN ON 29TH APRIL, 1933.

Preamble

Far the purpose of establishing a new Concession to replace that
which was granted in 1901 to William Knox D'Arcy, the present Concession
is granted by the Persian Government and accepted by the Anglo-Persian

This Concession shall regulate in the future the relations between
the two parties above-mentioned.

Definitions

The fnllowing definitions of certain terms used in the present Agree-
ment are applicable for the purposes hereof without regard to any dif-
ferent meaning which may or might be attributed to those terms for
other purposes.

"The Government!
means the Imperial Govermnment of Persia.

"The Company"
means the Anglo-Persian Qil Company Limited and all its subordinate
companies.

"The Anglo-Persian 0il Company Limited"
means the Anglo-Persian 0il Company Limitec or any other body arporate
to which, with the consent of the Govermment (Article 26), this
Cancession might be transferred.

"Subordinate Company"
means any company for which the Company has the right to nominate
directly or indirectly mere than one~half of the directors, or in which
the Company holds, directly or indirectly, a number of shares sufficient
to assure it more than 50% of all voting rights at the General Meetings
of such a company.

"Petroleun”
means crude oil, natural gases, asphalt, ozokerite, as well as all
products obtained either from these substances or by mixing these
substances with other substances,

"Operations of the Company in Persia"
means all industrial, commercial and technical operations carried on
by the Company exclusively for the purposes of this Concession.
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Article 1

The Government grants to the Company,on the terms of this Concession,
the exclusive right, within the territory of the Concession, to search
for an extract petroleum as well as to refine or treat ifn any other
manner and render suitable for commerce the petroleum obtained by it.

The Government also grants to the Company, throughout Persia, the
non-exclusive right to transport petroleum, to refine or treat it in
any other manner and to render it suitable for commerce, as well as to
sell it in Persia and to export it.

Article 2

(A) The territory of the Concession, until 31lst December, 1938,
shall be the territory to the south of the violet line drawn on the map:
signed by both parties and annexed to the present Agreement,.

(B) The Company is bound, at latest by 3lst December, 1938, to select -
on the territory above-mentioned one or several areas of such shape and
such size and so situated as the Company may deem suitable., The total
area of the area or areas selected must not exceed one hundred thousand
English square miles (100,000 square miles), each linear mile being
equivalent to 1,609 metres.

The Company shall notify to the Governmet in writing on 31st December,
1938, or before that date, the area or areas which it shall have selected
as above provided. The maps and data necessary to identify and define
the area or areas which the Company shall have selected shall be attached
to each notification.

(C) After 3lst December,. 1938, the Company shall no longer have the
right to search for an extract petroleum except on the area or areas
selected by it under paragraph (B) above and the territory of the
Concession, after that date, shall mean only the area or areas so selected
and the selection of which shall have been notified to the Govermment
as above provided.

Article 3

The Company shall have the non-exclusive right to construct and to
own pipe-lines. The Company may determine the position of its pipe~
lines and operate them. .

Article L

(A) Any utilised lands belonging to the Govermment, which the Company
shall deem necessary for its operations in Persia and which the Govern-
ment shall not require for purposes of public utility, shall be handed
over gratuitously to the Company,.

The manner of acquiring such lands shall be the following: whenever
any land becomes necessary to the Company, it is bound to send to the
Ministry of Finance a map or maps on which the land which the Company
needs shall be shown in colour. The Government undertakes, if it has
no objection to make, to give its approval within a period of three
months after receipt of the Company!s requeste.

(B) Lands belonging to the Govermment, of which use is being made,
and which the Company shall need, shall be requested of the Govermment
in the manner prescribed in the preceding paragraph, and the Govern-
ment, in case it should not itself need these lands and should have no
objection to make, shall give, within a period of three months, its
approval to the sale asked for by the Company.
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The price of these lands shall be paid by the Company; such price
must be reasonable and not exceed the current price of lands of the
same kind and utilised in the same manner in the district.

(C) 1In the absence of a reply from the Government to requests under
paragraphs (A) and (B) above, after the expiry of “wo months fram the
date of receipt of the said requests, a reminder shall be sent by the
Company to the Government; should the Government fail to reply to such
reminder within a period of one month, its silence shall be regarded as
approval.

(D) Lands which do not belong to the Government and which are neces-
sary to the Company shall be acquired by the Company, by agreement with
the parties interested, and through the medium of the Government

#Not printed

In case agreement should not be reached as to the prices, the Govern-
ment shall not allow the owners of such lands to demand a price higher
than the prices commonly current for neighboring lands of the same
nature. In valuing such lands, no regard shall be paid to the use te
which the Company may wish to put them.

(E) Holy places and historical monuments, as well as all places
and sites of historical interest are excluded from the foregoing pro-
visions, as well as their immediate surroundings for a distance of at
least 200 metres.

(F) The Company has the non-exclusive right to take within the
territory of the Concession, but not elsewhere, on any unutilised
land belonging to the State, and to utilise gratuitously for all the
eperations of the Company, any kinds of soil, sand, lime, gypsum,
stone and other building materials. It is understood that if the
utilisation of the said materials were prejudicial to any rights
whatever of third parties, the Company should indemnify those whose
rights were infringed.

Article 5

The operations of the Company in Persia shall be restricted in the

following manners;

(1) the construction of any new railway line and of any new port
shall be subject to a previous agreement between the Govern-
ment and the Company.

(2) If the Cempany wishes to increase its existing service of
telephone, telegraphs, wireless and aviation in Persia, it
shall only be able so to do with the previous consent of the
Government,

If the Government requires teo utilise the means of transport and
communication of the Company fer national defence or in other critical
circumstances, it undertakes to impede as little as possible the
operations of the Company, and to pay it fair compensation for all
damages caused by the utilisation above-mentioned.

Article 6

(A) The Company is authorised to effect, without special licence,
all imports necessary for the exclusive needs of its employees on
payment of the Custom duties and other duties and taxes in force at
the time of importation..
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The Company shall take the necessary measures to prevent the sale or the
handing over of products imported to persons not employed by the Company.

(B) The Company shall have the right to import, without special licence,
the equipment material, medical and surgical instruments and pharmaceutical
products necessary for its dispensaries and hospitals in Persia, and shall be
exempt in respect thereof from any Custom duties and other duties and taxes in
force at the time of importation, or payments of any nature whatever to the
Persian State or to local authorities.. :

(C) The Company shall have the right to import, without any licence and
exempt from any Custom duties and from any taxes or payments of any nature
wnatever to the Persian State or to local authorities, anything necessary
exclusively for the operations of the Company in Persia.

(D) The exports of petroleum shall enjoy Customs immunity and shall be
exempt from any taxes or payments of any nature whatever to the Persian State
or to local authorities,

Article 7

(A) The Company and its employees shall enjoy the legal protection of
the Government.,

(B) The Government shall give, within the limits of the laws and regu-
lations of the country, all possible facilities for the operations of the
Company in Persia,

(C) If the Government grants concessions to third parties for the purpose
of exploiting other mines within the territory of the concession, it must cause
the necessary precautions to be taken in order that these exploitations do not
cause any damage to the installations and works of the Company.

