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To t h e  Speaker  of t h e  House of R e p r e s e n t a t i v e s  
and t h e  P r e s i d e n t  p r o  tempore of t h e  S e n a t e  

b 
a ,  

T h i s  is our r e p o r t  on i s s u e s  re la ted  t o  U . S .  m i l i t a r y  
sa les  and a s s i s t a n c e  t o  Iran. 

The  rev iew was made i n  compl iance  w i t h  t h e  Budget  and 
Account ing  A c t ,  1 9 2 1  ( 3 1  U.S.C.  5 3 ) ,  and t h e  Accountincj and 
A u d i t i n g  A c t  of 1950  ( 3 1  U.S.C. 57). 

Copies  of t h i s  r e p o r t  are be ing  s e n t  t o  t h e  D i r e c t o r ,  
O f f i c e  of Management and Budget;  t h e  P r e s i d e n t  and Chairman 
of t h e  Export- Import  Bank of t h e  U n i t e d  S t a t e s ;  t h e  S e c r e t a r y  
of Defense ;  and t h e  S e c r e t a r y  of S t a t e .  

the C o m p t r o l l e r  Genera l  
of t h e  Uni ted  S t a t e s  A__. 
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COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

D I G E S T  - - - - - -  
WHY THE REVIEW WAS MADE 

I n  c o n j u n c t i o n  w i t h  t h e  Middle 
East s i t u a t i o n  and t h e  Arab o i l  
embargo, U . S .  arms sa les  and 
m i l i t a r y  a s s i s t a n c e  t o  Iran- -  
$1.5 b i l l i o n ,  d u r i n g  f i s c a l  
y e a r s  1946-69 and $6.9 b i l l i o n  
s i n c e  f i s c a l  yea r  1970--have 
a roused  c o n g r e s s i o n a l  i n t e r e s t  
and concern .  

I n  1973 t h e  Congress  amended 
t h e  Fore ign  M i l i t a r y  Sales  A c t  
t o  s h i f t  arms sales from Gov- 
ernment  t o  commercial c h a n n e l s  
t o  t h e  e x t e n t  p r a c t i c a b l e .  
GAO reviewed t h e  na tu re ,  pur-  
p o s e ,  and management of t h e  
s e c u r i t y  a s s i s t a n c e  program t o  
I r a n .  

F I N D I N G S  AND CONCLUSIONS 

The U n i t e d  Sta tes  h a s  been and 
remains  I r a n ' s  p r i n c i p a l  arms 
s u p p l i e r .  Other  major sup- 
p l i e r s  are  t h e  Uni ted  Kingdom, 
t h e  S o v i e t  Union, I t a l y ,  and 
France .  (See p.  4.) 

e. 

c 

ISSUES RELATED TO U.S. MILITARY 
SALES AND ASSISTANCE TO I R A N  
Department of Defense  
Department of S t a t e  
B-133 2 58 

Nature o f  U . S .  arms sa les  
t o  I r a n  

U.S. s e c u r i t y  a s s i s t a n c e  t o  
I r a n  h a s  changed a s  I r a n  has 
p r o g r e s s e d  from g r a n t  a i d  t o  
c r e d i t  sales t o  t h e  p r e s e n t  
prog.ram of l a r g e - s c a l e  c a s h  
sales  of hardware and manage- 
ment and t e c h n i c a l  a d v i s o r y  
s e r v i c e s  o f  Department o f  De-  
f e n s e  p e r s o n n e l .  (See p.  5 . )  

U.S. g r a n t  a i d  t o  I r a n  of m i l i -  
t a r y  equipment s topped  i n  fis- 
cal  yea r  1 9 6 9  and g r a n t  t r a i n -  
ing  s topped  i n  1973. , 

Fore ign  M i l i t a r y  Sales on 
c r e d i t  were made from f i s c a l  
y e a r s  1965 t o  1969 and s i n c e  
t h e n  a l l  sa les  have been cash. 

U.S. m i l i t a r y  a s s i s t a n c e  and 
s a l e s  th rough  J u l y  31 ,  1974,  
i n c l u d e d  (1) g r a n t  a i d  $850 
m i l l i o n ,  ( 2 )  c r e d i t  sales $ 5 0 0  
m i l l i o n ,  ( 3 )  cash sa les  $7 b i l -  
l i o n ,  and ( 4 )  s h i p  t r a n s f e r s  
$13 m i l l i o n ,  and t o t a l e d  
$8 . 4 b i l l  i o n .  



t 

r e l a t i o n s h i p ,  t h e  Uni ted  S t a t e s  
has s o l d  t h e  f o l l o w i n g  major  
equipment  and s e r v i c e s  t o  I r a n  
from f i s c a l  y e a r  1970 t h r o u g h  
February  1974. (See pp. 8 
and 77.) 

C l a s s i f i e d  m a t e r i a l s  de le ted .  

c 

.. 

C u r r e n t  U.S. sa les  are respond-  
ing  t o  I r a n ' s  de te rmined  needs ,  
b u t  t h e  Uni ted  S t a t e s  does  n o t  
p a r t i c i p a t e  d i r e c t l y  w i t h  I r a n  
i n  d e v e l o p i n g  I r a n i a n  f o r c e  
g o a l s .  

The U.S.  M i l i t a r y  Miss ion  w i t h  
t h e  I r a n i a n  Army and t h e  M i l i -  
t a r y  A s s i s t a n c e  Advisory  Group 
d o e s  p r o v i d e  a d v i c e  which  i s  
t a k e n  i n t o  a c c o u n t  by I r a n i a n  
p l a n n e r s .  Under t h i s  new 

U.S. m i l i t a r y  a s s i s t a n c e  has  
evolved t o  a new l e v e l  i n  I r a n  
w i t h  t h e  sale  of a d v i s o r y  s e r v-  
ices of Defense t e c h n i c a l  and 
management e x p e r t s .  A s  of 
J a n u a r y  1974,  539 such person-  
n e l  were i n  Iran--492 uniformed 
and 47 c i v i l i a n s - - t o  h e l p  I r a n  
d e v e l o p  s k i l l s  t o  m a i n t a i n ,  
s u p p o r t ,  and u s e  i ts  new arms. 
T h i s  s e r v i c e  is e x p e c t e d  t o  
peak a t  640  p e r s o n n e l .  (See 
pp. 1 0  and 2 0 . )  

Purpose  of U . S .  arms sa les  
t o  I r a n  

The U n i t e d  S t a t e s  has i m p o r t a n t  
economic and s t r a t e g i c  i n t e r e s t s  
i n  t h e  P e r s i a n  G u l f  area. (See 
p .  2 0 . )  

C l a s s i f i e d  m a t e r i a l s  d e l e t e d .  



- - I r a n ' s  o i l  p r o d u c t i o n  is t h e  
second l a r g e s t  i n  t h e  Middle 
East.  I n  1973 r o u g h l y  
7.8 p e r c e n t  of i t s  o i l  ex- 
p o r t s  went t o  t h e  Uni ted  
S ta t e s ,  37.2 p e r c e n t  t o  
Europe ,  and 33.6 p e r c e n t  t o  

n o n a l i n e d  i n  t h e  Arab- Israeli  
c o n f l i c t .  

* Japan .  Iran h a s  remained 

.r --U.S. program p l a n n e r s  view 
I r a n ,  i n  c o o p e r a t i o n  w i t h  i t s  
n e i g h b o r s ,  as  r e s p o n s i b l e  f o r  
i n s u r i n g  peace  and s t a b i l i t y  
i n  t h e  P e r s i a n  G u l f  area and 
as an i m p o r t a n t  f a c t o r  i n  t h e  
I n d i a n  Ocean area. 

Management of  U . S .  sa les  and 
a s s i s t a n c e  Droqrams 

e 

A comparison o f  U . S .  arms sales 
t o  I r a n  t o  t h e  c r i t e r i a  of t h e  
F o r e i g n  M i l i t a r y  Sales A c t  
showed no s i g n i f i c a n t  areas of 
nonconformance. (See p. 38. )  

GAO n o t e d  t h a t  some of t h e  
n e a r l y  500 m i l i t a r y  t e c h n i c a l  
a s s i s t a n c e  f i e l d  team p e r s o n n e l  
i n  I r a n  have s k i l l s  t h a t  are i n  
c r i t i c a l l y  s h o r t  s u p p l y  i n  U . S .  
m i l i t a r y  u n i t s  and s u g g e s t e d  
c a u t i o n  i n  c o n s i d e r i n g  f u t u r e  
sales o f  U.S. a d v i s o r y  s e r v-  
ices. (See p. 1 7 . )  

Although t h e  s ta ted p r e f e r e n c e  
of  bo th  t h e  l e g i s l a t i v e  and 
e x e c u t i v e  b r a n c h e s  is f o r  d i r e c t  
commercial arms sales ,  GAO 
found t h a t  commercial s a l e s  
were n e g l i g i b l e  compared w i t h  
Government s a l e s .  (See p .  4 0 . )  

- 

The Uni ted  S t a t e s  is c o n d u c t i n g  
i ts arms sales  program t o  I r a n  
a t  c o n s i d e r a b l e  c o s t  t o  t h e  
Uni ted  S t a t e s ,  a l t h o u g h  t h e  law 
r e q u i r e s  r e c o v e r y  of all c o s t s  
t o  t h e  maximum e x t e n t  p o s s i b l e .  

The p r i n c i p l e  of f u l l  c o s t  re- 
c o v e r y  shou ld  be implemented 
i n  m i l i t a r y  sales  t o  c o u n t r i e s  
l i k e  I r a n  which are f i n a n c i a l l y  
c a p a b l e  of pay ing .  To t h e  ex- 
t e n t  t h a t  U . S .  costs are  n o t  
r e c o v e r e d ,  t h e y  become a form 
of i n v i s i b l e  g r a n t  a i d .  

Unrecovered c o s t s  i n c l u d e  a t  
l e a s t  $ 1 0 . 5  m i l l i o n  i n  adminis-  
t r a t i v e  c o s t s  and $ 2 4 . 2  m i l l i o n  
i n  unrecovered  i n t e r e s t  c o s t s  
o n  Expor t- Impor t  Bank l o a n s  f o r  
arms p u r c h a s e s .  The Bank made 
t h e  l o a n s  a t  lower i n t e r e s t  
r a t e s  t h a n  it p a i d  on i ts  
bor rowings ,  some of  which were 
from t h e  U.S. T r e a s u r y .  (See 
p .  44.) 

I t  seems incongruous  t h a t ,  de- 
s p i t e  h e r  c u r r e n t  g r e a t  w e a l t h  
and mass ive  arms purchases, 
I r a n  s t i l l  owes t h e  Uni ted  
S t a t e s  $36 m i l l i o n  i n  pas t- due 
d e b t s  i n c u r r e d  m o s t l y  r i g h t  
a f t e r  World War 11. (See 
p. 48.) 

GAO found t h a t  U . S .  p e r s o n n e l  
i n  I r a n  had n o t  accoun ted  f o r  
and r e p o r t e d  on t h e  l o c a t i o n ,  
c o n d i t i o n ,  and u s e  of equ ip-  
m e n t  p r e v i o u s l y  g i v e n  I r a n  
under t h e  m i l i t a r y  a s s i s t a n c e  
program as r e q u i r e d  by law. 
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GAO 6 e J i e v e s  it would be The D i r e c t o r ,  O f f i c e  o f  
d e s i r a b L e  t o  s e l l  I r a n  t h e  Management and  Budget ,  shou ld  
u.S. r e s idua l  r i g h t s  t o  s u c h  f i x  i n t e res t  ra tes  and c h a r g e s  
equipment  remaining i n  I r a n ,  on long- term c a p i t a l  l o a n s  f o r  
t h u s  e l i m i n a t i n g  t h e  need t o  m i l i t a r y  p u r c h a s e s  a t  l e v e l s  

s u f f i c i e n t  t o  r e c o v e r  t h e  c o s t  c l o s e l y  moni tor  it. (See 
p. 5 3 . )  o f  such f i n a n c i n g  t o  t h e  

Uni ted  S ta tes .  (See p .  46.) 

4 
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RECOMMENDATIONS 

The S e c r e t a r y  o f  Defense 
s h o u l d  : 

--Explore t h e  p o s s i b i l i t y  of 
(1) h e l p i n g  I r a n  e s t a b l i s h  a 
m i s s i o n  i n  t h e  Uni ted  S t a t e s  
f o r  making p u r c h a s e s  d i r e c t  
from s u p p l i e r s  o r  ( 2 )  p r o v i d-  
ing procurement  a d v i s e r s  
r a t h e r  t h a n  c o n t i n u i n g  f o r -  
e i g n  m i l i t a r y  sales t o  I r a n ,  
which a b s o r b s  s i g n i f i c a n t  
numbers of h i g h l y  t r a i n e d  
u.S.. m i l i t a r y  p e r s o n n e l .  
( S e e  p .  42.) 

The S e c r e t a r i e s  of Sta te  and 
Defense shou ld  e x p l o r e  w i t h  
I r a n  t h e  d e s i r a b i l i t y  of i t s  
buying t h e  r e s i d u a l  r i g h t s  t o  
u.S. g r a n t - a i d  equipment  s t i l l  
i n  I r a n .  ( S e e  p .  59.)  

AGENCY ACTIONS AND UNRESOLVED 
ISSUES 

--Take a p p r o p r i a t e  a c t i o n  t o  
i n s u r e  t h a t  f o r e i g n  m i l i t a r y  
sales  p r i c e s  i n c l u d e  a l l  pe r-  ' C l a s s i f i e d  materials  d e l e t e d .  
t i n e n t  c o s t s .  (See p .  46.) 

The S e c r e t a r y  of S t a t e  shou ld :  

--Continue e f f o r t s  t o  c o l l e c t  
pas t- due d e b t s .  

--Reach agreement  w i t h  I r a n  on 
payment of a d m i n i s t r a t i v e  
c o s t s  i n c u r r e d  f o r  t h e  m i l i -  
t a r y  sales program i n  I r a n .  
(See p .  50 . )  

* 

1 
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C l a s s i f i e d  mater ia ls  d e l e t e d .  

C l a s s i f i e d  m a t e r i a l s  d e l e t e d .  

& 

On J u l y  9 ,  1974,  t h e  Export-  
Import  Bank announced t h a t  it 
was abandoning its f i x e d  in-  
t e r e s t  r a t e s ,  and t h a t  new 
i n t e r e s t  r a t e s  would v a r y  
between 7 and 8-1/2 p e r c e n t .  
On J u l y  1 7 ,  1974,  t h e  Off ice  
of Management and Budget ind  i- 
cated t h a t  t h e  Bank's  a c t i o n s  
shou ld  c o r r e c t  t h e  problems 
no ted  i n  our r e p o r t .  

NATTERS FOR CONSIDERATION OF 
THE CONGRESS 

As t h e  volume of cash sa les  
under t h e  F o r e i g n  M i l i t a r y  
sales  A c t  i n c r e a s e s ,  t h e  
f o r e i g n  p o l i c y  impact a l s o  in-  
c r e a s e s .  Even though GAO 
found no f i r m  c o n t r a d i c t i o n s  
w i t h  t he  requirements of t h e  
F o r e i g n  M i l i t a r y  Sales A c t ,  it 
q u e s t i o n s  (1) t h e  impact of  
such sales on t h e  arms race, 
( 2 )  t h e  e x t e n t  and c h a r a c t e r  of 
t h e  m i l i t a r y  r e q u i r e m e n t ,  
( 3 )  t h e  l e g i t i m a t e  s e l f - d e f e n s e  
needs  of t h e  p u r c h a s i n g  c o u n t r y ,  
and ( 4 )  o t h e r  c r i t e r i a  set  f o r t h  
i n  t h e  act .  

