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The attached Note by Officials on Iranian debts to the United Kingdom relates
to the 'variety of outstanding claims' to which the Foreign and Commonwealth
Secretary referred in paragraph 3 of his minute to the Prime Minister of

26 March about arms supplies to Iran. The note is circulated to the
Committee to provide a background for the resumption of their discussion on

this general issue, and on the proposed release of the 'Kharg' to Iran.
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BACKGROUND NOTE ON IRANIAN DEBTS TO THE UNITED KINGDOM
Note by Officials

In considering their future policy on the export to Iran of goods requiring an
export licence, Ministers may find it useful to be aware of the scale of Iranian

debts and the scope for applying pressure to secure their repayment.

2. There are four categories of debt —

a. Debts owed by the Iranian Government and agencies under its control
to British Government Departments or to International Military Services
Limited (IMS) acting on behalf of the Govermment or, in some cases, on

their own account. Details are set out at Annex A,

b. Debts owed by the Iranian Government and agencies under its control
on which ECGD has paid out claims. A list of some of the larger cases
involved is at -Afnex B- ECGD has to date paid a total of £127m in
respect of all Iran claims of which some £98m is directly attributable
for one reason or another to the Iran Government. Another £26m of claims
are currently under examination and further potential losses notified
amount to some £106m.

Ce Debt to companies not covered by ECGD insurance. The only debts
of which the Group is aware under this heading are those incurred by
the Iranians in respect of spares and services provided by British
Shipbuilders for the 'Kharg' prior to its abandonment by the crew.
These amount to £850,000.

d. Debt to banks. Arrears of 35 million are still outstanding.

Most of this sum relates to direct (ie non-syndicated) borrowing by

Iranian companies and there are reasonable prospects for repayment of

the bulk of the money in due course. But some loans to thé Ahlavi (formerly
Pahlavi) Foundation are, because of tlat organisation's close links with

the former Shah, unlikely to be repaid. There is no suggestion at

present that the banks would wish these bank debts to be the subject of

intergovernmental bargaining.
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Although no totals are available, a

3. The claims are not all one way.
in respect of

number of British firms have received claims from the Iranians
contracts not completed; and it is clear that, once conditions permit serious
discussion of UK claims, many Iranian counter claims will also be put forward.
Another factor to be taken into account is the existence of performance bonds
relating to a number of outstanding contracts. So far the Iranians have not
called such bonds capriciously or for political reasons, but there is a risk
that they might retaliate in this way to an attempt on our part to apply general
commercial leverage by withholding export licences. At present at least £100m
million of performance bonds are outstanding of which £40 million are

guaranteed by ECGD.

4. The position of other Western countries, the USA apart, is similar to or
worse than our own. France has considerably larger claims; West Germany
appears to have less than the UK at present but their potential claims are
larger; Italy has comparatively few claims; and Japan's position depends
largely on the future of one very large petro-chemicals projects. ECGD will
keep in close touch with their colleagues in Europe and will consider with them
whether there is scope for any concerted action to recover debts.

Se The normal arrangements for debt recovery are

i. In the case of companies, whatever arbitral or court proceedings

are provided for in the contract concerned. However, the malfunctioning
of the Iranian administrative and legal system is such that the chances
of redress by this means can at present be regarded as negligible.

ii. In the case of official organisations, Government to Government

negotiation.

6. Once political clearance has been given, IMS and MOD would expect to enter

into negotiations with the Iranians. In such negotiations, the Iranians would

be reminded of the major importance which we attach to the early clearance of
debts, and we would hope to use the possibility of the release of non-lethal
military equipment as a lever to persuade the Iranians to clear at least part of
their debt. However, it has to be recognised that the extent of the pressure
that can be exerted in this way would be limited, particularly as the Iranians
— 2
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would still not be receiving the lethal items to which they must attach even
greater importance in the context of the hostilities with Irag. The legal and
contractual situation underlying this situation would be complex and would have
to be considered in the context of the supply requests made and the individual
contracts concerned. The Attorney General's opinion is however that it would
be lawful for the Government to refuse export licences so long as debts to itself
(ie in this case MOD) or IMS (an arm of the Government) were outstanding.