(D) The Company shall be responsible for the determination of dangerous
zones for the construction of habitations, shops and other buildings, in order
that the Government may prevent the inhabitants from settling there,

Article 8

The Company shall not be bound to convert into Persian currency any part
whatsoever of its funds, in particular any proceeds of the sale of its exports
from Persia.

Article 9

The Company shall immediately make its arrangements to proceed with its
operations in the province of Kermanshah through a subsidiary company with a
view to producing and refining petroleum there,

Article 10
(I) The sums to be paid to the Government by the Company in accordance

with this Agreement (besides those provided in other articles) are fixed as
follows:



(a)

(b)

(c)

(11)
(a)

(b)

(e)

(I11)

an annual royalty, beginning on lst Jamuary, 1933, of four shillings
per ton of petroleum sold for consumption in Persia or exported from
Persia;

Payment of a sum equal to twenty per cent. (20%) of the distribution
to the ordinary stockholders of the Anglo-Persian 0il Company Limited,
in excess of the sum of six hundred and seventy-one thousand two
hundred and fifty pounds sterling (#71,250) whether that distribu-
tion be made as dividends for any one year or whether it relates to
the reserves of that company, exceeding the reserves which, according
to its books, existed on 31lst December, 1932.

The total amount to be paid by the Company for each calendar
(Christian) year under sub-clauses (2) and (b) shall never be less
than seven hundred and fifty thousand pounds sterling (£750,000).

Payments by the Company under this Article shall be made as follows:

On 31lst March, 30th June, 30th September and 31lst December of each
year, on each occasion one hundred and eighty-seven thousand five
hundred pounds sterling (&187,500). (The payment relating to
31st llarch, 1933, shall be made immediately after the ratification
of the present hgreement.)

On 28th February, 1934, and thereafter on the same date in each year,
the amount of the tonnage royalty for the previous year provided for
in sub-clause (I)(a) less the sum of seven hundred and fifty thousand
pounds sterling (£750,000), already paid under sub-clause (II)(a).

Any sums due to the Government under sub-clause (I)(b) of this
Article shall be paid simultaneously with any distributions to the
ordinary stockholders.

On the expiration of this Concession, as well as in the case of

surrender by the Company under irticle 25 the Company shall pay to the Govern-
ment a sum equal to twenty per cent. (20%) of:

(2)

(b)

(Iv)

.the surplus difference between the amount of the reserves (General

Reserve) of the Anglo-Persian Oil Company Limited, at the date of
the expiration of the Concession or of its surrender, and the amount
of the same reserves at 31lst December, 1932;

the surplus difference between the balance carried forward by the
Anglo-Persian 0il Company ILimited at the date of the expiration of
the Concession or of its surrender and the balance carried forward
by that Company at 31lst December, 1932. Any payment due to the
Government under this clause shall be made within a period of one
month from the date of the General lleeting of the Company following
the expiration or the surrender of the Concession.

The Govermment shall have the right to check the returns relating to

sub-clause (I)(a) which shall be made to it at latest on 28th February for the
preceding year.
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To secure the Government against any loss which might result from

fluctuations in the value of English currency, the parties have agreed as

follows:

(2)

(b)

(V1)

if, at any time, the price of gold in London exceeds six pounds
sterling per ounce (ounce troy) the payments to be made by the
Company in accordance with the present Agreement (with the exception
of sums due to the Government under sub-clause (I)(b) and clause

(III (a) and (b) of this Article and sub-clause (I)(a) of Article 23)
shall be increased by one thousand four hundred and fortieth part
(1-1/Ll40) for each penny of increase of the price of gold above six
pounds sterling (#5) per ounce (ounce troy) on the due date of the
payments.

if, at any time, the Government considers that gold has ceased to be
the general basis of values and that the payments above mentioned no
longer give it the security which is intended by the parties, the
parties shall come to an agreement as to a modification of the nature
of the security above mentioned or, in default of such an arrangement,
shall submit the question to the “rbitration Court (Article 22)

which shall decide whether the security provided in sub-clause (a)
above ought to be altered and if so, shall settle the provisions to
be substituted therefor and shall fix the period to which such
provisions shall applye.

In case of a delay, beyond the dates fixed in the present #greement,

which might be made by the Company in the payment of sums due by it to the
Government, interest at five per cent. (5%) per annum shall be paid for the
pericd of delay.

(1)

Article 11

The Company shall be completely exempt, for its operations in Persia,

for the first thirty years, from any taxation present or future of the State
and of local authorities; in consideration therefor the following payments
shall be made to the Government:-

(a) During the first fifteen years of this Concession, on 28th February

(b)

(e)

of each year and for the first time on 28th February, 1934, nine
pence for each of the first six million (6,000,000) tons of petrol=-
eum, on which the royalty provided for in Article 10(I)(a) is pay~
able for the preceding calendar (Christian) year, and six pence for
each ton in excess of the figure of six million (6,000,000) tons
above defined.

The Company guarantees that the amount paid under the preceding sub-
clause shall never be less than two hundred and twenty-five thousand
pounds sterling (&225,000).

During the fifteen years following, one shilling for each of the
first six million (6,000,000) tons of petroleum, on which the royalty
provided for in &rticle 10(I)(a) is payable for the preceding calen~
dar year, and nine pence for each ton in excess of the figure of
6,000,000 tons above defined.
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(@) The Company guarantees that the amount paid under the preceding
sub-clause (c¢) shall never be less than three hundred thousand
pounds sterling (&300,000).

(II) Before the year 1963 the parties shall come to an agreement as to
the amounts of the annual payments to be made, in consideration of the com=-
plete exemption of the Company for its operations in Persia from any taxation
of the State and of local authorities, during the second period of thirty years
extending until 31st December, 1993.

Article 12

(A) The Company, for its operations in Persia in accordance with the
present Agreement, shall employ all means customary and proper, to ensure
economy in and good returns from its operations, to preserve the deposits of
petroleum and to exploit its Concession by methods in accordance with the
latest scientific progress.

(B) If, within the territory of the Concession, there exist cther
mineral substances than petroleum or woods and forests belonging to the Govern-
ment, the Company may not exploit them in accordance with the present Conces-
sion, nor object to their exploitation by other persons (subject to the due
compliance with the terms of clause (C) of &rticle 7); but the Company shall
have the right to utilise the said substances or the woods and forests above-
mentioned if they are necessary for the exploration or the extraction of
petroleum.

(C) All boreholes which, not having resulted in the discovery of petrol=-
eum, produce water or precious substances, shall be reserved for the Govern-
ment which shall immediately be informed of these discoveries by the Company,
and the Government shall inform the Company as soon as possible if it wishes
to take possession of thems If it wishes to take possession it shall watch
that the operations of the Company be not impeded.

Article 13

The Company undertakes to send, at its own expense and within 2 reason-
able time, to the iinistry of Finance, whenever the representative of the
Government shall request it, accurate copies of all plans, maps, sections and
any other data whether topographical, geological or of drilling, relating to
the territory of the Concession, which are in its possession.

Furthermore, the Company shall commnicate to the Government throughout
the duration of the Concession all important scientific and technical data
resulting from its work in Persia.