I n  1973 and 1974 o i l- p r o d u c i n g  
c o u n t r i e s ,  p a r t i c u l a r l y  t h o s e  
i n  t h e  P e r s i a n  G u l f ,  accumu- 
la ted  v a s t  amounts of c a p i t a l  
from t h e  i n c r e a s e d  p r i c e s  f o r  
o i l .  For example,  even w i t h  
t h e  h i g h  l e v e l  of p u r c h a s e s ,  
I r a n ' s  i n t e r n a t i o n a l  monetary  
r e s e r v e s  i n c r e a s e d  from $992 
m i l l i o n  t o  $5.4 b i l l i o n  i n  
t h e  9 months ended June  30,  
1 9 7 4 .  The o i l- p r o d u c i n g  
c o u n t r i e s ,  i n  t o t a l ,  i n c r e a s e d  
t h e i r  r e s e r v e s  by $16 b i l l i o n  
( o r  1 2 5  p e r c e n t ) - i n  t h e  same 
p e r  iod .  

These c o u n t r i e s  are us ing  t h i s  

1 

C l a s s i f i e d  m a t e r i a l s  d e l e t e d .  
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c a p i t a l  t o  increase arms 
p u r c h a s e s .  For example, I r a n  
agreed  t o  purchase more arms 
from t h e  U n i t e d  S t a t e s  i n  1 9 7 4  
t h a n  d i d  t h e  res t  of t h e  e n t i r e  
world combined i n  any o t h e r  
p r e c e d i n g  y e a r .  

* 

The Congress does  no t  system-  

mat ion  on t h e  volume and makeup 
of  such cash sa les  or  on t h e  
n a t u r e  of t h e  m i l i t a r y  c a p a b i l -  
i t y  t h e y  p r o v i d e  t h e  buyer .  
Although t h e  Congress  is pro-  
v ided  i n f o r m a t i o n  on d e l i v e r i e s  
of arms sales f o r  cash,  s u c h  de- 

JI a t i c a l l y  r e c e i v e  t i m e l y  i n f o r -  

- 

l i v e r i e s  o f t e n  come s e v e r a l  
y e a r s  a f t e r  t h e  sa les  take  
p l a c e .  Est imates  of c u r r e n t  
and f u t u r e  yea r  cash sa les  a r e  
p r o v i d e d ,  b u t  o n l y  i n  d o l l a r  
t o t a l s  by c o u n t r y .  

GAO s u g g e s t s ,  t h e r e f o r e ,  t h a t  
t h e  Congress ,  as a means of 
s e c u r i n g  t i m e l y  i n f o r m a t i o n  
f o r  i t s  p o l i c y  d e l i b e r a t i o n s ,  
may want t o  require t h e  execu- 
t i v e  branch t o  p e r i o d i c a l l y  
f u r n i s h  i n f o r m a t i o n  on t h e  
volume and na ture  of major cash 
s a l e s  t h a t  cou ld  m a t e r i a l l y  in-  
c r e a s e  t h e  m i l i t a r y  c a p a b i l i t y  
of t h e  p u r c h a s i n g  n a t i o n .  



~ ----_ 
CHAPTER 1 - 

INTRODUCTION 

Recent events  have focused world a t t e n t i o n  on the  Middle 
East to  a degree seldom equaled i n  recorded h i s t o r y .  The  
p r i n c i p a l  reason for  t h i s  i n t e r e s t ,  of course ,  has been the  

S t a t e s ,  Europe, and Japan announced i n  t h e  af termath of the 
October 1 9 7 3  Arab- Israel i  War. 

m embargo by t h e  Arab coun t r i e s  on o i l  shipments t o  t h e  United 

While I r a n  is  not a p a r t i c i p a n t  i n  the  c o n f l i c t  between L 

I s r a e l  and the  Arab coun t r i e s ,  I ran  is t h e  second l a r g e s t  
oil- producing country i n  t h e  Middle East  and is a member of 
t h e  Organization of  Petroleum Exporting Countr ies .  T h i s  
o rganiza t ion  has been a major f ac to r  i n  the  producing coun- 
t r i e s '  success i n  recent  years  i n  securing majori ty  ownership 
of production f a c i l i t i e s  from o i l  companies and i n  r a i s i n g  
crude o i l  p r i c e s .  T h e  December 1973 announcement t h a t  the  
organiza t ion  was r a i s i n g  p r i c e s  t o  record l e v e l s  and consider-  
i n g  t y i n g  them to  p r i c e s  of imported manufactured goods was 
de l ive red  by the  Shah personal ly .  

These e v e n t s  have taken place aga ins t  the backdrop of 
I r a n ' s  previous ly  s t a t e d  i n t e n t i o n s  of purchasing l a r g e  
amounts of m i l i t a r y  equipment, pr imar i ly  from t h e  U n i t e d  
S t a t e s ,  i n  order t o  play a major p r o t e c t i v e  r o l e  i n  t h e  
Pers ian  G u l f  area.  

T h e s e  developments have generated much i n t e r e s t  and con- 
cern on the p a r t  of the  Congress. A r t i c l e s  i n  t h e  U . S .  p r e s s  
have a l s o  expressed concern t h a t  I r a n ' s  m i l i t a r y  buildup may 
not be i n  t h e  bes t  i n t e r e s t s  of a l l  concerned i n  the  Gulf 
a rea  and t h a t  U.S. s a l e s  t o  I r a n  may not be t o  t h e  bes t  i n-  
t e r e s t s  of t h e  United S t a t e s .  Members of t h e  Congress have 
a l s o  expressed concern over t h e s e  s a l e s- - p a r t i c u l a r l y  the  
magnitude--and i n  December 1973 amended the  Foreign M i l i -  
t a r y  Sales  Act t o  s t i p u l a t e  t h a t  arms s a l e s  be s h i f t e d  from 
Government t o  commercial channels t o  t h e  maximum e x t e n t  

1. p r a c t i c a b l e .  

Among t h e  most common f e a r s  expressed have been t h a t  
- (1) I r a n ' s  m i l i t a r y  development w i l l  cause an arms race i n  

t h e  area and ( 2 )  I r a n  is buying  arms a t  t h e  expense of her 
economic development. 



SCOPE OF REVIEW 

Our examina t ion  was made l a r g e l y  i n  I r a n ,  w i t h  
s u p p o r t i n g  work done a t  c o g n i z a n t  m i l i t a r y  commands i n  
Germany and Washington,  D.C. and a t  t h e  Department  of S t a t e .  
We c o n c e n t r a t e d  p r i m a r i l y  on t h e  q u e s t i o n  of j u s t i f i c a t i o n  
f o r  these  sa l e s ,  t h e i r  management, and t h e  U.S. m i l i t a r y  
r o l e  i n  I r a n  w i t h  r e s p e c t  t o  Fore ign M i l i t a r y  S a l e s  (FMS),  
r a t h e r  than  on t h e  p u r e l y  a d v i s o r y  a c t i v i t i e s  of t h e  U.S. 
M i l i t a r y  Assis tance Advisory  Group. 

+ 

A. 

We d i d  n o t  have d i s c u s s i o n s  w i t h  I r a n i a n  o f f i c i a l s  
d u r i n g  t h e  c o u r s e  of our examina t ion .  



CHAPTER 2 

-- 

NATURE AND MAGNITUDE OF 

ARMS SALES TO I R A N  
* 

I r a n  is buying arms and m i l i t a r y  a d v i s o r y  s e r v i c e s  on a 
mass ive  scale .  U.S. Government commercial sales  t o  I r a n  

by t h e  end of f i s c a l  y e a r  exceeded ._ Classified materials deleted. 

T o t a l  U.S. m i l i t a r y  a s s i s t a n c e  and sa l e s  t o  I r an  is shown i n  
* 1974- - nearly;  i n  1973 and 1974 a l o n e .  

t h e  f o l l o w i n g  t a b l e .  
s 

3.5. Mi l i t a ry  A s s i s t a n c e  a n d  S a l e s  

- a n d  Commerc ia l  S a l e s  t o  I r a n  

r ' i s ca l  
y e a r  -- 

1946-48 
1949-52 

1962- 65 
1966 
1967 
1 9 6 3  
1969 
1970 
1 9 7 1  
1972  
1 3 7 3  
1574  

TOTAL 

1353-S1 

MAP 
g r a n t  
a id.  

( n o t e  a )  

$ -  
15 .6  ' 

436.1 
234.9 

62.6 
34 .7  
22.1 
23.3 

2.6 
2.1 
0.5 - 
- --- 

s a 3 5 . 9  

T r a n s f e r s  
of excess 

s t o c k  

$ -  
0 .2  

1 5 . 3  
3.4 
0.8 
0.6 

0 . 2  
- 
- 
- - - - - 

$20.5 - 

S h i p  
FMS 

C Z f i  
- t r a n s -  

f e r s  C r e d i t  -- - 
( m i l l i o n  ) 

$12 .7  - - 

- 
48.8 
90 .o 

1 6 1  .O  
100 .0  
1 0 4 . 2  - - - - 

- 
$504.0  - 

$ -  - 
- 

1 1 . 9  
34 .1  
1 2 . 7  
40.9 

107 .0  
89 .1  

412.8 
520.8 

T o t a l  
Government  

s a l e s  and 
ass is t  

$ -  
1 5 . 9  

451.4 
299 .O 
187 .5  
209 .O 
1 6 3  .O 
234.7  

9 1  - 7  
414 .9  
534.4 

2rQ54.3 2,054.3 

C o m e r  - 
c ia1  

s a l e s  

$ -  - 
- 
- 
5.1  

5 -1 
1 0 . 1  

9 .8  
27 .1  
37.0 
19 .4  

2. n 

C l a s s i f i e d  m a t e r i a l s  d e l e t e d .  

- a/  B i l i t a r y  a s s i s t a n c e  program ( 1 9 5 1  t o  1 9 7 2 )  

- b/ COD p r o j e c t i o n  

See appendix  I V  f o r  a l i s t i n g  of major U.S. arms s o l d  t o  I r an  
from f i s c a l  yea r  1970 through February  1974. 

EXTENT OF IRAN'S MILITARY BUILDUP 

While t h e  Uni ted  S t a t e s  h a s  been and remains  I r a n ' s  
p r i n c i p a l  arms s u p p l i e r ,  it is by no means t h e  o n l y  one.  
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Following is a l ist  of major items o b t a i n e d  from t h e  
U n i t e d  S ta tes  and o t h e r  c o u n t r i e s .  W e  do n o t  have comple te  
f i g u r e s  on q u a n t i t i e s  and c o s t s  of these p u r c h a s e s .  

Major I r a n i a n  A r m s  By Source  
Both on Hand a n n r d e r e d  

Item - 
I m p e r i a l  I r a n i a n  A i r  Force:  

4 Combat a i r c r a f t  
R e f u e l i n g  t a n k e r  a i r c r a f t  
T r a n s p o r t  a i r c r a f t  
Missiles, a i r - t o- a i r  and a i r- to- ground 
Missiles, s u r f a c e- t o- a i r  
Radar 
H e l i c o p t e r s  
L i g h t  a i r c r a f t  

Small arms 
A n t i t a n k  missi les 
Tanks 
Armored p e r s o n n e l  c a r r i e r s  
A r t i l l e r y ,  towed 
A r t i l l e r y ,  s e l f - p r o p e l l e d  
H e l i c o p t e r s  
L i g h t  a i r c r a f t  
T r u c k s  and t r a i l e r s  
Rockets  ( a r t i l l e r y )  

I m p e r i a l  I r a n i a n  Navy: 
D e s t r o y e r s  
Fast f r i g a t e s  
C o r v e t t e s  
Minesweepers 
U t i l i t y  c r a f t  
P a t r o l  b o a t s  
H o v e r c r a f t  
L o g i s t i c  l a n d i n g  s h i p s  
P a t r o l  a i r c r a f t  
H e l i c o p t e r s  

I m p e r i a l  I r a n i a n  Ground Forces :  

1 

S u ppl y i ng 
c o u n t  r v 

USA 
USA 
USA 
U S A  
U S A ,  - a/UK 
U S A  
I t a l y ,  France  
USA, Canada 

I r a n  
U S A ,  France 

S o v i e t ,  USA 
S o v i e t ,  USA 
U S A  
I t a l y ,  USA 
USA 
Sov ie t '  
S o v i e t  

USA, UH 

U S A ,  UK 
U K  
USA 
USA 
USA 
USA, F rance  
UK 
UK 
USA 
I t a l y  

- a/ United Kingdom 
c 

I n  a d d i t i o n  t o  p u r c h a s i n g  arms, I r a n  h a s  awarded major 
d e f e n s e- r e l a t e d  c o n t r a c t s  t o  U n i t e d  S t a t e s ,  United Kingdom, 
F r e n c h ,  Danish,  and Swed i sh  f i r m s .  I r a n ' s  m i l i t a r y  b u i l d u p  
is n o t  l i m i t e d  t o  arms a c q u i s i t i o n s  b u t  i n c l u d e s  moderniz ing  



- 

i ts  m i l i t a r y  o r g a n i z a t i o n ,  management , and p l a n n i n g  
( p r i m a r i l y  under  U.S .  a d v i c e ) .  I t  h a s  b u i l t ,  or  is p l a n n i n g  
t o  d e v e l o p ,  major  l o g i s t i c s  and maintenance  f a c i l i t i e s  t o :  

--Manufacture s p a r e  p a r t s  f o r  most major items and sys-  
tems i n  I r a n ' s  i n v e n t o r y ,  i n c l u d i n g  armored v e h i c l e s ,  
nava l  v e s s e l s ,  and combat a i r c r a f t .  

- -Manufacture ammunition and m u n i t i o n s  used by I r a n ,  
i n c l u d i n g  l a s e r- g u i d e d  t a n k  s i g h t s .  

- -Maintain and o v e r h a u l  major items, such as t a n k s ,  F-4 
4 ,. and F-5 a i r c r a f t ,  and a l l  e l e c t r o - o p t i c a l  sys tems  i n  

I r a n  ' s i n v e n t o r y  . 
- - E s t a b l i s h  and m a i n t a i n  l o g i s t i c a l  s u p p l y  sys tems  com- 

p l e t e  wi th  computer ized  management and i n f o r m a t i o n  
s y s  tems. 

I ran  a l r e a d y  manufac tu res  i ts  own small arms ( r i f l e s  and 
machine g u n s )  and much of i ts  ammunition, i n c l u d i n g  a r t i l l e r y  
and mor ta r  rounds.  Large- sca le  m i l i t a r y  a d v i s o r y  s e r v i c e s  on 
a government- to- government ba s i s ,  however , have been o b t a i n e d  
from o n l y  one country- - the  Uni ted  S t a t e s .  (See ch .  3 . )  

NATURE OF U . S .  ARMS SALES TO I R A N  

A s  i l l u s t r a t e d  by the t a b l e  on page 3,  I ran  h a s  r e c e i v e d  
t h e  f u l l  range  o f  U.S. m i l i t a r y  a s s i s t a n c e- - f r o m  g r a n t  as- 
sis tance under t h e  M i l i t a r y  A s s i s t a n c e  Program (MAP) of  ' t h e  
Mutual S e c u r i t y  A c t  of 1951 and t h e  F o r e i g n  A s s i s t a n c e  A c t  o f  
1961,  t o  c r e d i t  FMS, t o  cash FMS, t o  d i r e c t  commercial sales.  