T. Against this background, the question arises whether any Government leverage
exists which could secure payment of monies outstanding to companies, the recovery
of which would of course be of direct benefit to ECGD. Of the possible approaches,
three do not appear to warrant any further consideration.

These are -

i. A generalised settlement of all ocutstanding debts. This approach
stands most chance of success when the debtor has financial difficulty in
purchasing goods to meet its current requirements, a situation which does

not apply in Iran's case,

ii, Attachment of Iranian assets in the UK. Potential damage to London as a
financial centre is equally relevant here.Furthermore this approach would not
work because of the difficulty of establishing the precise ownership of Iranian

assets in the UK and matching them with the debts of those same organisations.

iii. Freezing Iranian financial assets. Although the United States freezing
of Iranian financial assets, triggered by Iran's taking of American hostages,
provided a possible means of settling US commercial claims, the arguments which
led us to refuse tocontemplate that course to help the United States then are
no less compelling now in relation to Iran's commercial debts to the UK.

The threat to London's role as an international financial centre and o the
position of the Bank of England in particular would be totally disproportion—

ate to the amount of money at stake.

8. Officials did however think it worth considering whether it would be pDossible,
once the current political obstacles have been removed, to use the withholding of

export licences for milita equipment to put pressure on the Iranians %o set<l
T le




debts beyond what they owe to the Government or IMS. On balance, they did no
think this was worth pursuing since the value of the goods we should be with=
holding is small in relation to the cutstanding debt; and although some items
(especially spares for Chieftain tanks) are badly required by the Iranians,
this would not seem to be an effective lever to apply across the board to the
Iranians and could well frustrate the use of such a lever in a more limited
context (see para 6 above). The Attorney General has not in any case been asked
to consider the legality of withholding export licences as a lever to recover
the generality of ECGD guaranteed debts.

T

CONCLUSIONS

9. O0fficials conclude that —

a. Iran's outstanding debt to the United Kingdom in respect of amounts
due to MOD, IMS and exporters insured through ECGD is substantial(£200 million).

be On the claims paid at present ECGD estimates that most of the

£29 million paid in respect of the Private Sector will eventually have

to be written off. On the £98 million already paid in respect of the
Public Sector, recovery prospects will depend on the outcome of eventual
negotiations which will of necessity be protracted. Taking an optimistic
outlook, ECGD would not at present expect to recover more than 50 per cent.

cs As regards sums owing to the Ministry of Defence (and IMS, some of
which have been the subject of claims paid by ECGD), use of the Government's
discretion to withhold export licences for certain spares requested by

Iran (and already paid for) provides some leverage, which it would be
lawful to apply.
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DEETS OWED BY IRAN TO THE MINISTRY OF DEFENCE
AND INTERNATIONAL MILITARY SERVICES LIMITED
AS AT 235 FEBRUARY 1981

1. The contracts entered into with Iran prior to the revolution
now represent a range of unfinished business for MOD and IMS, and
include the following items:

a. Those for which Iran has paid, but for which export
licences are being withheld - KHARG, AFV spares and
ammuni tion.

b, Those covered by extant contracts where letters of
credit will require revalidation - AFV spares and
ammunition.

c. Those under extant contracts yet to be manufactured
and where price negotiations are outstanding - AFV
spares and ammunition.

die Those covered by contracts which have been
terminated but for which settlements, including
termination accounts, have still to be negotiated €2,

(1) P.4030 MBT Contract.

A total of £307TM has been received, and
it is expected that all of this will be taken
up by the MOD termination claims.

(1i) Other Contracts.