A1l these documents shall be considered by the Government as confidential.

Article 1
(£) The Goverament shall have the right to cause to be inspected at its

wish, at any reasonable time, the technical activity of the Company in Persia,
and to nominate iror this purpose technical specialist experts,
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(B) The Company shall place at the disposal of the specialist experts
nominated to this end by the Government, the whole of its records relative to
scientific and technical data, as well as all measuring apparatus and means
of measurement, and these specialist experts shall, further, have the right
to ask for any information in all the offices of the Company and on all the
territories in Persia.

Aprticle 15

The Government shall have the right to appoint a Representative who
shall be designated "Delegate of the Imperial Government." This Representative
shall have the right=- .

(1) to obtain from the Company all the information to which the stock-
holders of the Company are entitled;

(2) to be present at all the meetings of the Board of Directors, of its
comnittees and at all the meetings of stockholders, which have been
convened to consider any question arising out of the relations
between the Government and the Company;

(3) to preside ex-officio, with a casting vote, over the Committee to be
set up by the Company for the purpose of distributing the grant for
and supervising the professional education in Great Britain of
Persian nationals referred to in Article 16;

(L) to request that special meetings of the Board of Directors be con-
vened at any time, to consider any proposal that the Government shall
submit to it. These meetings shall be convened within.l5 days from
the date of the receipt by the Secretary of the Company of a request
in writing to that end.

The Company shall pay to the Govermment to cover the expenses to be borne
by it in respect of the salary and expenses of the above-mentioned Delegate
a yearly sum of two thousand pounds sterling (£2,000). The Government shall
notify the Company in writing of the appointment of this Delegate and of any
changes in such appointment.

.

Article 16

(I) Both parties recognise and accept as the principle governing the per-
formance of this #greement the supreme necessity, in their mutual interest, of
maintaining the highest degree of efficiency and of economy in the administra-
tion and the operations of the Company in Persia,

(II) It is, however, understood that the Company shall recruit its arti-
sans as well as its technical and commercial staff from among Persian nationals
to the extent that it shall find in Persia persons who possess the requisite
competence and experience, It is likewise understood that the unskilled staff
shall be composed exclusively of Persian nationals.

(III) The parties declare themselves in agreement to study and prepare a
general plan of yearly and progressive reduction of the non~Persian employees
with a view to replacing them in the shortest possible time and progressively
by Persian nationals.
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(IV) The Company shall make a yearly grant of ten thousand pounds ster-
ling in order to give in Great Britain, to Persian nationals, the professional
education necessary for the oil industry.

The said grant shall be expended by a Committee which shall be constituted
as provided in Article 15.

Article 17

The Company shall be responsible for organising and shall pay the cost
of the provision, control and upkeep of, sanitary and public health services,
according to the requirements of the most modern hygiene practised in Persia,
on all the lands of the Company and in all buildings and dwellings, destined
by the Company for the use of its employees, including the workmen employed
within the territory of the Concession,

Article 18

Whenever the Company shall make issues of shares to the public, the
subscription lists shall be opened at Tehran at the same time as elsewhere.

Article 19

The Company shall sell for internal consumption in Persia, including the
needs of the Government, motor spirit, kerosene and fuel oil, produced from
Persian petroleum, on the following basis:-

() On the first of June in each year the Company shall ascertain the
average Roumanian f.o.b. prices for motor spirit, kerosene and fuel
oil and the average Gulf of lexico f,o0.b. prices for each of these
products during the preceding period of twelve months ending on
30th April, The lowest of these average prices shall be selected.
Such prices shall be the "basic prices" for a period of one year
beginning on lst June., The "basic prices" shall be regarded as
being the prices at the refinery.

(b) The Company shall sell: (1) to the Government for its own needs,
and not for resale, motor spirit, kerosene and fuel oil at the basic
prices, provided in sub-clause (a) above, with a deduction of twenty-
five per cent. (25%); (2) to other consumers at the basic prices
with a deduction of ten per cent. (10%).

(¢c) The Company shall be entitled to add to the basic prices mentioned
in sub-clause (a), all actual costs of transport and of distribution
and of sale, as well as any imposts and taxes on the said products.

(@) The Government shall forbid the export of the petroleun products
sold by the Company under the provisions of this article.

Article 20

(I)=-{(a) During the last ten years of the Concession or during the two
years from the notice preceding the surrender of the Concession provided in
Article 25, the Company shall not sell or otherwise alienate, except to sub-
ordinate companies, any of its immovable properties in Persia. During the



- 10 -

same period the Company shall not alienate or export any of its movable
property whatever except such as has become urmutilisable,

(b) During the whole of the period preceding the last ten years of the
Concession, the Company shall not alienate any land obtained by it gratuitously
from the Government; it shall not export from Persia any movable property
except in the case when such property shall have become unutilisable or shall
be no longer necessary for the operations of the Company in Persia.

(II) At the end of the Concession, whether by expiration of time or othere
wise, all the property of the Ccompany in Persia shall become the property of
the Government in proper working order and free of any expenses and of any
encumbrances.

(III) Tre expression Mall the property" comprises all the lands, buildings
and workshops, constructions, wells, jetties, roads, pipe~lines, bridges,
drainage and water supply systems, engines, installations and equipments
(including tools) of any sort, all means of transport and communication in
Persia (including for example automobiles, carriages, aeroplanes), any stocks
and any other objects in Persia which the Company is utilising in any manner
whatsoever for the objects of the Concession.

Article 21

The contracting parties declare that they base the performance of the
present fgreement on principles of mutual zood will and good faith as well
as on & reasonable interpretation of this sgreement.

The Company formally undertakes to have regard at all times and in all
places to the rights, privileges and interests of the Government and shall
abstain from any action or omission which might be prejudicial to them.

This Concession shall not be annulled by the Government and the terms
therein contained shall not be altered either by general or special legislation
in the future, or by administrative measures or any other acts whatever of the
executive authorities.

Article 22

(A) Any differences between the parties of any nature whatever and in
particular any differences arising out of the interpretation of this Agreement
and of the rights and obligations therein contained as well as any differences
of opinion which may arise relative to questions for the settlement of which,
by the terms of this 4greement, the agreement of both parties is necessary,
shall be settled by arbitration.

(B) The party which requests arbitration shall so notify the other party
in writing. Each of the parties shall appoint an arbitrator, and the two
arbitrators, before proceeding to arbitration, shall appoint an umpire. If
the two arbitrators cannot, within two months, agree on the person of the
umpire, the latter shall be nominated, at the request of either of the parties,
- by the President of the Permanent Court of International Justice. If the
President of the Permanent Court of International Justice belongs to a
nationality or a country which, in accordance with clause (C), is not qualified
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to furnish the umpire, the nomination shall be made by the Vice-President of
the said Court,

(C) The umpire shall be of a nationality other than Persian or British;
furthermore, he shall not be closely connected with Persia or with Great
Britain as belonging to a dominion, a protectorate, a colony, a mandated
country or ather country administered or occupied by one of the two countries
above mentioned or as being or having been in the service of one of these
countries.