Most U . S .  m i l i t a r y  a s s i s t a n c e  was p rov ided  under MAP, 
which p rov ided  g r a n t s  of equipment  and t r a i n i n g  from f i s c a l  
yea r  1950 t o  1972. G r a n t s  of equipment  were terminated i n  
1969 by t h e  Uni ted  S t a t e s ,  and g r a n t  t r a i n i n g  was t e r m i n a t e d  
i n  1 9 7 3  a t  I r a n ' s  request.  During t h a t  p e r i o d  t h e  Uni ted  
S t a t e s  gave I r a n  over  $800 m i l l i o n  i n  equipment  and t r a i n i n g .  
A d m i n i s t r a t i o n  and management of MAP i n  I r a n  is d i s c u s s e d  

4 f u r t h e r  i n  c h a p t e r  8. 

From f i s c a l  year  1962 t o  1969,  n e a r l y  h a l f  of t h e  U.S. 
m i l i t a r y  a s s i s t a n c e  t o  I r a n  was p rov ided  i n  t h e  form of 
c r e d i t  sa les  of equipment  under t h e  Fore ign  M i l i t a r y  Sales 
Program. From 1970 t o  t h e  p r e s e n t ,  most sa les  have been f o r  
cash w i t h  some f i n a n c i n g  r e c e i v e d  th rough  t h e  Expor t- Impor t  
Bank of t h e  U n i t e d  S ta tes .  A t  p r e s e n t  I r a n  is r e c e i v i n g  no 

c 



assis tance from t h e  Uni ted  S t a t e s  i n  t h e  sense of g r a n t s  
or  l o a n s  of r e s o u r c e s  b u t  is p u r c h a s i n g  m i l i t a r y  equipment ,  
t r a i n i n g  f o r  I r a n i a n  p e r s o n n e l  i n  U S .  m i l i t a r y  s c h o o l s  
and c o u r s e s ,  and a d v i c e  and assistance from U.S. T e c h n i c a l  
A s s i s t a n c e  F i e l d  Teams, (TAFTs)  i n  I r an .  

FMS c a s h  s a l e s  
I 

C u r r e n t  U.S. equipment  t r ans fe r s  t o  I r a n  are  be ing  made 
f o r  c a s h  under a u t h o r i t y  of t h e  Fore ign  M i l i t a r y  Sales A c t ,  
as  amended. 

Recent  m i l i t a r y  equipment cash sa les  t o  I r a n  have been 

h 

l a r g e r  t h a n  t o  any o t h e r  c o u n t r y  i n  t h e  wor ld .  T o t a l  s a l e s ,  
b o t h  c a s h  and c r e d i t ,  t o  I r a n  th rough  f i s c a l  yea r  1974 was 
over  $7.5 b i l l i o n .  Cash sales €or f i s c a l  y e a r s  1973 and 
1974 a l o n e  were n e a r l y  $6 b i l l i o n .  

The  term "cash  sales" as used by t h e  Department . o f  D e-  
f e n s e  d o e s  n o t  mean t h a t  c r ed i t  f i n a n c i n g  is n o t  invo lved  
i n  t h e  s a l e ,  nor does  it even mean t h a t  t h e  c r e d i t  is n o t  
p r o v i d e d  by t h e  U.S. Government. I t  means o n l y  t h a t  Defense 
d o e s  n o t  p r o v i d e  t h e  c r e d i t .  A c t u a l l y  some $ 6 2 0  m i l l i o n  of 
Defense ' lcash" sales t o  I ran  were f i n a n c e d  th rough  t h e  Expor t-  
Impor t  Bank of t h e  U n i t e d  Sta tes  v i a  s i x  l o a n s  made from f i s -  
c a l  yea r  1971 through f i s c a l  yea r  1974. Four of these s i x  
l o a n s  were a t  i n t e r e s t  ra tes  less than  t h a t  t h e n  be ing p a i d  
by t h e  U.S.  Government on its c u r r e n t  borrowings-- a matter 
d i scussed  f u r t h e r  i n  c h a p t e r  6 of t h i s  r e p o r t .  

FMS c r e d i t  s a l e s  

There  a r e  three basic t y p e s  of c r e d i t  u s i n g  U . S .  Govern- 
ment r e s o u r c e s  a v a i l a b l e  f o r  FMS: Export- Import  Bank c r e d i t ,  
p r i v a t e  c red i t  guaran teed  by t h e  Department  of Defense ,  and 
FMS c red i t .  The f i r s t  a p p e a r s  i n  Defense r e p o r t s  as cash 
sa l e s .  

FMS c r e d i t  sa les  ( s a l e s  f i n a n c e d  by D e f e n s e )  t o  I r a n  
have t o t a l e d  over  $500 m i l l i o n .  Defense r e c o r d s  i n d i c a t e  
t h a t  as of September 3 0 ,  1973,  $140 m i l l i o n  of t h e  above re- 
mained o u t s t a n d i n g .  I n  f i s c a l  yea r  1970,  I r a n  c o n v e r t e d  t o  

A 

4 cash sales .  

Commercial s a l e s  

Commercial sa les  of m i l i t a r y  a r t i c l e s  are t h o s e  e n t e r e d  
i n t o  d i r e c t l y  between p r i v a t e  U.S. f i r m s  and f o r e i g n  govern-  
ments ,  s u b j e c t  t o  S t a t e  Department  a p p r o v a l .  T o t a l  



commercial  s a l e s ' f r o m  1966 t o  1973 were a b o u t  $116 m i l l i o n .  
(See a l s o  c h .  5 . )  

MAP g r a n t  a i d  

* T o t a l  U.S.  g r a n t  a i d  t o  I r a n ,  i n c l u d i n g  s h i p  l o a n s  and 
s u p p o r t i n g  ass i s tance ,  has  amounted t o  a b o u t  $870  m i l l i o n  
s i n c e  1949. No major g r a n t  a i d  h a s  been programed s ince  
1969 ;  a l l  g r a n t  a i d  was t e r m i n a t e d  a f t e r  1 9 7 2 ,  a l t h o u g h  some 
g r a n t  a i d  p r e v i o u s l y  programed h a s  been d e l i v e r e d  s i n c e  t h a t  
time. Chap te r  8 d i s c u s s e s  management of t h e  c u r r e n t  program. 

MAKEUP OF U . S .  SALES 

Major U.S. equipment  items purchased by I r a n  i n c l u d e  

C l a s s i f i e d  materials d e l e t e d .  

-r EVOLUTION OF U.S. 
MILITARY ROLE I N  IRAN 

* The f i r s t  U.S. r n i l i t a r y  p r e s e n c e  of s i g n i f i c a n c e  i n  
I r a n  was a j o i n t  e f f o r t  w i t h  Great B r i t a i n  and t h e  S o v i e t  
Union d u r i n g  World War I1 from t h e  p o r t s  of t h e  P e r s i a n  
G u l f  a c r o s s  I r a n  i n t o  t h e  S o v i e t  Union. These t r o o p s ,  t h e  
P e r s i a n  Gulf Command, were withdrawn i n  1945. 



- 
7 

Advisory  m i s s i o n  

was l i m i t e d  t o  a d v i s o r y  m i s s i o n s  t o  h e l p  improve t h e  o r g a n i-  
z a t i o n ,  management, and a d m i n i s t r a t i o n  of t h e  I r a n i a n  

Throughout t h e  1 9 4 0 s  U . S .  m i l i t a r y  a s s i s t a n c e  t o  I r a n  

A Gendarmerie and Army. 

Uni ted  S t a t e s  M i l i t a r y  Miss ion  w i t h  t h e  
I m p e r i a l  I r a n i a n  Gendarmerie 

On November 27 ,  1943,  t h e  Uni ted  S t a t e s  and I r a n  s i g n e d  
an agreement ,  a t  I r a n ' s  request ,  whereby t h e  U n i t e d  S t a t e s  
agreed  t o  p r o v i d e  a small m i s s i o n  of Army o f f i c e r s ,  non- 
commissioned o f f i c e r s ,  and e x p e r t s  t o  a d v i s e  and assist  I r a n  
i n  r e o r g a n i z i n g  t h e  I m p e r i a l  I r a n i a n  Gendarmerie.  The  
Gendarmerie is a m i l i t a r y  f o r c e  of 7 1 , 0 0 0  under  t h e  d i r e c t i o n  
of t h e  M i n i s t r y  of t h e  I n t e r i o r .  I ts major m i s s i o n s  a re  t o  
p r o v i d e  p o l i c e  p r o t e c t i o n ,  m a i n t a i n  i n t e r n a l  s e c u r i t y ,  en- 
f o r c e  j u d i c i a l  decrees i n  r u r a l  areas,  ac t  as  a supplement  t o  
t h e  army i n  time of n a t i o n a l  emergency, and s u p p r e s s  smuggling 
and t r a f f i c  i n  n a r c o t i c s .  S i n c e  1963 it h a s  provided t h e  
border  g u a r d ,  , fo rmer ly  an army r e s p o n s i b i l i t y .  One of i ts  
major a c t i v i t i e s  is c o n t r o l l i n g  n a r c o t i c s  smuggl ing ,  p r i m a r i l y  
from A f g h a n i s t a n  and P a k i s t a n  i n t o  I r a n .  

4 

The f i r s t  head of t h e  m i s s i o n  a l s o  was a p p o i n t e d  and 
f u n c t i o n e d  as  commander of t h e  Gendarmerie.  S i n c e  1948,  how- 
e v e r ,  U.S. p e r s o n n e l  have n o t  f i l l e d  o p e r a t i v e  p o s i t i o n s  b u t  
have s e r v e d  p u r e l y  a s  a d v i s e r s .  The m i s s i o n  p r e s e n t l y  i n-  
c l u d e s  16  o f f i c e r s  and e n l i s t e d  men and is commanded by a 
U.S. Army c o l o n e l .  

I t s  annua l  c o s t  t o  t h e  U n i t e d  S t a t e s  is a b o u t  $'659,000, 
and a s s i s t a n c e- i n- k i n d  provided by I r a n  is $309,000. 

Uni ted  S ta tes  M i l i t a r y  Miss ion  w i t h  
t h e  I r a n i a n  Army and t h e  

A M i l i t a r y  A s s i s t a n c e  Advisory  Group (MAAG) 

By agreement  of October  6 ,  1947, t h e  U n i t e d  S t a t e s  pro-  
v i d e d  a m i s s i o n  of U.S. Army o f f i c e r s  and e n l i s t e d  men t o  
a d v i s e  and assist  i n  improving t h e  e f f i c i e n c y  of t h e  I r a n i a n  
Army. T h i s  agreement  was amended i n  1950  t o  i n c l u d e  U . S .  A i r  
Force o f f i c e r s  and e n l i s t e d  men. 

A. 

The Mutual Defense A s s i s t a n c e  Agreement s i g n e d  on 
May 23, 1950,  e s t a b l i s h e d  t h e  M i l i t a r y  A s s i s t a n c e  Advisory  



Group (MAAG) . The Uni ted  S t a t e s  a g r e e d ,  under a u t h o r i t y  of 
t h e  Mutual Defense A s s i s t a n c e  A c t  of 1 9 4 9 ,  t o  p r o v i d e  t o  
I r a n  on a g r a n t  bas i s  m i l i t a r y  equipment ,  ma te r i a l s ,  and 
s e r v i c e s .  MAAG was e s t a b l i s h e d  t o  a d m i n i s t e r  t h i s  program. 

I n  1958 t h e  s e p a r a t e  o r g a n i z a t i o n s  f o r  t h e  m i s s i o n  

as  t h e  MAAG. I ts p r i n c i p a l  r e s p o n s i b i l i t i e s  are  (1) pro-  
v i d i n g  a d v i c e  and a s s i s t a n c e  on m i l i t a r y  matters  t o  t h e  
Government of I r a n  and ( 2 )  a d m i n i s t e r i n g  t h e  U .S . s e c u r i t y  

have been made i n  i t s  i n t e r n a l  o r g a n i z a t i o n  s ince 1958. I n  
1 9 6 5  MAAG was r e o r g a n i z e d  t o  i n c l u d e  s e p a r a t e  Army, Air  
F o r c e ,  and Navy a d v i s o r y  s e c t i o n s  and a h e a d q u a r t e r s  w i t h  a 
j o i n t  command s t a f f  and a c o n s o l i d a t e d  s u p p o r t  and admini-  
s t r a t i v e  e lement .  

+ and MAAG were c o n s o l i d a t e d  i n t o  a s i n g l e  o r g a n i z a t i o n  known 

- a s s i s t a n c e  a c t i v i t i e s  (FMS and MAP) i n  I r a n .  Adjus tments  

The MAAG workload i n  December 1 9 7 3  was d i v i d e d  abou t  
e q u a l l y  between a d v i s o r y  a c t i v i t i e s  and FMS a d m i n i s t r a t i o n  
w i t h  o n l y  minimal time s p e n t  on iyAP a d m i n i s t r a t i o n .  A t  t h a t  
time MAAG had on i t s  r e c o r d s  784 a c t i v e  and 150 pending FMS 
cases. 

Although FMS a d m i n i s t r a t i o n  i n  I r an  requires a con- 
siderable  U.S. e f f o r t ,  t h e  S t a t e  Department i n  Washington,  
MAAG, and Embassy o f f i c i a l s  sa id  t h e y  c o n s i d e r e d  t h e  ad- 
v i s o r y  r o l e  t o  be t h e  more i m p o r t a n t  of t h e  two r o l e s  t o  
U.S. i n t e r e s t s .  They stressed t h a t ,  th rough  t h i s  f u n c t i o n ,  
t h e  Uni ted  S t a t e s  can have an e f f e c t  o n  I r a n i a n  d e c i s i o n -  
making t h a t  is v a l u a b l e  and b e n e f i c i a l  t o  bo th  c o u n t r i e s .  

We were t o l d  t h a t  t h e  Shah m a k e s  a l l  f i n a l  d e c i s i o n s  
on major m i l i t a r y  purchases .  U.S. o f f i c i a l s  seemed q u i t e  
impressed  wi th  t h e  S h a h ' s  e x p e r t i s e  and a b i l i t y .  Before  
d e c i s i o n s  are made, however, much c o n s u l t a t i o n ,  q u e s t i o n i n g ,  
and a d v i s i n g  takes p l a c e  between I r a n i a n  o f f i c i a l s  and MAAG 
p e r s o n n e l .  During t h e  2-month span of our v i s i t s  t o  T e h r a n ,  
t h e  MAAG c h i e f  met w i t h  t h e  Shah t h r e e  times. 

.- - -  

I n  recent y e a r s  LVIAAG h a s  moved from mere ly  a d v i s i n g  
I r a n i a n s  on t h e  t e c h n i c a l  a s p e c t s  of Dart icular  weapons i n t o .  a d v i s i n s  on m a n a q e r i a l  makters,. l+ 

C l a s s i f i e d  m a t e r i a l s  de le ted .  



T e c h n i c a l  A s s i s t a n c e  F i e l d  Team 

I n  1968 TAFT, a new type  o f  U . S .  m i l i t a r y  a s s i s t a n c e ,  
was p i o n e e r e d  i n  I r a n  t o  h e l p  I r an  d e v e l o p  t h e  e x p e r t i s e  
t o  u s e  and s u p p o r t  a l l  t h e  equipment  it is buying.  A c t u a l l y ,  
TAFTs a r e  n o t  a form of a s s i s t a n c e  i n  t h e  t r a d i t i o n a l  s e n s e  
of t h e  word b e c a u s e  I r a n  is buying t h e  s e r v i c e s  of t h e s e  
teams th rough  FMS. The teams have v e r y  s p e c i f i c  a d v i s o r y  
m i s s i o n s  and, a c c o r d i n g  t o  Defense spokesmen, w i l l  l e a v e  

e s t i m a t e d  f o r  m i s s i o n  achievement  f o r  t h e  teams i n  t h e  cur- 
r e n t  agreement  v a r i e s  up t o  6 y e a r s .  

i 

4 when t h o s e  m i s s i o n s  have been comple ted .  The l e n g t h  of time 

A s  of February  1973 abou t  610  p e r s o n n e l  compr i s ing  1 9  
s e p a r a t e  TAFTs and s u p p o r t  e l e m e n t s  had been programed b u t  
o n l y  539 were i n  I r a n  by February  1974 because of s c h e d u l e  
s l i p p a g e s  and changes .  The f i s c a l  yea r  1975 program c a l l s  
f o r  a peak l e v e l  of 640 TAFT p e r s o n n e l  i n- c o u n t r y .  