Some £25M of advance payments from Iran
are held by MOD and IMS (together), and it is
expected that this will need to be utilised
in the settlement of termination claims from
suppliers and sub-contractors in respect of
€.8. ARVs and the Yarrow Support Ships.

e. Those on which debts are owed by Iran to the MOD and
IMS. (Paragraph 2 below. )

2. The breakdown of the debts referred to above is as follows:
£5 £
a. MOD Contracts Direct with Iran
(Covering Hvdrographic Survev,
Training and Naval Stores) .0
b. MOD Contracts Via IMS:
((E5) AFV Spares 4.6

= - ——
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(ii) Armoured Recovery Vehicles 3020,
(iii) Support in Aid of Iranian
hips 1.4 o)
IMS Direct Contracts with Iran
(1) Bandar Abbas Dockyard 922
(ii) Fifth Echelon Workshop T7el
({939 N e 1419
(iv) 1ICP 2970
(v) Yarrow Ships 2.0
(vi) Support Contracts 257 66.3
80.3
a. The Bandar Abbas figure includes an extra-
contractual claim of approximately £2.6M for
loss and damage due to breach of contract by
delay in performance of obligations by the
Iranians.
b. Against the debts owed to IMS on the Fifth
Echelon and CTT contracts, ECGD have, to
date, paid the sums of £14.7M and £0.6M
respectively to IMS,
C. The Yarrow Support Ships debt relates only
to the IMS input. In addition, Yarrows are
owed a further £20M against which ECGD have,
to date, paid £13.8M.
d. The above contain elements owed in Rials, the
Sterling value of which will vary according
to the exchange rate ruling at the time of
settlement.
e, The above sums exclude further possible

termination claims against iran.
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IARGER CLATMS PAID BY BCGD IN RESPECT OF IRAN OOVERNMFNT AND FUBLIC B)TPRS

EXFORTER PUYER

060003 /IMOJPCT

AOWNT PAID BY FCOD

FURTHER LIABIDITY

STATE OF CONYRACT

A _CONPLETED CONTRACTS

BICC LTD MIN OF WATER & POWER

B__INCOMPLETE CONTRACTS

G7C TUKDINE OENIRATORS IRAN FOWER OENERATION
AMD TRANSHISSION CO

(TAVAHIR)

TURRIFF TAYIOR
FETROLES D' IRAN
(50FIRAN)

MIN OF ROADS AND
TRANSPORT

MARTLES RIDUWAY

€ MILITARY COUTRACTS (OVFR £1H)

use LT MIN OF VAR

PRITISH AENOSPACE NIN OF VAR
s ym HIN OF WAR
HIN OF ¥AR

YARRCY SHIPBUTLDERS

D _MILIRARY CGITRACTS (UNDER_£1M)
MILITARY JNDUSTRIES

ANITISH AEROGPACE
ORGANIGATION

s LI MIN OF WAR

SOCJETE FRANCAISE DES .

SUPPLY AND ERFCTION FOR
IRAN POVER GENERATION AND
TRANSHISSION CO.

POWER GTATION
AIWAZ 1T

OHSHORE FACILITINS FOR
GIRRT ISLAND OIL TERMINAL

ROAD CONSTRUCTION

3 OAS TURBINE
UENZRATING UNITS
i

CONYERSION CF RAPIER
MISSTLE SYSTEN INTO
BLINDFIRE KOIE

h 1CCISTIC SUPPORT

FEGSELS

BPARES RAPIER GYSTEW

COUNINED TACTICAL
IRAINER

aovVI. URFAYLT

i
00VT. ILIAl T

!
VAR i

QOVT. DEFAWLY

GOVY. DEFAU

00YY. IDEFAMLT

aovr.! DEFNRT |
wan

Gory | DEFAIT

|
H
aove! onean

00Vr. DEFAULT

£1,571,579.47

£3,665,394.59

| 62

£20,100,000.00

£5,886,280.80

£12,911,185.19
£1,816,311.60

£13,783,01.6:09

f

)

WN51,653.59

,068,776.00

906,

58,026

NIL

£500,000

nIL

NI

1,159,771 PINS 2
SHALL CIATHS

INSEINE TERHINATION
CLAIH OF UP TO £5M.

o)

£500,000

SUPTLY AlD WORES CONPIETED

CONTRACT TERAINATED.  GOODS 1N

BTORACE 1IN VK.