(D) 1If one of the parties does not appoint its arbitrator or does not
advise the other party of its appointment, within sixty days of having received
notification of the request for arbitration, the other party shall have the
right to request the President of the Permanent Court of International
Justice (or the Vice-President in the case provided at the end of clause (B))
to nominate a sole arbitrator, to be chosen from among persons qualified as
above mentioned, and in this case the difference shall be settled by this sole
arbitrator,

(E) The procedure of arbitration shall be that followed, at the time of
arbitration, by the Permanent Court of International Justice. The place and
time of arbitration shall be fixed by the umpire or by the sole arbitrator
provided for in clause (D), as the case may be.

(F) The award shall be based on the juridical principles contained in
Article 38 of the Statutes of the Permenent Court of International Jhstice.(l)
There shall be no appeal against the award,

(G) The expenses of arbitration shall be borne in the manner determined
by the award,

Article 23

(I) In full settlement of all the claims of the Govermment of any nature
in respect of the past until the date of coming into force of this Agreement
(except in regerd to Persian taxation), the Company: (a) shall pay within a
period of thirty days from the said date the sum of one million pounds sterling
(&£1,000,000) and besides (b) shall settle the payments due to the Govermnment
for the financial years 1931 and 1932 on the basis of Article 10 of this
Agreement and not on that of the former D'Arcy Concession, after deduction of
two hundred thousand pounds sterling (&200,000) paid in 1932 to the Government
as an advance against the royalties and &£113,403 3s. 10d. placed on deposit
at the disposal of the Government.

(II) Within the same period, the Company shall pay to the Government in
full settlement of all its claims in respect of taxation for the period from
21lst March, 1930, to 31st December, 1932, a sum calculated on the basis of
sub-clause (a) of clause I of #rticle 11, but without the guarantee provided
in sub=-clause (b) of the same clause.

@) Treaty Series Nos 67 (1946) Cmd. 7015.
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If, by reason of the annulment of the D'Arcy Concession, litigation should
arise between the Company and private persons on the subject of the duration
of leases made in Persia before lst Lecember, 1932, within the limits allowed
by the D'Arcy Concession, the litigation shall be decided according to the
rules of interpretation following:

(a) If the lease is to determine, according to its terms, at the end of
the D'Arcy Concession, it shall retain its validity until 28th lay,
1961, notwithstanding the annulment of the said Concession.

(o) If it has been provided in the lease that it shall be valid for the
duration of the D'Arcy Concession and in the event of its renewal
for the duration of the renewed Concession, the lease shall retain
its validity until 31st December, 1993.

Article 25

The Company shall have the right to surrender this Concession at the end
of any Christian calendar year, on giving to the Government notice in writing
two years previously.

On the expiry of the period above provided, the whole of the property of
the Company in Persia, defined in Article 20, (III) shall become free of cost
and without encumbrances the property of the Government in proper working order
and the Company shall be released from any engagement for the future, In case
there should be disputes between the parties concerning their engagements
before the expiry of the period above provided the differences shall be settled
by arbitration as provided in article 22.

Article 26

This Concession is granted to the Company for the period beginning on the
date of its coming into force and ending on 31lst December, 1993,

Before the date of the 31lst December, 1993, this Concession can only come
to an end in tre case that the Company should surrender the Concession (Article
25) or in the case that the arbitration Court should declare the Concession
anmlled as a consequence of default of the Company in the performance of the
present f#greement. '

The following cases only shall be regarded as default in that sense:

(2) If any sum awarded to Persia by the Arbitration Court has not been
paid within one month of the date of the award,

(b) If the voluntary or compulsory liguidation of the Company be decided
upon,

In any other cases of breach of the present sgreement by one party cr the
other the Arbitration Court shall establish the responsibilities and determine
their consequences.
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Any transfer of the Concession shall be subject to conf{irmation by
the Government,

Article 27

This Agreement shall come into force after ratification by the Majlis
and promulgation by Decree of His Imperial Majesty the Shah, The Govern=-
ment undertakes to submit this Agreement, as soon as possible, for
ratification by the lMajlis,

Made at Tehran the twenty-ninth April one thousand nine hundred and
thirty-three,



APPENDIX C
(No, 2)

SUPPLEMENTAL AGREEMENT BETWEEN THE IMPERIAL IRAWIAN GOVERNMENT AND THE
ANGLO-IRANTAN OIL COMPANY, LIMITED, MADE AT TEHRAY ON 17TH JULY, 1949

Whereas on 29th April, 1933, an Agreement (herein called "the
Principal Agreement") was entered into between the Imperial Government
of Persia (now known as "the Imperial Iranian Government") of the one
part and the Anglo-Persian 0il Company, Limited (now known as the
"Anglo-Iranian 0il Company, Limited") of the other part which established
a Concession for the regulation of the relations between the two parties
above mentioned

And whereas the Government and the Company have after full and
friendly discussion agreed that in view of the changes in economic
conditions brought about by the World War of 1939-1945 the financial
benefits accruing te the Government under the Principal Agreement should
be increased to the extent and in the manner hereinafter appearing

And wvhereas for this purpose the parties have agreed to enter into
a Supplemental Agreement:-

Now it is hereby agreed between the Imperial Iranian Government and
the Anglo-Iranian 0il Company, Limited, as followg:-

1. This Agreement is supplemental to and shall be read with the
Principal Agreement,

2. Any of the terms used herein which have been defined in the
Principal Agreement shall have the same meaning as in the Principal
Agreement, save that, for the purposes of this Agreement, all references
in the Principal Agreement to Persia, Persian, the Imperial Government of
Persia and the Anglo-Persian 0il Company, Limited, shall be read as
references to Iran, Iranian, the Imperial Iranian Govermment and the
Anglo-Iranian Oil Company, Limited, respectively and the references to
the Permanent Court of International Justice shall be read as references
to the International Court of Justice established by the United Hations,

3.~=(a) In respect of the calendar year ended 3lst December, 1948,
and thereafter, the rate of the annual royalty payable to the Government
under sub-clause (I) (a) of Article 10 of the Principal Agreement shall
be increased from four shillings to six shillings per ton of petroleum
sold for consumption in Iran or experted from Iran,

(b) The Company shall within a period of thirty days from the date
of coming into force of this Agreement, pay to the Government the sum of
three million three hundred and sixty-four thousand four hundred and
fifty-nine pounds sterling (&3,264,459), as a retrospective application
to cover the calendar year ended 31lst December, 1948, of the modifica-
tion introduced by sub-clause (a) of this Clause 3, taking into aceount
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the provisions of sub-clause (V) (a) of Article 10 of the Principal Agree=-
ment,

Le=-(a) In order that the Government may receive a greater and more
certain and more immediate benefit in respect of amounts placed to the
General Reserve of the Anglo-Iranian 0il Company, Limited, than that
provided by sub-clause (I) (b) and sub-clause (III) (2) of Article 10 of
the Principal Agreement, the Company shall pay to the Government in
respect of each amount placed to the General Reserve of the Anglo-Iranian
0il Company, Limited, in respect of each financial period for which the
accounts of that company are made up (starting with the financial period
ended 31st December, 1948) a sum equal to twenty per cent (20%) of a
figure to be arrived at by increasing the amount placed to General
Reserve (as shown by the published accounts for the financial period in
question) in the same proportion as twenty shillings sterling (s.20/-)
bear the difference between twenty shillings sterling (s.20/~) and the
Standard Rate of British Income Tax in force at the relevant date,

The relevant date shall be the date of the final distribution to the
Ordinary Stockholders in respect of the financial period in question, or,
in the event of there being no such final distribution, a date one
calendar month after the date of the Annual General lleeting at which the
accounts in question were presented,

Exanples of the implementation of the principle set out in this sub-
clause (a) have becen agreed between the parties hereto and are set out in
the Schedule to this Agreement.