O p e r a t i o n a l  m i l i t a r y  u n i t s  

I n  a d d i t i , o n  t o  t h e  a d v i s o r y  m i s s i o n s ,  a b o u t  1 3  o t h e r  
U.S .  m i l i t a r y  o r g a n i z a t i o n s  or u n i t s  are pe r fo rming  v a r i o u s  
a d m i n i s t r a t i v e ,  communicat ions,  and o t h e r  s u p p o r t i n g  t a sks .  
Foremost among t h e s e  is t h e  European Command Suppor t  A c t i v i t y  
( E S A )  , which p r o v i d e s  l o g i s t i c a l  and housekeeping s u p p o r t  f o r  
t h e  o t h e r  u n i t s .  

The a c t i v i t y  has  a s t a f f  of 4 1  o f f i c e r s ,  6 2  e n l i s t e d  
men, and 1 3  c i v i l i a n s .  It p r o v i d e s  a d m i n i s t r a t i v e  s e r v i c e s ;  
o p e r a t e s  a h o s p i t a l  ; p r o v i d e s  c o m p t r o l l e r  s e r v i c e s  f o r  t h e  
TAFT u n i t s ,  materiel  c o n t r o l ,  a s t a f f  judge  a d v o c a t e ,  s e c u r-  
i t y  and l a w  enforcement  s e r v i c e s ,  and a p u b l i c  a f f a i r s  o f f i c e ;  
and manages a s p e c i a l  s e r v i c e s  o f f i c e  and a c e n t r a l  p o s t  
fund.  I t  a l s o  manages s i x  non- appropr ia ted- fund a c t i v i t i e s - -  
an o f f i c e r s '  open mess, an e n l i s t e d  open mess, a p u r c h a s e  
o r d e r  a c t i v i t y ,  a hun t ing  and f i s h i n g  c l u b ,  and a c e n t r a l  
w e l f a r e  f u n d .  The a c t i v i t y  is augmented w i t h  a TAFT e l e m e n t ,  
f u n d e d  by I r an ,  which s u p p o r t s  TAFT teams and p e r s o n n e l .  

The approximate  t o t a l  o f  U.S. m i l i t a r y  p e r s o n n e l  (ex-  
c l u d i n g  d e p e n d e n t s  and p e r s o n n e l  on temporary  d u t y )  i n  I r a n  
is shown i n  t h e  f o l l o w i n g  t ab le .  



Type o f  u n i t  O f f i c e r  E n l i s t e d  

Long term: 
MAAG 135 
Gendarmer i e  

m i s s i o n  11 
Ope r a t  i o n  a1 

56 u n i t s  - 

4 7  

5 

251 - 
z 

303 - 2 0 2  - Tot  a1 

S h o r t  term: 
d 8 8  TAFT-. a n  i t s  - 

Tot  a1 290 - 
U.S. ECONOMIC ASSISTANCE TO I R A N  

4 0 4  

707 

- 
- 

C i v i l i a n  T o t a l  

1 6  198 

- 1 6  

99 406 - 
1 1 5  620 - 
47 5 3 9  

1 6 2  1 ,159  

- 
- 

The Uni ted  S t a t e s  s e n t  economic a d m i n i s t r a t i o n  a d v i s o r y  
m i s s i o n s  t o  I r a n  i n  t h e  1920s ,  b u t  f o r  a l l  p rac t i ca l  p u r p o s e s  
U.S.  a s s i s t a n c e  t o  I r a n  s t a r t e d  a f t e r  World War 11. Some 
$25.8 m i l l i o n  was loaned t o  I r an  from 1946 t o  1948., and 
a n o t h e r  $16.5 m i l l i o n  i n  g r a n t s  was g i v e n  from 1949 t o  1952. 
From 1953 th rough  1968, however , most economic a s s i s t a n c e  
was s u p p l i e d  under t h e  M u t u a l  S e c u r i t y  A c t  and t h e  Fore ign  
Assis tance A c t .  

The Uni ted  S t a t e s  c o n t i n u e s  t o  g r a n t  economic a s s i s t a n c e  
t o  I r a n  i n  t h e  form o f  Peace Corps s e r v i c e s  and one n e a r l y  
completed Food f o r  Peace program. I r a n  h a s  a l s o  borrowed 
from t h e  Export- Import  Bank. 

T o t a l  U.S. economic a s s i s t a n c e  t o  I r a n  th rough  f i s c a l  
yea r  1972 was $1.2 b i l l i o n ,  of which $401 m i l l i o n  i n  l o a n s  
had been r e p a i d .  

C u r r e n t  s o c i a l  and economic programs 

Major U . S .  programs a f f e c t i n g  t h e  I r a n i a n  c i v i l  s e c t o r  
a r e  t h e  Uni ted  S t a t e s  I n f o r m a t i o n  S e r v i c e ,  t h e  Peace Corps ,  

4 and an a lmos t  completed P u b l i c  Law-480 program a d m i n i s t e r e d  
by t h e  Embassy’s a g r i c u l t u r a l  a t t a c h e .  

. . .. 



CHAPTER 3 

SALE OF TECHNICAL ADVISORY SERVICES TO IRAN 

t U.S .  m i l i t a r y  assistance h a s  evolved t o  a new phase  i n  
I r a n  w i t h  t h e  large- volume sale  of t e c h n i c a l  a d v i s o r y  s e r v-  
ices of m i l i t a r y  p e r s o n n e l  and Defense c i v i l i a n s .  A s  
mentioned i n  c h a p t e r  2 ,  539 TAFT p e r s o n n e l  were i n  I r a n  i n  
February  1974,  a l t h o u g h  610 p e r s o n n e l  i n  1 9  teams and a 
s u p p o r t  element had been programed. 

d 

TAFT - 
Number of team 
p e r s o n n e l  d u r a t i o n  - 

Army: 
Engineer  2 
Av i a  t ion  50 
L o g i s t i c s  and maintenance  42  
Data p r o c e s s o r s  16  
S i g n a l  1 8  
TOW miss i l e  3 
P e r s o n n e l  s e r v i c e s  1 5  
A i r  d e f e n s e  - a/61 

Communications/supply/ 
materiel management/ 
f i n a n c i a l  management/ 
c o n t r a c t  c o n s u l t a n t  and 
adm i n  i s t r a t  i o n  8 

management 2 

a i d s  s p e c i a l i s t  2 

Navy: 

S h i p  r e p a i r / s u p p l y  d e p o t  

P e r s o n n e l  t r  a i n i n g / t r  a i n i n g  

H e l i c o p t e r  o p e r a t i o n s  and 
maintenance  8 

6-73 
3-73 
6-73 
6-73 
6-73 
6-73 
5-73 

12-73 

6-73 

6-73 

6-73 

6-73 

t o  
t o  
t o  
t o  
t o  
t o  
t o  
t o  

t o  

t o  

t o  

t o  

6-75 
6-75 
6-78 

6-78 
6-74 
6-75 

11-79 

9-79 

6-75 

6- 74 

10-74 

10-74 

- a / I n c l u d e s  59 p e r s o n n e l  n o t  funded f o r  c a l e n d a r  yea r  1973. 



TAFT - 
Number of Team 
p e r s o n n e l  d u r a t i o n  

z A i r  Force:  
Communications/electronics 
F-4 maintenance  
F-5 main tenance  

Log i s  t i c  s 
C-130 
F-4 

c A i r c r a f t  c o n t r o l  and warning 

European Suppor t  A c t i v i t y :  
Army 
A i r  Force 

T o t a l  

64 
6 8  
53 
1 2  
36 

b / l 5  
E/43 - 

75 
1 7  - 

4-73 t o  8-75 
6-73 t o  9-75 
6-73 t o  7-75 
4-74 t o  4-76 
5-73 t o  9-75 
1-73 t o  1-75 
6-72 t o  6-74 

1-73 t o  4-79 

- b/These two teams were in  e x i s t e n c e  b e f o r e  t h e  major program 
s t a r t e d  i n  February  1973. 

EVOLUTION OF TAFT 

Late i n  1968 t h e  f i r s t  TAFT was c o n t r a c t e d  t o  I r a n  t o  
s u p p o r t  t h e  procurement  of F-4 a i r c r a f t .  I r a n  d e s i r e d  
g r e a t e r  t e c h n i c a l  a s s i s t a n c e  f o r  newly purchased  F-4s ' than 
cou ld  be provided by MAAG. I r a n  agreed  t o  purchase  t h e  as- 
s i s t a n c e  as FMS, and a 54-man TAFT was p r o v i d e d ,  w h i c h  
o p e r a t e d -  under t h e  c o n t r o l  of MAAG. .. 

Class i f i ed  mater ia ls  d e l e t e d .  

4 

During a v i s i t  t o  I ran  i n  May 1972,  t h e  P r e s i d e n t  com- 
m i t t e d  t h e  Uni ted  S ta tes  t o  p r o v i d i n g  t h e  number of t e c h n i c a l  

). p e r s o n n e l  n e c e s s a r y  t o  assist  I r a n i a n  m i l i t a r y  advancement.  
The Prime Minister o f  I r a n  a d v i s e d  t h e  American Embassy i n  
J u l y  1972 t h a t  many s k i l l e d  U . S .  p e r s o n n e l  were needed t o  
s u p p o r t  a c q u i s i t i o n s  o f  U . S .  equipment  u n t i l  in- house 
c a p a b i l i t y  cou ld  be deve loped .  The Embassy a d v i s e d  t h e  P r i m e  
M i n i s t e r  t h a t  t h e  t h r u s t  of a d v i s o r y  s u p p o r t  would be t o  
t e a c h  I r a n i a n s  t o  do t h e  j o b ,  n o t  f o r  U.S. p e r s o n n e l  t o  do 
t h e  job. The  S t a t e  Department s u p p o r t e d  t h e  Embassy 

13 



p o s i t i o n ,  s t a t i n g  t h a t  t h e  Uni ted  S t a t e s  had no i n t e n t i o n  of . 

p r o v i d i n g  o p e r a t i o n a l  p e r s o n n e l  t o  I r a n  b u t  would be as re- 
s p o n s i v e  as p o s s i b l e  t o  r e q u e s t s  f o r  t r a i n i n g  p e r s o n n e l .  

.& I n  August 1972 MAAG a d v i s e d  t h e  S e c r e t a r y  o f  Defense 
t h a t  I r a n  had r e q u e s t e d  1,297 t e c h n i c a l  a d v i s e r s  t o  a s s i s t  
i n  v a r i o u s  programs and f u n c t i o n a l  areas w i t h i n  t h e  I r a n i a n  
Armed F o r c e s .  The r e q u e s t  i n c l u d e d  p e r s o n n e l  t o  f i l l  opera-  
t i o n a l  p o s i t i o n s .  It d i d  n o t  i n c l u d e  any p e r s o n n e l  t o  pro-  
v i d e  TAFT l o g i s t i c a l  s u p p o r t .  

E 

Requirements  were ref ined by MAAG i n  c o n s u l t a t i o n  w i t h  
I r a n  and submi t t ed  t o  Defense i n  l a t e  September 1972.  
MAAG proposed 745 t e c h n i c a l  a d v i s o r s ,  4 7  l o g i s t i c a l  and 
c l e r i c a l  p e r s o n n e l ,  and a s u p p o r t  a c t i v i t y  e l ement  of 217 
p e r s o n n e l  n o t  p r e v i o u s l y  inc luded  i n  t h e  I r a n i a n  r e q u e s t .  

A lso ,  d u r i n g  August 1972 t h e  S e c r e t a r y  of S t a t e  s t a t e d  
t h a t  t h e  TAFT approach was p r o b a b l y  t h e  most s u i t a b l e  method 
of mee t ing  I r a n ' s  needs .  I n  J a n u a r y  1973  MAAG r e c e i v e d  
g u i d a n c e  from Defense i n d i c a t i n g  t h a t  a d i r e c t i v e  on TAFT 
was be ing  p r e p a r e d .  The gu idance  s t a t e d  TAFT p e r s o n n e l  
would n o t  per form MAAG f u n c t i o n s  nor be used t o  augment 
MAAG. TAFTs were t o  p r o v i d e  in- coun t ry  t e c h n i c a l  i n s t r u c-  
t i o n  on s p e c i f i c  equipment ,  weapons, o r  s u p p o r t  sys tems  f o r  
a d u r a t i o n  and purpose  which could  n o t  be s a t i s f i e d  by 
o t h e r  means. A l s o ,  i n t e r i m  a s s i s t a n c e  was planned , pending 
development of s e l f - s u f f i c i e n c y  of in- coun t ry  f o r c e s  i n  
management , main tenance ,  and u s e  of equipment  , weapons , o r  
s u p p o r t  s y s  tems. 

I n  a d d i t i o n  t o  t h e  g u i d a n c e ,  Defense i n  J a n u a r y  1973 
se t  a TAFT p e r s o n n e l  c e i l i n g  of 6 0 0 ,  t o  i n c l u d e  o n l y  500 
U.S. m i l i t a r y .  T h e  c e i l i n g  was n o t  t o  i n c l u d e  t h e  F-4 and 
C-130 TAFTS. 

TAFT r e q u i r e m e n t s  were f u r t h e r  r e f i n e d  by MAAG t o  g e t  
below t h e  c e i l i n g .  I n  February  1973 an  FMS was s igned  f o r  
t h e  17 teams. Each a d v i s e r  was t o  p r o v i d e  1 t o  2 y e a r s  of 

s y s t e m s  a r r i v e d .  A l l  p e r s o n n e l  were t o  be i n- c o u n t r y  by 
December 31 , 1974. 

c 

* t e c h n i c a l  a s s i s t a n c e  wi th  p e r s o n n e l  phased i n  as equipment  

During 1973 t h e r e  was some s l i p p a g e  i n  t h e  program 
and o n l y  abou t  400  a d v i s e r s  had a r r i v e d  by J a n u a r y  1 9 7 4 .  
Because of s l i p p a g e  i n  t h e  a r r i v a l  d a t e s  f o r  two teams-- 
Improved Hawk (59  a d v i s e r s )  and A i r c r a f t  Warning and 



C o n t r o l  ( 1 2  a d v i s e r s )- - t h e s e  teams were added t o  a proposed 
fo l low- on TAFT program. 

There  were o t h e r  s i g n i f i c a n t  developments  d u r i n g  1973. 

--The i n i t i a l  TAFT p o l i c y  g u i d a n c e  was p u b l i s h e d  as 
Department  of Defense D i r e c t i v e  5132.10 on Decem- 
ber  1 4 ,  1973. 

--Command and c o n t r o l  e l e m e n t s  were e s t a b l i s h e d  f o r  
a d m i n i s t r a t i v e  c o n t r o l  of t h e  Army and A i r  Force  
TAFTs. The s e n i o r  Navy TAFT member was d e s i g n a t e d  
t h e  Navy TAFT command element. Also  U.S. Army and 
A i r  Force  l i a i s o n  o f f i c e r s  now o p e r a t e  a t  h e a d q u a r t e r s  
i n  Europe t o  p r o v i d e  gu idance  t o  command e l e m e n t .  