WORK COMPLETE DT HOID Up 1
12 MONITE MAINSENATCE 1¥I0 O

CONTRACT TERMINATER. £5.1K I'lll'l
DIRFCT TO NARPIES.  DALANG
L15M PAID TO BANK AGAINST I‘..T

000D W1t LOSSTPLE WEING
RESOLD TV GULF CRIENT CO OF
RAS AL, KNATHAR

CONTRACT TERMINATED. RECOVERIES
FRON EESALYE OF FARTS 10 OAN
BETHG U3ED TO COVER VALID CLATHS
UNDIR RELAIYD DUTER CRED)T ALSO
SUPPLIER CREDIY CIAIN FOR
€1,159,771

CONTRACT TERNINATED

CONTRACT TERWINATED. ERDPEAVOIMING

TO SEIL SIIPS DT 60 FAR WIMIOUT
| SUCCESS

CONTRACT CONPLETED

CORTRACT TERINNATED
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1ENDER WUYER PROJECT CLATH FAID!  RECOVERED  CUNRENT NEXT FINAL REIALKS.
| o/8
A_DUYER CREDITS: z
PRITISN AEROSPACE A% 1
ARDS MIN OF VAR i h,86€ 1 £ 3,973 £20,3%,826 20 APRIL 1981 20 APRIL 1983 TERINATION CLAIN OF
£h.05M OFFSET AGAINST
WELISATIONS FUOH Ol .
PLATT ?
Saco MIDLAND POUISHESH IND  TEXTIIE PLANT £3,360,299 | NIL £ 2,905,328 2B FEDWARY 1981 28 FEURUARY 1984 BUYER WHDER CGIITROL, OF
| GOVEIMENT JO{NT
! GUARAITTORS AWE
' NAT IONAL LEED EANSS .
CEMENTATION 1NT HORAN arN QAR TEIRAN LUXURY FLATS £ 510,804 rw.ojl £ 2,400,000 30 APRIL 1981 31 OCTOBER 1984 GUARANTOR 15 23K O
| WOW PAVE OF FELLAY.
PIROJECE 1LOC 1orns SIANFUR CHEMICAL COMPIEX £ 626,13 iszs.ﬂlu'i £ 3,000,000 31 JANUARY 1981 31 JULY 1984
CIEMICAL CO |
2 PRESHIIMENT FINANCE )
MARPLES RITGVAY - HIN OF ROALS ROAD M.zel.hk;' NIL - " - - FOSSIBLY 10 V& OFFSEY
AND TRANS- CONSTRUCT 10N AGAIHST BASIC CLAIMS
TORT |
: == r -
2 LIVESTIERT INSURAICE PAYMENTS |
|
INVESTOR CLATH PATD civssloeiicea | KEHARKS
BRITISH DANK OF HIDDLE EAST €1,292,445.90 pxvormATIon | FOSSIBLE ADJUSTHENT TO DE MADE ON RECEIFT OF UP 70 DATE ACCOUNTS.
URITESH IND PIASTICS LTD £ 175,058.68 ExpoPRIATION | TAKEN OVER BY REVOLUYIOMARY COMMITIEE. STILL IN TOUCH.
NAVEER STDDELEY OROUP LTD £ 433,800 EAPROFRIATION * i NAD TO PHYSICALLY HAND OVER SHAWES TO KEVOLUTJONARY COMMITTEE. ‘
STANDARD CHARTERED DANK 17D £3,292,189.51 EXPROVRIATION | 10SSIBLE ADUGTHENT TO S MADE ON RECETPT OF UP TO DAYE ACCOUNTS. ' ‘
BRILVM LTD L 647,555.30 VAR ! TAKEN OVER BY REVOLUTIONARY COMMITTEE. STILL IN TOUCH. ¢
STANDAKD CHARTERED BANK 111 £ 56,176.84 VAR ! FULLY RECOVEGED IN NET PAYMENT OF £3,392,189.51 FOR EXPROPRIATION.
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