(b) If in respect of any financial period for which the accounts of
the Anglo-Iranian Oil Company, Limited, are made up (starting with the
financial period ended 31st December, 1948) the total amount payable by
the Compeny to the Government under sub-clause {ga) of this Clause 4 and
sub-clause (I) (b) of Article 10 of the Principal Agreement shall be
less than four million pounds sterling (%4,000,000) the Company shall
pay to the Government the difference between the said total amount and
four million pounds sterling (£4,000,000). Provided, however, that if
during any such financial period the Company shall have ceased, owing
to events outside its control, to export petroleum from Iran, the amount
payable by the Company in respect of such period in accordance with the
foregoing provisions of this sub-clause (b) shall be recuced by a sum
which bears the same proportion to such amount as the period of such
cessation bears to such financial period,

(¢) Any sum due to the Govermnment in respect of any financial period
under sub-clause (a) or sub-clause (b) of this Clause 4 shall be paid on
the relevant date appropriate to that financial period.

(d) The provisions of Clause (V) of Article 10 of the Principal
Agreement shall not apnly to any payments mede by the Company to the
Government in accordance with sub-clause (a2) or sube-clause (b) of this
Clause 4.
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5.,-=(a) In respect of the sum of fourteen million pounds sterling
(L14 000,000) shovm in the Balance Sheet of the Anglo-Iranian Cil
Company, Limited, dated 3lst Decenber, 1947, as constituting the General
Reserve of that company, the Company shall, within a period of thirty
days from the date of coming into force of this Agreement, pay to the
Government the sum of five million and ninety thousand nine hundred ancd
nine pounds sterling (%5,090,909).

(b) The provisions of Clause (V) of Article 10 of the Principal
Agreement shall not apply to the payment to be made by the Company in
accorcance with sub-clause (a) of this Clause 5,

6, The payments to be wmade by the Company under Clauses 4 and 5
of this Agreement shall be in lieu of and in substitution for--

(1) any payments to the Government under sub-clause (I) (b) of
Article 10 of the Principal Agreement in respect of any
distribution relating to the General Reserve of the Company,
and

(ii) any peyment which might become payable by the Company to the
Government in respect of the General Reserve under sub-clause
(111) (a) of Article 10 of the Principal Agreement on the
expiration of the Concession or in the case of surrender by
the Company under Article 25 of the Principal Agreement.

7.--(a) In respect of the calendar year ended 31st December, 1948,
and thereafter, the rate of payment to be made by the Company to the
Government in accordance with sub-clause (I) (¢) of Article 11 of the
Principal Agreement which relates to the payment to be made in respect
of the excess over 6,000,000 tons shall be increased from ninepence to
one shilling,

(b) The Company shall, within a periocd of thirty days from the date
of coming into force of this Agreement, pay to the Government the sum
of three hundred and twelve thousand nine hundred pounds sterling
(%312,900), as a retrospective application to cover the calendar year
ended 31lst December, 1948, of the modification introduced by sub-clause
(2) of this Clause 7, taling into account the provisions of sub-clause (V)
of Article 10 of the Principal Agreement.,

8.~=(a) At the end of sub-clause (a) of Article 19 of the Principal
Agreement there shall be added a paragraph in the following terms: WIf
at any time either party shall consider that either Roumenian prices or
Gulf of lMexico prices no longer provide suitable standards for fixing
'basic prices,! then the hasic prices! shall be cdetermined by mutval
agreement of the parties, or in default of such agreement by arbitration
under the provisions of Article 22, The 'basic prices' so determined
shall become binding on both parties by an agreement effected by
exchange of letters between the Government (vhich shall have full
capacity to enter into such an agreement) and the Company,"
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(b) As from lst June, 1949, the prices at which the Company shall
sell motor spirit, kerosene and fuel oil, produced from Iranian petroleum
to consumers other than the Government for internal consumption in Iran,
shall be the basic prices with a deduction of twenty-five per cent, (25%),
instead of a deduction of ten per cent (10%) as provided in sub-clause
(b) of Article 19 of the Principal Agreement,

9. In consideration of the payment of the above sums by the
Company the Government and the Company agree that all their obligations
one to another accrued up to 3lst December, 1948, in respect of sub-
clause 1 (a) and sub-clause 1 (b) of Article 10 and in respect of
. Article 11 of the Principal Agreement and also in respect of the General
Reserve have been fully discharged,

10, Subject to the provisions of this Agreement, the provisions of
the Principal Agreement shall remain in full force and effect,.

11, This Agreement shall come into force after ratification by the
Mejlis and on the date of its promulgation by Decree of His Imperial
Majesty the Shah, The Government undertakes to submit this Agreement,
as soon as possible, for ratification by the Majlis,



AFFENDIX D

TEXT OF LAW
REGULATING THE NATIONALIZATION OF THE OIL INDUSTRY

1, For the purpose of regulating the execution of the Law of 2/th
and 29th Esfand which nationalizes the 0il Industry throughout the
country, a lMixed Board shall be formed, This Board shall consist of 5
members of the Senate and 5 Deputies of the Majles to be elected by
each of these two Houses, the Minister of Finance or his deputy, and
one other person to be selected by the Government,

2« Under the supervision of the Mixed Board the Government is
charged to remove forthwith the former Anglo-Iranian 0il Company from
control of the 0il Industry of the country; should the Company maeke its
claim for compensation an excuse to forestall prompt delivery, the
Government mey deposit up to 25% of the current income, less cost of
production, in the Bank Melli or any Bank acceptable to both parties to
secure the claim,

3. Under the supervision of the Mixed Board the Government is
charged to investigate the lawful and rightful claims of the Government,
as well as those of the Company, to report its views thereon to the two
Houses of Parliament and upon approval give effect thereto,

4L, From Esfand 20th 1329 (larch 20th, 1951), when the Bill for the
nationalization of the O0il Industry received the ratification of the
Senate, the Iranian nation being lawfully entitled to the entire earnings
derived from Oil and Oil Products, the Govermment, under the supervision
of the Mixed Board, is charged to investigate ancd check the accounts of
the Company; sinilarly, the lMixed Board must meticulously supervise the
exploitation ¢f the Oil resources from the date this Law went into
effect vntil the appointment of a Board of lanagement,

5. As soon as possible, the lixed Board shall prepare the Charter
of the National Oil Company inclucding therein provision for the appoint-
ment of a Board of lanagement and a Board of Technical I:xperts; such
Charter shall be submitted to the two Houses for their approval,