Under gu idance  of t h e  S e c r e t a r y  of Defense ,  MAAG p r e-  
pared  a p r o p o s a l  t o  c o n t i n u e  TAFT. T h i s  p r o p o s a l ,  completed 
i n  December 1973,  recommended e x t e n d i n g  t h e  e x i s t i n g  program 
t o  June  1974 and s t a r t i n g  a follow-on program f o r . f i s c a 1  
y e a r  1975. T h e  S e c r e t a r y ' s  gu idance  d i r e c t e d  adding t h e  
o r i g i n a l  F-4 and C-130 teams p l u s  t h e  command elements t o  
t h e  program. T h e  f i s c a l  year  1975 program is -p r o j e c t e d  t o  
exceed t h e  c e i l i n g  by a p p r o x i m a t e l y  40 p e r s o n n e l .  

TAFT RELATIONSHIP TO MAAG 

The f i r s t  TAFT (F-4) e s t a b l i s h e d  i n  I r a n  was under t h e  
command and s u p e r v i s i o n  of MAAG. I n  1971 t h e  Congress  ,added 
s e c t i o n  512 t o  t h e  Fore ign  Assis tance A c t ,  wh ich  r e q u i r e d  
t h a t :  

. . . t h e  t o t a l  number of Uni ted  S t a t e s  m i l i t a r y  
p e r s o n n e l  a s s i g n e d  and d e t a i l e d ,  a s  of Septem- 
b e r  30, 1971,  t o  United S t a t e s  m i l i t a r y  a s s i s t a n c e  
a d v i s o r y  g r o u p s ,  m i l i t a r y  m i s s i o n s ,  and o t h e r  o r-  
g a n i z a t i o n s  of t h e  Uni ted  S t a t e s  pe r fo rming  ac-  
t i v i t i e s  s imi lar  t o  such g roups  and m i s s i o n s ,  
s h a l l  be reduced by a t  l e a s t  15  p e r  cen tum by 
September 30 ,  1972, b u t  e v e r y  e f f o r t  shou ld  be 
made t o  e f f e c t  an a g g r e g a t e  r e d u c t i o n  of 25 p e r  
centum by September 30 ,  1972." 

11 

I n  e f f e c t ,  t h i s  amendment p laced  a c e i l i n g  upon MAAG 
s i z e .  

Defense  response  t o  s e c t i o n  512 h a s  b rough t  a b o u t  some 
r a t h e r  unwieldy command s t r u c t u r e s  and management r e l a t i o n -  
s h i p s  and h a s  r e s u l t e d  i n  e x t r a  c o s t  t o  t h e  Uni ted  S t a t e s  
(see ch .  6 ) .  

-____ 
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Unwieldy o r g a n i z a t i o n a l  s t ruc tu re  
t o  a v o i d  s e c t i o n  512 c e i l i n g  

l e g a l l y  be p a r t  of MAAG because of t h e  s e c t i o n  512 c e i l i n g .  
(Al though  s e c t i o n  512 was r e p e a l e d  i n  December 1973,  o f f i -  
c i a l s  c o n s i d e r e d  t h e  i n t e n t  of t h i s  l e g i s l a t i o n  s t i l l  b ind-  
i n g .  ) S e p a r a t e  command c h a n n e l s  t o  Europe-based commands 
have been e s t a b l i s h e d  with in- coun t ry  TAFT command elements 

rough ly  a l o n g  t h e  l i n e s  of t h e  f o l l o w i n g  char t .  

Defense h a s  now taken  t h e  p o s i t i o n  t h a t  TAFTs canno t  

- of f i v e  men each over  t h e  TAFTs,  p roduc ing  an o r g a n i z a t i o n  

DEFENSE - STATE 

1 I I 
.~ . 

DEPARTMENT .DEPARTMENT DEPARTMENT 
OF OF OF 

- ARMY .- - AIR FORCE -. '._NAVY 

I I 
COMMANDER IN CHIEF 

EUROPE 

_- - 
ARMY 
TAFTs 

ESA 
TAFT 

COMMAND RELATIONS - - - -COORDINATION RELATIONS 
. 

+, 
TAFTCO 

jl TAFTs 

* a A s  of July  1 ,  1974,  organization t i t le  was  changed t o  U.S. S u p p o r t  Ac t i v i t y - I ran  ( U S A A - I )  

U S A R E U R - U n i t e d  S ta t e s  A r m y ,  E u r o p e  
USAFE--Uni t ed  S f a t e s  A i r  Force ,  E u r o p e  
U S N A V E U R - - U n i t e d  S ta t e s  N a v y ,  Europe  
EUCOM European  C o m m a n d  
ESA--European S u p p o r t  A c t i v i t y  
TA F T C 0-- T e  c h  n ical A ssistan ce Field T eam C o m rn and E le m e n f 
A R M I S H - M A A G - - U S .  Military Mission w i t h  t h e  Iranian A r m y  and Military Assistance 

Adv i sory  G r o u p  
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However, t h e  MAAG c h i e f ,  as t h e  s e n i o r  Defense  I 

r e p r e s e n t a t i v e  i n  t h e  c o u n t r y  w i t h  a broad p e r s p e c t i v e  o f  ~ 

U.S. m i l i t a r y  r e l a t i o n s  w i t h  I r a n ,  remains  r e s p o n s i b l e  
(under  t h e  a u s p i c e s  of t h e  Ambassador) f o r  a l l  Defense  
p e r s o n n e l  in- country .  H e ,  t h e r e f o r e ,  must  keep a b r e a s t  of 
TAFT a c t i v i t i e s ,  even though he lacks  command a u t h o r i t y  

* over  t h e i r  o p e r a t i o n s  . 
SOME SKILLS SOLD ARE I N  SHORT 
SUPPLY I N  U . S .  FORCES 

E x t e n s i v e  sale of U . S .  m i l i t a r y  s k i l l s  cou ld  a d v e r s e l y  
a f f e c t  t h e  r e a d i n e s s  s t a t u s  o f  U.S. Forces .  We found t h a t  
t h e  U.S. Army and A i r  Force  have s h o r t a g e s  f o r  many of t h e  
t e c h n i c a l  s k i l l s  s o l d  t o  I r a n  i n  TAFTs. 

The TAFT agreement  of February  1973 r e q u i r e s  t h e  A i r  
Force t o  s u p p l y  e n l i s t e d  p e r s o n n e l  under 53 d i f f e r e n t  A i r  
Force S p e c i a l t y  Codes. S p e c i a l t y  Codes e s s e n t i a l l y  d e n o t e  
t h e  t e c h n i c a l  s k i l l ,  p r o f i c i e n c y ,  and g r a d e  of t h e  i n d i v i d-  
ua l .  According t o  A i r  Force  p r o j e c t i o n s  f o r  March 1974, 
t h e r e  w i l l  be worldwide U.S. A i r  Force s h o r t a g e s- -  
15  p e r c e n t  o r  more s h o r t  of a u t h o r i z e d  s t r e n g t h- - i n  24 of 
t h e  S p e c i a l t y  Codes a s s o c i a t e d  w i t h  t h e  TAFT agreement ,  
20 of which were i d e n t i f i e d  as m i s s i o n  e s s e n t i a l  s k i l l s .  
Most of t h e  s h o r t a g e s  were above 20 p e r c e n t  and one was 
36 p e r c e n t  of p r o j e c t e d  a u t h o r i z e d  s t r e n g t h .  We were a l s o  
t o l d  t h a t  a s h o r t a g e  i n  an i n d i v i d u a l  u n i t  of over  15 'per-  
c e n t  f o r  a c r i t i c a l  s k i l l  cou ld  a d v e r s e l y  e f f e c t  u n i t  combat 
r e a d i n e s s .  

Under t h e  same TAFT agreement ,  t h e  Army is  s u p p l y i n g  
I r a n  p e r s o n n e l  under 6 9  d i f f e r e n t  M i l i t a r y  O c c u p a t i o n a l  
S p e c i a l i t i e s  i d e n t i f i e d  by g r a d e .  An Army document,  d a t e d  
October  2 ,  1973, l i s t i n g  s p e c i a l t y  s h o r t a g e s  showed 34 of 
these s k i l l s  s u p p l i e d  t o  I r a n  were i n  s h o r t  s u p p l y  t o  
worldwide Army requ i rements .  The l i s t i n g  d i d  n o t  s p e c i f y  
t h e  d e g r e e  of s h o r t a g e .  A r e v i e w  of t h e  U . S .  Army i n  
Europe m i l i t a r y  manpower r e q u i r e m e n t s ,  however , showed as  
of February  28 ,  1974,  t h a t  n i n e  of t h e s e  were i n  c r i t i c a l  
s h o r t  supp ly  t o  t h a t  command's needs .  

CONCLUSIONS 

- 

1 

We b e l i e v e  t h a t ,  t o  t h e  e x t e n t  t h a t  U.S. arms sales  
t o  I r a n  are mot iva ted  by v a l i d  U.S. i n t e r e s t s  ( d i s c u s s e d  
f u r t h e r  i n  t h e  f o l l o w i n g  chap te r ) ,  t h e  TAFT c o n c e p t  is a 



l o g i c a l '  means of a s s u r i n g  I r a n ' s  a b i l i t y  t o  e f f e c t i v e l y  
a ss imi la te  and u s e  t h e  arms. 

We a l s o  concluded t h a t  it would be more l o g i c a l  and 
more e f f e c t i v e  f o r  t h e  TAFTs t o  be under command of MAAG 
and c o o r d i n a t e d  more c l o s e l y  wi th  t h e  Ambassador th rough  
t h e  Country Team mechanism. - 

Although t h e  m i l i t a r y  t e c h n i c a l  p e r s o n n e l  s u p p l i e d  
I r a n  th rough  TAFTs is small compared t o  worldwide Defense  

ca l  s k i l l  s h o r t a g e s  is war ran ted  b e f o r e  sa les  of t e c h n i c a l  
s e r v i c e s .  T h i s  would be p a r t i c u l a r l y  t r u e  f o r  s y s t e m s  new 
t o  both  t h e  Uni ted  S t a t e s  and I r a n ,  such as t h e  F-14. 

4 r e q u i r e m e n t s ,  w e  b e l i e v e  t h a t  c o n s i d e r a t i o n  of U.S. t e c h n i-  

GAO PROPOSAL 

A c c o r d i n g l y ,  w e  s u g g e s t e d  t h a t  t h e  Department  of 
Defense r e c o n s i d e r  t h e  command s t r u c t u r e  and TAFTs'  r e l a -  
t i o n s h i p  w i t h  t h e  LYAAG i n  I r a n .  

-I --I 

AGENCY COMMENTS 

C l a s s i f i e d  materials  de le ted .  

Defense  agreed  t h a t  the  TAFTs shou ld  be p l a c e d  under 
command of t h e  MAAG c h i e f s .  
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CHAPTER 4 

RATIONALE FOR U.S.  FOREIGN MILITARY SALES TO I R A N  

U.S.  Fore ign  M i l i t a r y  Sales t o  I r a n  are governed 
l a r g e l y  by t h e  Fore ign  M i l i t a r y  Sales  A c t ,  a s  amended 
( 2 2  U.S.C. 2 7 5 1 ) .  

* I n  g e n e r a l  t h e  Fore ign  M i l i t a r y  Sales A c t  p r o v i d e s  t h a t  
a l l  sales  of m i l i t a r y  equipment or s e r v i c e s  s h a l l  meet t h e  
f o l l o w i n g  c r i t e r i a .  

c 

1. 

2. 

3. 

4. 

5 .  

6. 

They m u s t  be c o n s i s t e n t  w i t h  U.S. f o r e i g n  p o l i c y  
i n t e r e s t s .  

They must be c o n s i s t e n t  w i t h  t h e  p u r p o s e s  of t h e  
U.S. f o r e i g n  a s s i s t a n c e  program as embodied i n  
t h e  Fore ign  A s s i s t a n c e  A c t  of 1961,  as amended. 
B r i e f l y ,  these purposes  are: 

a .  To a c h i e v e  i n t e r n a t i o n a l  peace  and s e c u r i t y  
through t h e  U n i t e d  N a t i o n s  r a t h e r  t h a n  by 
armed f o r c e s  . 

b .  To f u r n i s h  m i l i t a r y  ass i s tance  t o  f r i e n d l y  
c o u n t r i e s  i n  t h e  common d e f e n s e  a g a i n s t  
i n t e r n a l  and e x t e r n a l  a g g r e s s i o n ,  p a r t i c u l a r l y  
t o  t h o s e  c o u n t r i e s  t h r e a t e n e d  by a c t i v e  Com- 
m u n i s t  o r  Communist- supported a g g r e s s i o n  or 
t h o s e  i n  which i n t e r n a l  s e c u r i t y  is t h r e a t e n e d  
by Comrnun i s t - i n s p i  r ed or  s u p p o r t e d  i n t e r n a l  
s u b v e r s i o n .  

They m u s t  be c o n s i s t e n t  w i t h  t h e  e x t e n t  and charac-  
ter  of t h e  c o u n t r y ' s  m i l i t a r y  requirement. 

They m u s t  be c o n s i s t e n t  wi th  t h e  economic and f i n a n-  
c ia l  c a p a b i l i t y  of t h e  r e c i p i e n t  c o u n t r y .  

The P r e s i d e n t  m u s t  f i n d  t h a t  s u c h  sa les  s t r e n g t h e n  
U.S. s e c u r i t y  and promote world peace .  

The r e c i p i e n t  c o u n t r y  m u s t  a g r e e  n o t  t o  t r a n s f e r  
t i t l e  or p o s s e s s i o n  of de fense  a r t i c l e s  f u r n i s h e d  
it t o  a t h i r d  p a r t y  w i t h o u t  t h e  p r i o r  c o n s e n t  of 
t h e  P r e s i d e n t .  

19 
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The ac t  f u r t h e r  s t a t e s  t h a t  . p a r t i c u l a r  r e g a r d  must be g i v e n ,  
where a p p r o p r i a t e ,  t o  p roper  b a l a n c e  among such sa l e s ,  g r a n t  
m i l i t a r y  a s s i s t a n c e ,  and economic ass is tance;  and t h e  impact  
of such sales  on s o c i a l  and economic development programs,  
and on e x i s t i n g  or  i n c i p i e n t  arms r a c e s .  

C O N S I S T E N C Y  W I T H  U . S .  
F O R E I G N  POLICY INTERESTS 

* U.S. p o l i c y  i n  I r a n  and t h e  g e n e r a l  a rea ,  i n c l u d i n g  
t h e  P e r s i a n  Gulf and I n d i a n  Ocean, is shaped by economic 
i n t e r e s t s  and by s e c u r i t y  p l a n n i n g  and r e q u i r e m e n t s  and t h e  

can  f u r t h e r  U.S. i n t e r e s t  by p r o v i d i n g  a b a l a n c i n g  m i l i t a r y  
f o r c e  i n  t h e  a r e a .  

* S o v i e t  p r e s e n c e .  U . S .  o f f i c i a l s  b e l i e v e  t h a t  a s t r o n g  I r a n  

Economic i n t e r e s t s  

The most obv ious  U.S. economic i n t e r e s t  i n  I r a n  is o i l .  
I r a n ,  be ing  non-Arab, was t h e  o n l y  Middle East o i l- p r o d u c i n g  
c o u n t r y  t h a t  d i d  n o t  p a r t i c i p a t e  i n  t h e  r e c e n t  embargo of 
o i l  sh ipments  t o  t h e  Uni ted  S t a t e s ,  Europe, and Japan.  I r a n  
is t h e  second l a r g e s t  producer  i n  t h e  Middle Eas t ,  p roduc ing  
a b o u t  6 m i l l i o n  b a r r e l s  a day compared w i t h  S a u d i  A r a b i a ' s  
a p p r o x i m a t e l y  7 m i l l i o n  b a r r e l s  a day (p re- embargo) .  Roughly 
7.8 p e r c e n t  o f  I r a n ' s  c rude  o i l  p r o d u c t i o n  f o r  t h e  f i r s t  g 
months of 1973 was shipped t o  t h e  Uni ted  S t a t e s  and t h e  West 
I n d i e s  (most  of whose r e f i n e d  p r o d u c t s  go t o  t h e  Uni ted  
S t a t e s ) :  37.2 p e r c e n t  t o  Europe ,  i n c l u d i n g  S c a n d i n a v i a ;  and 
33.6 p e r c e n t  t o  Japan.  I r a n i a n  o i l ,  t h e n ,  accounted  f o r  
a b o u t  6.4 p e r c e n t  of t h e  o i l  imported by t h e  Uni ted  S t a t e s ,  
a c c o r d i n g  t o  Embassy o f f i c i a l s .  

S t r a t e g i c  and  m i l i t a r y  r e q u i r e m e n t s  

s t o n e  f o r  empire b u i l d e r s  of t h e  p a s t  a l s o  make  it of 
s t r a t e g i c  v a l u e  today.  U.S .  o f f i c i a l s  b e l i e v e  a s t r o n g  
government  i n  I r a n  can e x e r t  i n f l u e n c e  f o r  e i t h e r  d i s r u p t i o n  
or s t a b i l i t y  th roughou t  t h e  P e r s i a n  G u l f  a rea ,  t h e  Arabian  

c P e n i n s u l a ,  and t h e  I n d i a n  s u b c o n t i n e n t  and can  a f f e c t  U.S. 
i n t e r e s t s  i n  t h e  I n d i a n  Ocean. 

The same geograph ic  f a c t o r s  t h a t  made I r a n  a c o r n e r-  

a. 

P e r s i a n  Gulf and Arabian  P e n i n s u l a  

The Uni ted  S t a t e s  has  a v i t a l  i n t e r e s t  i n  keeping t h e  
P e r s i a n  Gulf open t o  s h i p p i n g .  Most I r a n i a n  o i l  e x p o r t s  
go by s h i p  th rough  t h e  g u l f ,  as do t h o s e  o f  K u w a i t ,  S a u d i  
Arabia,  B a h r a i n ,  Qa ta r ,  and Abu Dhabi .  The U . S .  Naval 
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S t a t i o n  a t  Bahra in  is a l s o  dependent  on f r e e  p a s s a g e  th rough  
t h e  g u l f .  Free passage  i n t o  and o u t  of t h e  g u l f  cou ld  be 
a f f e c t e d  a t  t h e  " chokepo in t"  of t h e  S t r a i t s  of Hormuz (see 
map on n e x t  p a g e )  where t h e  s h i p p i n g  l a n e s  p a s s  by t h e  Oman 
P e n i n s u l a  and s e v e r a l  small i s l a n d s .  S h i p p i n g  i n  t h e  S t r a i t s  
cou ld  be s u b j e c t  t o  a t t ack  by a r t i l l e r y  or s u r f a c e- t o- s u r f a c e  
missiles and cou ld  be harassed by small c r a f t .  

- U n t i l  1971 Great B r i t a i n  was t h e  major power and pro-  
t e c t o r  i n  t h e  P e r s i a n  Gulf area.  I n  1968  t h e  B r i t i s h  an- 
nounced they  were ending t h e i r  p r o t e c t i v e  r o l e  i n  t h e  small 
Arab sheikdoms of t h e  g u l f ,  and i n  1 9 7 1  t h e y  withdrew t h e i r  

drawal,  t h e  Shah of I r a n  s t a t e d  t h a t  i f  c o l o n i a l i s m  was 
l e a v i n g  by one door it must n o t  be a l lowed t o  r e e n t e r  
th rough  a n o t h e r .  H e  h a s  s a id  t h a t  I r a n  is d e t e r m i n e d  t o  
keep t h e  P e r s i a n  Gulf and t h e  Hormuz S t r a i t s  open,  w i t h  
o r  w i t h o u t  t h e  c o o p e r a t i o n  of t h e  o t h e r  l i t t o r a l  s t a t e s .  

6 t r o o p s .  S h o r t l y  a f t e r  t h e  B r i t i s h  announcement of w i t h -  

I n  keeping w i t h  h i s  d e c i s i o n  t h a t  I r a n  m u s t  p r o t e c t  
h e r  v i t a l  i n t e r e s t s  h e r s e l f  and n o t  look  t o  t h e  g r e a t  powers 
f o r  h e l p ,  t h e  Shah embarked on a program t o  modernize  and 
s t r e n g t h e n  I r a n ' s  m i l i t a r y  f o r c e s  t o  a l e v e l  c o n s i s t e n t  
w i t h  t h i s  p o l i c y .  

J u s t  b e f o r e  t h e  B r i t i s h  w i t h d r a w a l  I r an  moved h e r  own 
t r o o p s  o n t o  t h e  Turnb I s l a n d s  and Abu Musa wh ich  c o n t r o l  
t h e  passageway i n t o  and o u t  of t h e  g u l f .  

t 

I r a n  is g e o g r a p h i c a l l y  i n  a p o s i t i o n  t o  i n f l u e n c e  
a f f a i r s  i n  t h e  l i t t o r a l  s t a t e s  of t h e  P e r s i a n  Gulf and i n  
t h e  Arab ian  P e n i n s u l a .  For example, I r an  is concerned w i t h  
I r a q ' s  r e l a t i o n s h i p  w i t h  t h e  S o v i e t  Union. I r a q  h a s  re-  
c e i v e d  some of t h e  b e s t  m i l i t a r y  equipment  i n  t h e  S o v i e t ' s  
i n v e n t o r y .  I raq  s u p p o r t s  t h e  B a l u c h i  s e p a r a t i s t  movement 
i n  w e s t e r n  P a k i s t a n  and e a s t e r n  I r a n  and t h e  Dhofar Rebel-  
l i o n  i n  Oman. I r a q  and K u w a i t  had a border  f l a r e u p  i n  
e a r l y  1973. 

I r a n  is a l s o  concerned over  t h e  Dhofar R e b e l l i o n  i n  
Oman i n  which t h e  Popular  F r o n t  f o r  t h e  L i b e r a t i o n  of t h e  
Occupied Arab Gulf is a t t e m p t i n g  t o  o v e r t h r o w  t h e  S u l t a n  
of Oman. The Popular  F r o n t ,  a c c o r d i n g  t o  U.S .  o f f i c i a l s ,  
i s  s u p p o r t e d  by t h e  Peop les  Democra t ic  R e p u b l i c  of Yemen, 
w h i c h  i n  t u r n  r e c e i v e s  a s s i s t a n c e  from t h e  S o v i e t  Union, 
Cuba,  Czechos lovak ia ,  and o t h e r  Eastern European Communist 
c o u n t r i e s  and h a s  r e c e i v e d  s u p p o r t  from C h i n a .  
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On t h e  o t h e r  hand,  I r a n  h a s  p r o v i d e d  t r o o p ,  h e l i c o p-  

t e r s ,  and arms t o  t h e  S u l t a n  of  Oman i n  r e s i s t i n g  t h e  
Communist- supported war i n  Dhofar .  Although t h e  Shah 
a p p a r e n t l y  d i d  n o t  approve o f  P a k i s t a n ' s  t r e a t m e n t  of  
East P a k i s t a n  (now Bang ladesh) ,  he s t r o n g l y  s u p p o r t s  
P a k i s t a n ' s  ( f o r m e r l y  West P a k i s t a n )  c u r r e n t  t e r r i t o r i a l  
i n t e g r i t y  and h a s  s a i d  I r a n  w i l l  h e l p  K u w a i t  i f  a sked .  

* I n d i a n  s u b c o n t i n e n t  

About 30 of t h e  127 U.N. members are  i n  t h e  I n d i a n  
Ocean r e g i o n ,  and o n e- t h i r d  of t h e  w o r l d ' s  p o p u l a t i o n  is 
t h e r e .  Of t h o s e  on t h e  I n d i a n  s u b c o n t i n e n t ,  I n d i a ,  
P a k i s t a n ,  and I r a n  p l a y  s i g n i f i c a n t  i n t e r n a t i o n a l  r o l e s .  
Although t h e  Uni ted  S t a t e s  h a s  c o n t r i b u t e d  g r e a t l y  toward 
t h e  economic development of these c o u n t r i e s  and h a s  in-  
teres ts  i n  them, t h e  i n s t a b i l i t y  and i n t r a r e g i o n a l  an tag-  
onisms c h a r a c t e r i z i n g  much of t h e  I n d i a n  Ocean and subcon-  
t i n e n t  cou ld  s e r v e  t o  promote S o v i e t  i n t e r e s t s  a t  t h e  
expense  of t h e  Uni ted  S t a t e s .  

I* 

S i n c e  t h e  mid-l950s, a c c o r d i n g  t o  t h e  Department  of 
S t a t e ,  t h e  S o v i e t  Union has  shown a c l e a r  i n t e r e s t  i n  t h e  
I n d i a n  s u b c o n t i n e n t ,  and a lmos t  t w o- t h i r d s  of i ts f i n a n c i a l  
and economic a i d  h a s  been t o  th i rd- wor ld  c o u n t r i e s  i n  t h e  
I n d i a n  Ocean a r e a .  I n  recent y e a r s ,  I n d i a  and A f g a n i s t a n  
have r e c e i v e d  S o v i e t  m i l i t a r y  a i d .  

I r a n  h a s  long  had f r i e n d l y  r e l a t i o n s  wi th  P a k i s t a n ,  
which  has  a t  times caused I n d i a  concern .  I n  t h e  l a s t  y e a r  
I r a n  h a s  worked hard  a t  c u l t i v a t i n g  good r e l a t i o n s  w i t h  
I n d i a .  The cur ren t  government i n  A f g h a n i s t a n  h a s  S o v i e t  
t i e s ,  which U . S .  o f f i c i a l s  s a y  causes I r a n  some c o n c e r n ,  
b u t  I r a n  and Afghan i s t an  have m a i n t a i n e d  good r e l a t i o n s  
e x c e p t  f o r  t h e  p e r i o d  immedia te ly  f o l l o w i n g  t h e  1973 
coup. 

I n d i a n  Ocean 

U . S .  i n t e r e s t s  r e q u i r e  f r e e  sea and a i r  access t o  
t h e  I n d i a n  Ocean a r e a  f o r  U.S. m i l i t a r y  and commercial  
t r a f f i c ,  i n c l u d i n g  through t h e  e n t r a n c e s  t o  t h e  Red Sea 
and t h e  P e r s i a n  Gul f .  

The d i f f i c u l t y  of r e t a i n i n g  f ree  p a s s a g e  is i l l u s -  

* 

* 

t r a t ed  by t h e  f a c t  t h a t  i n  1971 p e o p l e  i n  a small b o a t  
armed w i t h  a bazooka at tacked and damaged a t a n k e r  i n  t h e  
S t r a i t s  of Hormuz. U.S .  o f f i c i a l s  b e l i e v e  t h a t  h o s t i l e  
e l e m e n t s  cou ld  a t t ack  merchant  s h i p p i n g  i n  t h e s e  s t r a i t s  



from t h e  p o i n t  of Oman which o v e r l o o k s  them. The normal 
s h i p p i n g  l a n e s  p a s s  c l o s e  by t h i s  p o i n t  b u t  c o u l d ,  i f  nec- 
e s s a r y ,  be s h i f t e d  c l o s e r  t o  t h e  I r a n i a n  s h o r e ,  o u t  of 
range  of most land- based weapons e x c e p t  s u r f a c e- t o- s u r f a c e  
missiles.  

With t h e  S o v i e t  nava l  p r e s e n c e  i n  t h e  I n d i a n  Ocean an 
e s t a b l i s h e d  f a c t ,  t h e  U n i t e d  Sta tes  f a c e s  t h e  p r o s p e c t  of 
enhanced S o v i e t  p o l i t i c o - m i l i t a r y  power f l a n k i n g  A f r i c a ,  
South and S o u t h e a s t  Asia, and A u s t r a l i a .  T h i s  presence 
a id s  t h e  S o v i e t ' s  growing c a p a b i l i t y  t o  c o n t r o l  i n g r e s s  
and e g r e s s  t o  and from t h e  Red Sea (Bab e l  Mandab) and 
t h e  P e r s i a n  Gulf ( S t r a i t s  of Hormuz). 

U . S .  o D e r a t i o n a 1  needs  

I r a n  is a l s o  i m p o r t a n t  because it p r o v i d e s  t h e  Uni ted  
S t a t e s  wi th  r e l i a b l e  o v e r f l i g h t  and s t a g i n g  r i g h t s .  

CONSISTENCY WITH INTENT OF FOREIGN 
ASSISTANCE ACT OF 1 9 6 1 ,  AS AMENDED 

The basic p o l i c y  e x p r e s s i o n  of t h e  F o r e i g n  A s s i s t a n c e  
A c t  f o r  m i l i t a r y  a s s i s t a n c e  s t a t e s  t h a t :  

"The Congress of t h e  Uni ted  S ta tes  r e a f f i r m s  t h e  
p o l i c y  of t h e  Uni ted  S t a t e s  t o  a c h i e v e  i n t e r n a -  
t i o n a l  peace  and s e c u r i t y  through t h e  Uni ted  
N a t i o n s  so t h a t  armed f o r c e s  s h a l l  n o t  be used 
e x c e p t  f o r  i n d i v i d u a l  or c o l l e c t i v e  s e l f  
d e f e n s e  * * * . ' I  

The Department  of S t a t e  h a s  concluded t h a t  I r a n ' s  basic 
f o r e i g n  p o l i c y  is compat ib le  wi th  t h i s  e x p r e s s e d  p o l i c y  inas-  
much as t h e  Shah h a s  r e p e a t e d l y  e x p r e s s e d  h i s  adherence  t o  
U.N. p r i n c i p l e s ,  has  n o t  shown a g g r e s s i v e  d e s i g n s  upon h i s  
ne ighbors- - except  f o r  o c c u p a t i o n  of t h e  Tumb Is lands- - and 
h a s  demons t ra ted  h i s  c o u n t r y ' s  w i l l i n g n e s s  t o  s e t t l e  i n t e r -  
n a t i o n a l  d i f f e r e n c e s  through t h e  Uni ted  N a t i o n s .  To s u p p o r t  
its judgment,  S t a t e  Department o f f i c i a l s  c i t e  t h e  f a c t  t h a t  
I r a n  se t t l ed  i ts  l o n g s t a n d i n g  claim t o  t h e  Bahra in  a r c h i p e l -  
ago through t h e  Uni ted  Na t ions .  I r a n ' s  claim t o  t h e  i s l a n d s  
g o e s  back t o  t h e  1 6 t h  c e n t u r y ,  when it occup ied  p a r t  of 
Bahra in  i n  1521. I r a n  exercised i n t e r m i t t e n t  s o v e r e i g n t y  
o v e r  t h e  i s l a n d s  from 1 6 0 0  u n t i l  1783,  when l o c a l  Arabs  
s e i z e d  c o n t r o l .  These  Arabs made t r e a t i e s  w i t h  G r e a t  B r i t a i n  



i n  1820,  1847 ,  1880 ,  1892,  1956 ,  and 1 9 6 1 ,  b u t  I r a n  d i d  n o t  
r e l i n q u i s h  i t s  claim u n t i l  a f t e r  1969 when t h e  Shah sug-  
g e s t e d  t h a t  t h e  Uni ted  N a t i o n s  d e t e r m i n e  t h e  d e s i r e s  of 
t h e  p e o p l e  of Bahra in .  When t h e .  o p i n i o n  sample r e v e a l e d  
p u b l i c  g r a t i f i c a t i o n  f o r  t h e  c o u r s e  of a c t i o n  be ing  t a k e n ,  
no h o s t i l i t y  toward I r an ,  and v i r t u a l l y  unanimous des i re  
f o r  independence  a s  an Arab s t a t e ,  I r a n  made no more 
o b j e c t i o n s  and r e l i n q u i s h e d  i t s  claim. 

ance  A c t  is t h a t  m i l i t a r y  a s s i s t a n c e  w i l l  be p rov ided  t o  
c o u n t r i e s  t h r e a t e n e d  by e x t e r n a l  a g g r e s s i o n  o r  i n t e r n a l  

v e r s i o n  is  Communist- inspired or  s u p p o r t e d .  I t  a l s o  s t a t e s  
t h a t  such a s s i s t a n c e  should  be s u p p l i e d  on t h e  p r i n c i p l e  of  
s e l f - h e l p  and c o o p e r a t i o n .  