6, For the purpose of gradually replacing foreign technicians by
Iranian technicians, the Mixed Board is charged to draw up regulations
for the annual selection, through competitive examinations, of students
to be sent abroad for education, training and experience in the various
branches of the 0il Industry; these regulations after being approved by
the two Houses shall bte put into effect by the liinistry of Education,
The cost of training these students shall be paid out of the oil -
earnings,

7. Purchasers of the procducts of the 0il Fields from which the
former Anglo-Iranian 0il Company has been renoved can hereafter purchase
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annually at current world market prices the same quantities purchased by
them annually during the period commencing from the beginning of 1948 up
to 29th Esfand 1329 (20th March, 1951), For additional quantities they
shall enjoy priority, other conditions being equal,

8, All proposals of the lMixed Board shall be delivered to the
Majles and if approved by its Oil Cormission the latter shall submit a
report thereon to the lajles for ratification,

9. The Mixed Board must complete its work within three months of
the approval of this Law and submit a report of its actions to the
Majles in accordance with Article 8, Should the Board need a longer
period of time it may ask for an extension, giving adequate reasons
therefor,



APPEI'DIX E

ANGLO-IRANIAY OIL GROUP

Consolidated balance-sheets of the Anglo-Iranian Oil Company for
the past two years (at December 31), together with group profit and
loss accounts, are compared@ in the following tables:—

CONSOLIDATED PROFIT AlD LOSS

ACCOUNTS
1949 1950
s £

Trading pI'Ofit (a) $oeveovrscsesssesrsereee 38)666’485 81’300’622
Divs, from sub, cos, not conse seseessenee 925,205 950,223
Dive, and int, from allied cos., €tCs sees 1:253,207 2,018,563
Int, on British Govt, etc,, securities ... 439,493 196,834
PI‘Ofit before UOK. tax ®0 0 es 0NN OB BLEIOELOEDY 41’281{!,390 84,466,342
Deduct UgI;. taJC S0 FP SOOI NTCEB ORI ROLBIRT OISO EDS 22’840,181 50’706,880
IJet profit G S0 0 0P B B PBETIENOO TR OENIOELEEE DR RRDS 18’411'4,209 33,759,462
Deduet: IHnerity Interest ...cececocecens 75,996 84,048
Retained by SU.b. COS ., essssecsses (b) 21,803 572’842
Net profit of Anglo-Iranian ,.e.cesevesseee 18,390,016 33,102,572
To Preference stock reserve ..ceesccsccses 1,000,000 1,000,000
To general TeSETVe cosecccescossscecsensss . 10,000,000 25,000,000
7,390,016 7,102,578
BI‘O.LlGht in LR BN BN B B B B B BT BN BT BT BN BN BN N B B BE BB B R I B N ) 1’608,438 1,885’9’70
Available balaﬁce [ EEEREEREEE ENERERRENERNENRSE:SHN] 8,998’454 8,988,542

Dividends paid:
Preference S0 e e e s 0 essossessRBetRCT SRR EES 1,071,231'7 1,071’234
ordine-l‘y’ LI B LA B B N IR B B IR R BN BN B R N AR BRI N ] 6}041,250 6,02"1,250
Carried forward by Anglo=Iranian ...eeeees 1,885,970 1,876,058
AE0 ' BRlences oF MDs 008. cecsovvssrstnsss 666,701 1,120,231
Carried forward by grouP eeececcscscsscsss 2,552,671 2,996,289

(a) After charging royalty and provision for special contingencies,
administration and other expenditure, including: depreciation on fixed
assets £20,146,117 in 1950 (&17,773,216); amount written off oil

xploration interests £11,2°99,255 (£5,56C,704); and provision for survey
repairs £2,750,000 (&1,000,000). (b} Credit,



CONSOLIDATED BALANCE-SHEETS

LIABILITIES =~

BENORE CABEREY e aihsisssanscsrsssotioscronine
Pref, stock reserve
Revenue reserve and surplus:
General ..0'.00...0.00‘DO...;.......OO;O‘.“..Q
Development and other res, sub, cos,
Profit and loss accounts
Excess on consolidation
Minority interest
F\lturetax 9 0 082022029 0000 R 0PRSS POIRPRORIEONRLIOEOLEOSIBIINOONTS
SpeCial ContingSHCies Pesssceceesens et gnnend
Current liabilities and provisions: : ;
Creditors and tax 00 cssensevssvensacsnassssesa
Provisions, contingencies
Dividends (net)

S0P NN E LRI ITNBIBIBEONNIOES

LC R B A BN BT IR R B B B RN B IR B B BN B R B U R

0 00 e s s SROYTPYOERODR

eS8 00BN ORNNENINPNROIRNRLOINIOESLSOLERDS

ASSETS --

Land, oil wells, refineries, etc. (&) seseescos
ST o SR SRR AR MR
Sub. cos, not consolidated and allied COSe +eve
Investments in exploration and producing cos,(c)
Current assets: ,
Stocks of stores and materials
Stocks of crude oil, preducts, etc,
Debtors, ete, . :
Int, and divs, acecrued
Tax certs. Q.Q.Q..'l.‘O.."Q.'Q..Q.O....'O..l
Quoted investments (d)
Cash

[ RN RN RN RN RN

B 0000090000ttt R0eseD

..I.ll".'.llO.........'0.....‘..;......

.‘...'..0.‘...0.......'.....

€0 4 00000 0BBRRSIYse

LRCIE I A B B A I B
R BURCIE R N

AR ERE R R R A R NN NENEE NN RN

Balance‘Sheet totals $esececessssesessesssscsnsese 207,8333010

(a) After £84,220,913 depreciation in 1950 (£72,353,012);
(¢) After decucting %31,716,488
Marlet value 53,789,616 (%4,664,884),.

L47,682,583 (840,016,215) depreciation;
(£20,420,450) written off; (d)

1949 1950
& =
32,843,752 32,843,752

7,000,000 8,000,000
40,000,000 65,000,000
448,404 567,849
2,552,671 2,996,289
1,226,696 1,222,718
169,606 171,301
17,288,515 41,059,457
s 40,487, 44O
98,395,205 65,553,477
4,654,111 7,470,959
3,253,950 3,121,178
37,870,816 42,081,585
110,087,306 13,350,334
" 27,182,868 35,966,228
22,656,828 12,505,078
25,469,650 26,372,492
12,446,090 15,645,028
30,371,324 37,365,993
701,264 693,107
8,311,625 30,000,000
4,209,365 3,553,828
28,523,874, 50,960,747
268,494,420

(b) After
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anglo-Iranian 0Oil Co., assets

Refineries: - abadan, Iran, 24,000,000 tons annual capacity; Haifa,
Palestine, L,000,000 tons, operated by Consolidated Kefineries, Ltd,, an
allied company in which Anglo-Iranian hold half interest; L'avera, near
liartigues, Southern France, 1,400,000 tons, and Dunkirk, Northern France,
300,000 tons, controlled by Societe Generale des Huiles de Petrole, an
allied company; Hamburg, Germany, 600,000 tons; Porto ilarghera, Venice,

Italy, controlled by Industria Raffinazione Clii lfinerali, an allied

company; Llandarcy, near Swansea, 2,100,000 tons, operated by Wational 0il
Refireries, Ltd,, a subsidiary company; Grangemouth, Scotland, 650,000 tons
operated by Scottish Uils, Ltd., a subsidiary company. A new refinery for
the manufacture of chemicals from petroleum is being built adjacent to the
Grangemouth refinery by British Petroleum Chemicals, Ltd,, in which Anglo-~
Iranian hold half interest; Laverton, near ielbourne, 120,000 tons, operated
by Commenwealth Oil Refineries, Ltd., in which inglo-Iranian hold half
interest; Kermanshah, Iran, 100,000 tons, operated by Kermanshah Petroleum Co,,
Ltd., a subsidiary; Alwand, Iraq, 320,00C tons, operated by Khanaquin 0il Co.,
Ltd., a subsidiary. Arrangements have been completed for the construction of
a new refinery of 2,000,0C0 tons per annum throughput capacity with a full
range of products, on the Thames Lstuary in the Isle of Grain area of Kent,

Share Interests: - The company, through its subsidiary, the D'Arcy
Iixploration Co., Ltd., (of which the company holds all the capital) holds 23 3/4
per cent of the shares of the Iraq Petroleum Co., Ltd,, also of Petroleum
Concessions, Ttd., and associated companies such as Petroleum Development
(Gatar), Lta., Petroleum Development (Trucial Coast), Ltd., Petroleum Development
(Oman and Dhofar) Ltd., and either by itself or through subsidiary companies
holds the whole of the issued share capital of British Tanker Co., Ltd,,
Tanker Insurance Co,, Ltd., anglo-Bahamian Petroleum Co,, Ltd., Anglo-

Irarian 0il Co, {iustralia), Ltd., Anglo-Iranian 0il Co. {India); Ltd., anglo-
Iranian 0il Co, {Pakistan), Ltd., inglo-Iranian 0il Co. (China), Ltd., Anglow
Iranian 0il Co, (4den), Ltd., Britannic Lstates,Ltd., Irano Products, Ltd,,
Petroleum Steamship Co., Ltd,, Hational Qil Refineries; Ltd,, Khanagin Oil
Co,, Ltd,e, Kermanshah Petroleum Co,, Ltd., iiaritime Lkefineries, Ltd., Rafidain
0il Co,, Ltd., and Scottish Qils, Ltd, (and subsidiaries), and also several
distributing companies on the Iurcpean Continent. They have also a large
interest in British Petroleum Chemicals, Ltd., Forth Chemicals, Ltd,,
sustralasian Petroleum Co,, Propietary Ltd., British Petroleum Co. of New
Zealand, Ltd,, Shell ..ex and B,P,, Ltd., (the marketing organization in Great
Britain of the Shell and Anglo-Iranian groups), Consolidated Petroleum Co,
Ltd,, Consolidated Refineries, ltd,, First Exploitation Co., Ltd., Kuwait

0il Co., Ltd., (4,I,0.C,, 507 and Gulf Ixploration Co, 50%), liiddle East -
Pipelines, ltd., Societe Generale des Huiles de Petrole, Norsk Braendselolje,
Steau Romana (British), Ltd,, and various other smaller investments,

Transport: - A fleet of, at present, 159 tankers (including those building
and on order) aggregating approximately 1,992,077 tons d.w, under the flag of
its subsidiary the British Tanker Co,, Ltd,, is controlled by the company,









¥r, Friedman February 1L, 1952

ity
“Chpg

George F, Luthringer T hgepn

Iran

I wish to thank you for your memorandum of February 13, 1952
calling my attention to some changes in the exchange system of Iran,
¥e have now been able to obtain a copy of the Bank Melli Iran
Circular of January 2, 1952, which had not previously been brought
to the attention of this Department, explaining in more detail what
has taken place,

I would wish you to know that my Department is now working
on this matter -- both am.to the exact nature of the changes involved,
the significance of the changes, and the question of what specifically
should we do in the case of Iran, I shall, of course, consult you
about any recommendations that we may wish to put forward in this case,

If your Department should wish to consider the general policy
that should be adopted by the Fund with respect to countries that
carry through changes and modifications of their exchange system
without prior consultation with the Fund, I think that you might very
fruitfully pursue this question at the present time,

WHT:dll

cc #‘M‘—MVW
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Office Memorandum

™ ‘/Mr. Luthringer and Mr, van Campenhout pate: February 13, 1952
FROM  : Irving S. Friedman§s.?'
SUBJECT : Iran

I would like to bring the attached matter on Iran to your attention,
and am taking the liberty of asking Gonzalez del Solar to contact Mr,.

Hassanein and Mr., Hexner to explore tentatively what the Fund's attitude
might be.

CC: Mr, Gonzalez del Solar
Mr, Kalivoda

" o Nod it e M '4/7’/5L
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Mr, Hassanein February 14, 1952
Cordon Williams

Attached is a memorandum describing a US government proposal te
supply 85 million of consumer goods to Iran as a means of financing the
local currency needs of the Point 4 program there in the third quarter of

1952,

Tou will note reference to the possibility of a special exchange
rate being arranged for,

I wonder 1) why the importation could not have been effected as a
normal transaction; 2) what assurance anyone has that the consumer goods will
get where they are needed, at prices which will silow wide distribution; 3) what

effect this might have on the inflationary pressures in Iran,

Attachment

Ce: Mr, Rooth
Mr, Taylor,”









¢ FOREIGN SERVICE DESPATCH

February 9, 1952

FROMs AMEMBASEY, TEHRAN ‘ Despatch No, 901
T0: Department of Ctate, Washington
REF: o0oMé62

SUBJECT: Monthly Economic Report

During the month of Jenuary the financial position of the Govern-
ment was the prineipal subject of imterest and comcerm in the economiec life
of Iren, Salary and wege payments to eivil employees of the Government end
its agencies due December 20 were made in full from current revenue collections
between January 1 end January 25. Priority was given to payments to the
security forces and workers of The Nationsl Iranien 01l Company, Payments
to contractors and Government suppliers were msde on a sporadic besis, largely
tolm able to bring the strongest pressure for settlement of long overdue
ob tiomns,

Salary payments due at the end of tle tenth Iranisn month, January
20, were not begun til February 4. The inereasing (word illegible) in salary
payments and the settlement of other financiel obligations of the Goverament
have incressed correspondingly the burden on the commercisl community.
Retailers are forced to extend greater credit to consumers or scecept a
reduction in sales; wholesalers find it inereasingly difficult to obtain
settlement of bills both from retailers and for Government seccounts,

Commercial credit continued to be extremely tight. The announce-
ment on January 30 by the British Bank of Iren and the Middle Esst of its
intention to withdraw from Iran on July 31, 1952, will reduce its activity
to a procedure of liquidation, which will further limit eredit svailsbilities,
The closing of the British bank had been anticipated for some time, but in
finenéial cireles the announcement was received with a certain concern. At
this writing, neither the Prime Minister nor the Bank Melli had yet responded
to the Bank's notificetion of withdrawal.

There is some evidence that merchents are having difficulty in
covering eurrent coste from limited sales, This has led to a variety of
asctions to limit coste of which the paramount has been the reduction of pey-
rolls, The decline in cormercisl employment has added to the decline in
industriel employment and the seasonal drop in agricultural setivity to reduce
gtil]l further availsble purchasing power.