* 
Another  major p o l i c y  e x p r e s s i o n  of t h e  F o r e i g n  A s s i s t -  

1 s u b v e r s i o n ,  e s p e c i a l l y  when such a g g r e s s i o n  and/or sub-  

S t a t e  Department  o f f i c i a l s  b e l i e v e  t h a t  I r a n  meets 
t h i s  c r i t e r i a  i n  view of t h e  t h r e a t s  from I r a q ,  t h e  P e o p l e s  
Democrat ic  R e p u b l i c  of Yemen, t h e  B a l u c h i s t a n  s e p a r a t i s t  
movement, and t h e  S o v i e t  Union. 

T h e  ' S t a t e  Department  has  concluded t h a t  t h e  M a r x i s t  
P e o p l e ' s  Democra t ic  Republ ic  o f  Yemen h a s  r e c e i v e d  s u p p o r t  
from t h e  P e o p l e ' s  Repub l i c  of China ,  t h e  S o v i e t  Union, and 
Cuba i n  i ts  e f f o r t s  t o  take over  t h e  Yemen Arab Repub l ic  
and i n  i t s  s u p p o r t  of t h e  Dhofar R e b e l l i o n  i n  Oman and 
b e l i e v e s  t h a t  t h e  g r o u p ' s  success i n  these e f f o r t s  c o u l d  
g i v e  it c o n t r o l  of t h e  S t r a i t s  of Hormuz th rough  which a l l  
P e r s i a n  Gulf s h i p p i n g  m u s t  p a s s .  

S t a t e  b e l i e v e s  t h a t  t h e  B a l u c h i s t a n  movement i n  e a s t e r n  
I r a n  and w e s t e r n  P a k i s t a n  is suppor ted  by both  t h e  new gov- 
ernment  of Afghan i s t an  and by I r a q ,  b o t h  of which have 
s t r o n g  t ies  w i t h  t h e  S o v i e t  Union. 

F i n a l l y ,  t h e  Department  b e l i e v e s  t h a t ,  a l t h o u g h  t h e  
S o v i e t  Union p robab ly  is n o t  i t s e l f  a d i r e c t  t h r e a t  t o  I r a n  
a t  t h e  p r e s e n t  t ime, t h e  Shah remembers S o v i e t  d e s i g n s  on 
I r a n  m a n i f e s t e d  a s  r e c e n t l y  as 1 9 4 6 ,  when t h e  S o v i e t  f o r c e s  
r e f u s e d  t o  l e a v e  I r a n  a f t e r  World War 11, i n  accordance  
w i t h  t h e  T r i p a r t i t e  T r e a t y  of A l l i a n c e s  s igned  i n  1 9 4 2 .  

CONSISTENCY WITH EXTENT AND CHARACTER 
OF I R A N ' S  MILITARY REQUIREMENT 

- 
U.S. o f f i c i a l s  i n  I r a n  u n i f o r m l y  f e e l  t h a t  t h e  S h a h ' s  

mot ives  are p u r e l y  f o r  se l f  d e f e n s e .  They sa id  t h a t  t h e  
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" : 

Shah h a s  e x p l a i n e d  h i s  need f o r  a power fu l  m i l i t a r y  f o r c e  
bas i ca l ly  a lonq  t h e  f o l l o w i n q  l i n e s .  

C l a s s i f i e d  materials  de le ted .  

- ~- - -  . - __ 
T h e s e  more immediate t h rea t s  t h a t  he sees are p r i n-  

c i p a l l y  from (1) Iraq,  ( 2 )  t h e  Communist movements of t h e  
P e o p l e s  Democra t ic  Republ ic  o f  Yemen and t h e  Dhofar P r o v i n c e  
of Oman, and ( 3 )  t h e  B a l u c h i s t a n  s e p a r a t i s t  movement. 
I r a q ' s  h o s t i l i t y  r e p r e s e n t s  a d i r e c t  m i l i t a r y  t h r e a t  t o  
I r a n i a n  t e r r i t o r y  and o i l  i n d u s t r y  i n  t h a t  t h e  Abadan re- 
f i n e r y  complex l i e s  r i g h t  on t h e  I r a n- I r a q  border- - the  
S h a t t  a l-Arab River--which h a s  long  been i n  d i s p u t e  between 
t h e  two. The Communist movements i n  t h e  Arab ian  P e n i n s u l a  
r e p r e s e n t  a t h r e a t  t o  o i l  sh ipments  th rough  t h e  S t r a i t s  
of Hormuz. The B a l u c h i s t a n  movement t h r e a t e n s  I r a n i a n  
t e r r i t o r y ,  and,  pe rhaps  more i m p o r t a n t ,  c o u l d  be an avenue 
f o r  t h e  S o v i e t  Union t o  ex tend  i t s  c o n t r o l  t o  t h e  I n d i a n  
Ocean. 

C l a s s i f i e d  materials de le ted .  
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CONSISTENCY W I T H  I R A N ' S  ECONOMIC AND 
F I N A N C I A L  C A P A B I L I T Y  

I n  s p i t e  of t h e  massive- cash weapons buys and s imi la r  
e x p e n d i t u r e s  on economic development,  I r a n ' s  f o r e i g n  ex-  
change r e s e r v e s  have i n c r e a s e d  (see p. 3 0 ) .  I n  an e f f o r t  
t o  keep r e s e r v e s  t o  a r e a s o n a b l e  l e v e l  and t o  p r e v e n t  
d o m e s t i c  i n f l a t i o n ,  t h e  government r e c e n t l y  announced 
t h a t  it would n o t  borrow f o r  any purpose  i n  t h e  new budget  
y e a r  and would make e a r l y  repayments  of some l o a n s .  Suf-  

B 

.1 f i c e  it t o  s s y  t h a t  I r a n  can a f f o r d  what s h e  is buying.  

STRENGTHEN U.S. SECURITY AND 
PROMOTE WORLD PEACE 

U.S. p l a n n e r s  advance two r e a s o n s  why a s t r o n g  I ran  
may c o n t r i b u t e  t o  U.S. s e c u r i t y .  They both  l i e  i n  t h e  
T o t a l  Force  c o n c e p t  c u r r e n t l y  molding U.S. s t r a t e g i c  de- 
f e n s e  p l a n n i n g  and i n  t h e  Agreement of Coopera t ion  s i g n e d  
between t h e  two c o u n t r i e s  i n  1959. 

T o t a l  Force  c o n c e p t  

C l a s s i f i e d  m a t e r i a l s  d e l e t e d .  

The  T o t a l  Force  c o n c e p t  c o n s i s t s  
b a s i c a l l y  of i n c l u d i n g  t h e  t o t a l  f o r c e s  of both  t h e  United 

C l a s s i f i e d  m a t e r i a l s  d e l e t e d .  
- 

I n  our  
o p i n i o n ,  it w i l l  t h e n  work o n l y  f o r  m i l i t a r y  e v e n t s  i n  
which i n t e r e s t  of t h e  c o o p e r a t i n g  f o r e i g n  c o u n t r y  c o i n c i d e  
, w i t h  U . S .  i n t e re s t s .  

Agreement of  c o o p e r a t i o n  

I n  1955 Iraq,  Turkey, I r an ,  P a k i s t a n ,  and t h e  Uni ted  
Kingdom agreed  t o  h e l p  defend one a n o t h e r ' s  s e c u r i t y .  The 
r e s u l t i n g  agreement  was ca l l ed  t h e  Baghdad P a c t .  I t  l a t e r  
became known as t h e  C e n t r a l  T r e a t y  O r g a n i z a t i o n  when I r a q  
w i t h d r e w  a f t e r  i t s  s o c i a l i s t  coup i n  1958. t h e  Uni ted  
S ta tes  d i d  n o t  f u l l y  j o i n  t h e  Baghdad Pact ,  b u t  p a r t i c i -  
p a t e d  i n  s e v e r a l  of i t s  commit tees  and i n  1 9 5 9  d i d  s i g n  
s e p a r a t e  agreements  of c o o p e r a t i o n  w i t h  Turkey,  I r a n ,  and 

- 

* 



P a k i s t a n .  The agreement  w i t h  I r a n ,  s igned  March 5 ,  1959 ,  
a l l u d e s  t o  t h e  Baghdad Pact and t h e  f a c t  t h a t  t h e  Uni ted  
s t a t e s ,  i n  t h e  i n t e r e s t  of world p e a c e ,  ag reed  t o  cooper-  
a te  w i t h  t h e  government making t h a t  d e c l a r a t i o n  f o r  t h e i r  
s e c u r i t y  and d e f e n s e ,  and t h e n  i n  a r t i c l e  I makes t h e  
f o l l o w i n g  s t a t e m e n t .  

"The I m p e r i a l  Government of I r a n  is de te rmined  
t o  r e s i s t  a g g r e s s i o n .  I n  case of a g g r e s s i o n  
a g a i n s t  I r a n ,  t h e  Government of t h e  Uni ted  S t a t e s  
of America, i n  accordance  w i t h  t h e  C o n s t i t u t i o n  
of  t h e  Uni ted  S ta tes  of America, w i l l  take s u c h  
a p p r o p r i a t e  a c t i o n ,  i n c l u d i n g  t h e  u s e  of armed 
f o r c e s ,  as may be m u t u a l l y  ag reed  upon and as 
is env i saged  i n  t h e  J o i n t  R e s o l u t i o n  t o  Promote 
Peace and S t a b i l i t y  i n  t h e  Middle Eas t ,  i n  o r d e r  
t o  assist t h e  Government of  I r a n  a t  i t s  request." 

The J o i n t  R e s o l u t i o n  r e f e r r e d  t o  is commonly c a l l e d  
t h e  Middle East  R e s o l u t i o n  ( P u b l i c  L a w  85-7, as amended 
by P u b l i c  Law 87- 195).  I t  s t a t e s  i n  p a r t :  

'I* * * t h e  Uni ted  S t a t e s  r e g a r d s  as v i t a l  t o  t h e  
n a t i o n a l  i n t e r e s t  and world peace  t h e  p r e s e r v a t i o n  
of t h e  independence and i n t e g r i t y  of t h e  n a t i o n s  
of t h e  Middle East .  To t h i s  end i f  t h e  P r e s i d e n t  
determines t h e  n e c e s s i t y  t h e r e o f ,  t h e  Uni ted  
s t a t e s  is prepared  t o  u s e  armed f o r c e s  t o  ass is t  
any n a t i o n  or group of s u c h  n a t i o n s  r e q u e s t i n g  as-. 
s i s t a n c e  a g a i n s t  armed a g g r e s s i o n  from any c o u n t r y  
c o n t r o l l e d  by i n t e r n a t i o n a l  communism: P r o v i d e d ,  
T h a t  such employment s h a l l  be c o n s i s t e n t  w i t h  t h e  
t r e a t y  o b l i g a t i o n s  of t h e  Uni ted  S t a t e s  and w i t h  
t h e  C o n s t i t u t i o n  of t h e  U n i t e d  S t a t e s . "  

R E C I P I E N T  COUNTRY MUST AGREE NOT TO 
TRANSFER T I T L E  OR POSSESSION OF DEFENSE 
A R T I C L E S  F U R N I S H E D  I T  TO A THIRD PARTY 
WITHOUT P R I O R  CONSENT OF THE PRESIDENT 

e 

Paragraph  B 7  of t h e  c o n d i t i o n s  l i s t e d  on t h e  s t a n d a r d  
O f f e r  and Acceptance form ( D D  Form 1513)  used  by t h e  Defense  
Department  on sales t o  I r a n  sets f o r t h  t h i s  c o n d i t i o n ,  e x c e p t  
t h e  term "Government of t h e  Uni ted  S t a t e s "  is s u b s t i t u t e d  
f o r  " t h e  P r e s i d e n t . "  T h i s  form, s igned  by both  c o u n t r i e s ,  
c o n s t i t u t e s  t h e  w r i t t e n  c o n t r a c t .  T h i s  c lause  was i n  
e f f e c t  on a l l  sa les  cases examined. 

rc 



CONSIDERATION OF PROPER BALANCE 
AMONG SALES,  GRANT MILITARY 
-S I s TANC E 

For a l l  p r a c t i c a l  purposes ,  t h e  Uni ted  S ta tes  no l o n g e r  
p r o v i d e s  I r a n  wi th  g r a n t  m i l i t a r y  or  economic a s s i s t a n c e .  

IMPACT OF SUCH SALES ON SOCIAL AND 
ECONOMIC DEVELOPMENT PROGRAMS 

According t o  f i g u r e s  f u r n i s h e d  by t h e  U.S. Embassy, 

economic development as i n t o  m i l i t a r y  development T h e  
f o l l o w i n g  table  shows t h e  t r e n d  and compares I r a n ' s  bud- 
g e t e d  e x p e n d i t u r e s  on economic development  and m i l i t a r y  
development . 