While a gresat meny of the factors influencing the low level of
business activity end the decline in effective demand may still be described
ee seasonal, it is increasingly spparent thst this cloaks s more serious,
longer range trend snd thet to a considerable extent the normal resumption
of economic sctivity after the Persien New Year (March 21) mey not occur
this yeer. &s indicated above, the principel factor in the business stagns-
tion is the Government's finsnciel difficulties, which themselves arise
from the loss of income from oil cperations.
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The most significent positive factor in scting to counter the
deflastionary pressures has been the high level of export sales over the year.
The velue of exchenge arising from exports sold to suthorized banks over
1951 §m million) was slightly higher then for the near record year of
1950 (ebout £63 million). Although exports during the past eix weeks have
tended to inerease over the preceding six months the incresse has been less
than that observed for the export season over the seme peried in 1950,

The relatively good rate of exports which has obteined, however, may be
attributed to the genersl shortege of exchenge which has preveiled since
November. Exchange rates have steedily moved upward and by the end of

January represented an effective devalustion of rial velues governing exports

by sbout 245, The greater rial rewards to exporters have been achieved,
:enwri t'::t.iroly et the cost of increased prices of relatively essential
mport e o

During December, the most recent month available, one comparatively
sccurate cost-of-living index based on the requirements of an unskilled
worker in Tehren, showed an inerease for the month of 5.4% fr all
components and a 9% ineresse in food items, The import of sugar has been
completely stopped for two months owing to the faet that higher exchange
retes made suger imports umprofitable in terms of the controlled domestiec

solling price.

Since the suspasion in early Becember of sales of exchange from
balances held by the Government snd the Bank Melll, supplies of exchange
evailsble to importers have been reduced by more than 50%8. For the menth
ending December 20 exchange purchases for imports totaled only $7 million,
end prelirminary reporte from the Bank Melli indicate that such purcheses
in the following month were little more than $5 million.

There were many rumors and conflicting statements during January concern-
ing the possible sale of Irenien oil to foreign purchssers., Responsible
officiale dissemineted reporte indicating that Iren wae on the poimt of
concluding contrscte for the sale of oil to customers renging from Polsnd
and Hungery to shadowy German end Japanese interests. The speculation
was helghtened by the Prime Minister's requesting the Joint Oil Commission
to advise him whether reductions in oil prices could be made under the
Nationalization law and the response that they could. Immediately reports
eirculated to the effeet that a quantity of 500,000 tons would be sold to
en unnamed customer st a fifty percent discount. The only tangible result
of all this was the signing of a trade agreement with Hungery providing for
the export of Iranian petroleum products. The problem of transportation
seems likely to preclude any sales being consummated under this agreement
in the foreseesble future., Fallure to find any exteransl markets limited
Iranien oll production to en amount slightly in excess of local needs. The
Kermanshah refinery snd the twe smallest units of the Abaden refinery were
in production et an annual rate of approximetely a million and & half
gellons,

The lsbor situation remained calm during the month, with the primary
ensrgies of the lsbor leaders devoted to work in theprovinces for various
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candidates for the Majlis, although they have no agreed slate of candidates.
Thére were few strikes end no known lockouts., On the whole, conditions

were better than expected earlier, largely befause the weather was unususlly
mild, However, public works and comstruction have about resched a stand-
#till, with resultant unemployment.

For the Ambassador:

/s/

Robert B, Parke
bdeting Commercial Attache

Credits: Credit for material contributed to this report is duse:
Paul C, Parker, Treasury Representstive for the lMiddle Eest
Stewart B, Campbell, Second Seeretary
Charles C. Fineh, Labor Attache
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T 11th Dey, 1330
b | No.12/5671
" . ¢
CIRCULAR
: TO ALL OUR CORRESPONDENTS.
, Dear Sirs ' y
£ ' ) ; r

We beg to inform you that our excw control authorities have‘ih'
decreed that, as from 27th. December 1951, the goods as per attached list
may be imported into Iran without formalities in the sense of licences

Y ¢ A

ete. . ey R
For the importation of goods other Q’han those meﬁtioned above, | :
1mportels have {0 obtain in each ca*.e specxil licence from the Exchang_a |

o e i A 4l hopn

Control Committee, and bill$ sent here for collection must bear the re- Ry

lative licence number, failing which proceeds cannot be remitted by the

Bank. This stipulation applies to all shipments effected from‘ g 4.
27th. December 1951, and does not apply to cases where Bms of Lﬁdﬁng '
or Railway Bills of Lading are dated before 27th. December 1951.

; : For your further information we beg fo- add that xmboﬂm for es-
fg : sential as well as non-essential goods have #0 s secure expmt Beﬂmm i
: ‘ from Iranian exporters on the free market ilt ﬁu&mﬂag mﬁs T D)
change) and that exchange is not being provyad by the Government. T
" v
gy < 0 TS

- Yours faithfully,

BANK MELLI IRAN.
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10.

8 /i 1

12.
13.
14.
15.

16.
17.

W'n-rw‘-w B o, ot

18. Plywood | of various tmckness

Jox
- 19.
20.
. 213
" 22.
23.
24.

E. 29.
: 30.
31.
32,
33.
34.
35,
36.

. Dry milk, quaker oats, flour, extr&:t of malt and other fﬁad-smﬁ

. Raw vegetable products for dyeiﬂg and tanning, extracts for tan :

. Cod liver oil. ?' S

25. Inflammable cotton used in lampand hurricane lamp.
| 26. Felt hats. -
%8 ' 27.
28. Electric bulbs and inflammable chhnneys

children.

ning dyeing and dyes - ciccatives - varnishes in any form
Gum Arabic, medical baumes and manna.
Vegetable oils for cooking and mai‘garm.

Industrial oils used in the manufacture of soap and similar article
Lubricating oil and grease.
Cements, with the exception of white and coloured cements.

Medicine, chemical products, medical essences. catgut, tooth-paste,
and falze teeth.

Cinematographic products ready ‘for use in cmemas photogrﬁphy
and cinema films.

Inks for use in fountain-pens, printing inks, pencils and pen-nibs.
Glues of all kinds for retail market, rubber and animal glues.
Lump and granulated sugar for Government (monopolized).

Bull, buffalo and calf hides. i

Leather belting or belting made of plastic or wool used in machmery
and vehicles.

Tyres and tubes. | j
Medlcal mstruments made of © L SOEK L o i pimbai e

B

Cork and articles made of cork.

Various kinds of paper and cigarette paper.
Cotton yarn on reels, and artificial yarn.
Cotton piecegoeds. :

Merinos wool, wool and soft wool yarn. I
Raw jute, jute gunnies and hessiah cloth. ‘

Glass panes!

Opthalmic glasses, glass for wat(.hQs and spectacle frames
Tin bars or sheets. i
Razors, safety razors, blades clxpp&s, shaving sticks and paatea

Books and printed matter.
Spare parts for cars, trucks, moto cles and tractors.
Medical and surgical instruments. }

Buttons. :
Spnre parts for mdustrial and 8grl' J