.d I r a n  is p u t t i n g  as much e f f o r t  i n t o  programs of s o c i a l  and 

DEVELOPMENT, MILITARY, AND STATE BUDGET EXPENDITURES 

P e r c e n t  B u d g e t  of 

Year b u d g e t  e x p e n d i t u r e  b u d g e t  M i n i s t r y  
T o t a l  Deve lopment  of  t o t a l  D e f e n s e  

- 
( m i l l i o n s  ) ( m i l l  i o n s )  

1 3 4 5  ( 1 9 6 6- 6 7 )  $ 1,875.6 $ 888.9 47.4 $ 314.5 
1 3 4 6  ( 1 9 6 7- 6 8 )  2,078.5 934.5 45.0 428.1 

1 3 4 8  (1969- 70)  3,287.4 1,422.2 43.3 705.8 
1349  ( 1 9 7 0- 7 1 )  4,163.0 1 ,674.1 40.2 869.9 
1350  ( 1 9 7 1- 7 2 )  5 ,277-0  2,240 .O 42.4 1,148.1 
1 3 5 1  ( 1 9 7 2 - 7 3 )  51822.2 2 1  625.2 45.1 1,492.0 
1 3 5 2  ( 1 9 7 3- 7 4 )  8,871.1 3,099.3 34.9 2 , 104.7 
1353  (1974- 75)  11,928.9 4,404.4 36.9 3,183.1 

a/ u.S. d o l l a r s  

1347  (1968- 65)  2,807.4 1,289.2 45.9 544.3 

- 

( n o t e  a )  

P e r c e n t  
of t o t a l  

b u d g e t  

16.8 
20.6 
19.4 
21.5 
20.9 
21.8 
25.6 
23.7 
26.7 

Embassy o f f i c i a l s  s t a t e  t h a t  I r a n  is spend ing  as much, 
or  more, on economic development as t h e  c o u n t r y  can  effec-  
t i v e l y  a b s o r b  and t h a t  t h e  problem is n o t  lack of funds  f o r  
economic and s o c i a l  development,  b u t  l ack  of t r a i n e d  and 
educated peop le .  They p o i n t e d  o u t  t h a t  I r a n  r e a l l y  d i d  n o t  

* pay much a t t e n t i o n  t o  economic development u n t i l  1963 ,  when 
t h e  Shah  s t a r t ed  h i s  "White R e v o l u t i o n . "  T h a t  was j u s t  11 
y e a r s  ago,  which accord ing  t o  Embassy o f f i c i a l s ,  is n o t  
l o n g  enough t o  see r e a l  r e s u l t s .  Before  t h a t ,  I r a n ' s  basic 
s o c i a l  and economic sys tem was n o t  much d i f f e r e n t  from t h a t  
of  a medieval  f e u d a l  s o c i e t y ,  e x c e p t  f o r  t h e  o i l  i n d u s t r y .  
Many changes  have been made s ince  t h e n ,  b u t  by most a c c o u n t s  
t h e  c o u n t r y  s t i l l  h a s  tremendous deve lopmenta l  needs.  

IC 
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Oil is t h e  key t o  I r a n ' s  economic development as w e l l  
as t o  i t s  m i ' l i t a r y  development,  as i l l u s t r a t e d  i n  t h e  f o l -  
lowing t ab l e  comparing governmenta l  r evenues  and expendi-  
tures over  t h e  p a s t ,  c u r r e n t ,  and n e x t  budget  y e a r s .  

- 
1 3 5 1  ( n o t e  a )  

Amount Per c e n t  

( m i l l i o n s )  
* 

Revenues: 
D i r e c t  t a x e s  $ 630 13.4 
I n d i r e c t  taxes 9oa 19.3 
o i l  2,640 56.2 
Other 520 11.1 

T o t a l  $4 t 698 100.0 

Expend it ur  es : 
Development $2,625 45.1 
Defense 1 , 492 25.6 

29.3 Other 1,705 

T o t a l  $5 ,822  100.0 

S u r p l u s  o r  

- 

d e f i c i t  -$1,124 

J 

1 3 5 2  ( n o t e  a )  
Amount P e r c e n t  --- 

(mill i o n s  ) 

$ 829 12.2 
1,210 17.7 
4 , 279 62.7 

7.4 

$6,824 100.0 

-- 506  

$3,099 34.9 
2,105 23.8 

41.3 3,667 - 
$8,871  100.0 

- $2  , 047 

- a/ T h e  I r a n i a n  y e a r ,  based on t h e  S o l a r  Calendar  of H e j i r a ,  
t h rough  March 20. I r a n i a n  1 3 5 3  b e g i n s  on March 21, 1974 .  

1 3 5 3  ( n o t e  a) 
Amount P e r c e n t  

( m i l l i o n s )  

$ 1,000 5.9 
1 t 500 8.8 

1 4  t 000  82.0 
570 3.3 

$17 ,070  100.0 

$ 4,404 36.9 
3 t 183  26 .7  

36.4 4,342 - 
$11,929 100.0 

. 
The Shah h a s  a l s o  p ledged t h a t  80 p e r c e n t  of I r a n ' s  

o i l  r evenues  w i l l  be s p e n t  on economic and s o c i a l  develop-  
m e n t  w i t h i n  t h e  c o u n t r y .  There  is a l i m i t ,  however,  t o  t h e  
amount of money t h a t  t h e  economy can e f f e c t i v e l y  a b s o r b .  
The f o l l o w i n g  comparison of o i l  r evenues  w i t h  economic 
development e x p e n d i t u r e s  over  t h e  same 3-year p e r i o d  i n d i -  
cates t h a t  o i l  r evenues  are o u t s t r i p p i n g  t h e  c o u n t r y ' s  
a b i l i t y  t o  u s e  them - i n  economic development.  

1 3 5 2  1353 ( e s t . )  
P e r  c e n t  P e r c e n t  

1 3 5 1  of of 
Amount Amount i n c r e a s e  Amount increase  -- 

( m i l l i o n s  ) ( m i l l  i o n s  ) 

$2 ,640  $4 ,279  6 2 . 1  1 4 , 0 0 0  227.2 
1 8 . 1  4 r 4 0 4  42 .1  

E s t i m a t e d  o i l  r e v e n u e s  
Budge ted  d e v e l o p m e n t  e x p e n s e  2 , 6 2 5  3 , 0 9 9  
Budge ted  d e f e n s e  e x p e n s e s  1 , 4 9 2  2 ,105  41.1 3 ,183  51 ,2  Deve lopmen t  e x p e n d i-  

t u r e s  as a p e r c e n t  of 
o i l  r e v e n u e s  99 .4  72.4 3 1 . 5  



~- ---- -- -- 

I r a n ' s  f i f t h  development p l a n  f o r  1973-78 i n d i c a t e s  t h a t  
development e x p e n d i t u r e s  w i l l  a c c o u n t  f o r  a b o u t  98.9 p e r c e n t  
of  o i l  r e v e n u e s  d u r i n g  t h e s e  5 y e a r s .  T h i s  p l a n  was i s s u e d ,  
however, i n  June  1973, b e f o r e  t h e  r e c e n t  quantum jump i n  
o i l  p r i c e s .  I t  is n o t  l i k e l y  t h a t  I r an  can spend t h a t  much 

spend ing  more money on development t h a n  I r a n  is now spend-  
ing would n o t  produce r e s u l t s  any f a s t e r .  

- on development.  The Embassy economic s t a f f  b e l i e v e s  t h a t  

C l a s s i f i e d  mater ia ls  de le ted .  

I r a n  and I r a q  
1 

I ran  and I r a q  have a l o n g s t a n d i n g  d i s p u t e  over  t h e i r  
boundary and u s e  of t h e  S h a t t  al-Arab River  stemming from 
t h e  1937 s e t t l e m e n t  made under B r i t i s h  auspices.  A s t e a d y  
f low of S o v i e t  m i l i t a r y  equipment t o  I r a q  began i n  1958 
f o l l o w i n g  a s o c i a l i s t  coup. I raq  h a s  r e c e i v e d  a f u l l  range  
of o f f e n s i v e  weapons, i n c l u d i n g  medium bombers and f i g h t e r  
bombers, t a n k s  and a r t i l l e r y ,  and guided missi le  p a t r o l  
b o a t s .  

The m i l i t a r y  ba lance  between I r a n  and I r a q  is a p p r o x i-  
mate ly  as shown i n  t h e  f o l l o w i n g  t ab les .  Table  1 compares 
t h e  cur  r e n t  i n v e n t o r y  of t h e  two c o u n t r i e s .  - 



... 

Classi f ied materials  deleted. 
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Classified materials  de le ted .  
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Classified materials dele ted .  



C l a s s i f i e d  materials dele ted .  
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Trend of Major Combat A i r c r a f t  A c q u i s i t i o n s  
From Data of  Stockholm I n t e r n a t i o n a l  Peace Research I n s t i t u t e  

( n o t e  a )  

Year I r a n  I r a q  
Acquired Number ---- S u p p l i e r  3 u i p  E S u p p l i e r  

- 1953 

- 1954 

1955 - 

12 DHMk52 F t r .  UK 
1 0  E r s t 1  BFtr .  UK 

5 F-86 F t r  USA 
1 4  DHFB50 F t r  UK 

1956 25* F-84G F t r  USA - 
1957 25* F-84G F t r  USA 7* HkrHtrMk6 F t r  UK 

1958 25* F-84G F t r  USA 8* HkrHtrMk6 F t r  UK 
1 DHFBSO F t r  UK 
3* IL14 Mr Bmbrs 

3* MIG-17C F t r  Do. 

S o v i e t  
19  MIG-15 F t r  DO. 

5* YAK- 11 F t r  DO. 

19 53 70 F-86 F t r  Canada 

1960 - 

1961 - 

1962 - 

1963 - 

- -. 1964 

3* I L 1 4  MR Bmbr Do. 
10  IL28 Bmbr DO. 

3* MIG-17C F t r  DO. 
5* YAK- 11 F t r  DO. 

4* I L 1 4  MR Bmbr DO. - 
4* MIG-17C F t r  DO. 
5* YAK- 11 F t r  DO. 
8 MIG-17D F t r  DO. 
8* MIG-17/19 F t r  Do. 

a* M I  F- 17/ 19 Do. 
2 DHVmpr . T. 11 UK 

a* MIG-17/19 F t r  S o v i e t  
7 TU16 LR Bmbr DO. 

3 HKrHtrT69 Tnr UK 
6 HkrHtrT66 Tnr UK 

14* HkrHtrFGA9 F t r  UK 
6* MIG-21 S o v i e t  

13* HkrHtrFGA9 F t r  UR 
6* MIG- 21 S o v i e t  
4 H k r H t K  F10 F t r  UK 
6* H k r H t r  F59 F t r  UK 

1965 91 F-5A FtrBmbr USA 6* HkrHtrF59 F t r  UK 

1966 90 ;/F-86 F t r  West 
Germany 7 *  H k r A t r  F59 P t r  UR 

25* MIG-21 F t r  S o v i e t  

1967 - 25* MIG-21 F t r  DO. 
15  MIG-17/19 F t r  DO. 
20 SU-7 FtrBmbr DO. 

19 68 24 F-5A FtrBmbr USA 10* SU-7 FtrBmbr DO. 
16* F-4D FtrBmbr USA 

1969 16*  F-4D FtrBmbr USA 10* SU-7 FtrBmbr DO. 

a/ The I n s t i t u t e  f r e q u e n t l y  l ists a c q u i s i t i o n s  over  a p e r i o d  of y e a r s .  For 
example, t h e  F-84Gs were l i s t e d  as 75 a c q u i r e d  i n  1956-58. To s i m p l i f y  
t h e  t a b l e  and f a c i l i t a t e  comparisons w e  a r b i t r a r i l y  a l l o c a t e d  a c q u i s i -  
t i o n s  so noted  ( * )  evenly  over t h e  y e a r s  invo lved .  T h i s  t a b l e  is in-  
tended only t o  r e f l e c t  an o v e r a l l  t r e n d  and is n o t  a c c u r a t e  by 
i n d i v i d u a l  y e a r .  

- b/ T r a n s f e r r e d  t o  P a k i s t a n  36  



I r a n- P a k i s t a n  and I n d i a  

C lass i f i ed  materials de le ted .  

1 - _- -__  - - .  

The p r e s s  has s p e c u l a t e d  t h a t  I r a n ' s  c u r r e n t  m i l i t a r y  
b u i l d u p  may cause I n d i a  t o  i n c r e a s e  its own m i l i t a r y  s t r e n g t h  
f o r  f e a r  t h a t  I r a n  and P a k i s t a n  might  j o i n  f o r c e s  a g a i n s t  
her . 

Class i f i ed  materials  d e l e t e d .  - 
I n d i a ' s  armed f o r c e s  ar'e s u p e r i o r  i n  numbers _ -  

and equipment  to  t h o s e  of I r a n  and P a k i s t a n  combined. 
B r i t i s h  p r e s s  a r t i c l e s  r e p o r t e d  t h a t  I n d i a ' s  1973 d e f e n s e  
budget  equa led  almost e x a c t l y  t h e  t o t a l  1973 d e f e n s e  b u d g e t s  
of I r a n  and P a k i s t a n  combined. 

I r an  and I n d i a  have r e c e n t l y  exchanged o f f i c i a l  v i s i t s  , 
d e a l i n g  p r i m a r i l y  wi th  f o r e i g n  r e l a t i o n s  and t r a d e .  S ta te-  
ments  made i n  t h e  p r e s s  by o f f i c i a l s  of both  c o u n t r i e s  , indi-  
cate  t h a t  r e l a t i o n s  between t h e  two a r e  r a t h e r  good at t h e  
p r e s e n t  t i m e ,  and I r an  h a s  a s s u r e d  I n d i a  of i t s  good w i l l .  

I r a n  and Arab S ta tes  

There  has  a l s o  been s p e c u l a t i o n  t h a t  I r a n ' s  c u r r e n t  
b u i l d u p  might  t r i g g e r  a s imilar  r e a c t i o n  on t h e  p a r t  of h e r  
Arab n e i g h b o r s  o t h e r  t h a n  I r a q ,  p a r t i c u l a r l y  S a u d i  Arab ia  
and K u w a i t  which have d i s c u s s e d  arms p u r c h a s e s  i n  recent  

. months,  b o t h  wi th  t h e  Uni ted  S t a t e s  and F r a n c e .  Media an- 
1 nouncements i n d i c a t e  t h a t  Saud i  Arabia w i l l  buy Mirage j e t  

f i g h t e r s  from France .  According t o  U.S. o f f i c i a l s ,  t h i s  
a c t i o n  canno t  be a t t r i b u t e d  e n t i r e l y  t o  I r a n ' s  b u i l d u p .  
Both Arab c o u n t r i e s  have been p reoccup ied  w i t h  I s r a e l  

f r a y  w i t h  I s r a e l  t o  a g r e a t e r  d e g r e e  t h a n  e v e r  b e f o r e .  
Kuwait has had t r o u b l e  w i t h  I r a q  i n  t h e  p a s t  and was in-  
vaded by I r a q  i n  e a r l y  1973. 

- l a t e l y ,  and,  through t h e  o i l  embargo, both  have e n t e r e d  t h e  

i_ 3 7 .  
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I n  our o p i n i o n  it is d i f f i c u l t  t o  s a y  how much these 
two c o u n t r i e s  have been mot iva ted  by I r a n ' s  a c t i o n .  I r a n ' s  
b u i l d u p  and t h e  S h a h ' s  numerous s t a t e m e n t s  t h a t  t h e  Gulf 
s ta tes  m u s t  p r o t e c t  t h e i r  i n t e r e s t s  themse lves  have un- 
d o u b t e d l y  made them t h i n k  more of t h e i r  own d e f e n s e s .  U . S .  
o f f i c i a l s  are d o u b t f u l  t h a t  t h e i r  r e c e n t  p u r c h a s e s  were 
made s o l e l y  i n  f e a r  of I r a n  and b e l i e v e  it l i k e l y  t h e y  f e a r  
t h e  same f o r c e s  t h a t  I r a n  does .  

CONCLUSION 

On t h e  b a s i s  of t h e  above r a t i o n a l e ,  w e  b e l i e v e  t h a t  
c u r r e n t  U . S .  sales t o  I r a n  g e n e r a l l y  conform t o  t h e  r e q u i r e-  
ments  and c r i t e r i a  of t h e  Fore ign  M i l i t a r y  Sales A c t .  

* 

MATTERS FOR CONSIDERATION BY THE CONGRESS 

A s  t h e  volume of cash sales under t h e  F o r e i g n  M i l i t a r y  
Sales A c t  i n c r e a s e ,  t h e  f o r e i g n  p o l i c y  impact  a l s o  increases,  
Even though we found no f i r m  c o n t r a d i c t i o n s  t o  t h e  r e q u i r e-  
ments  of t h e  Fore ign  M i l i t a r y  Sales A c t ,  q u e s t i o n s  e x i s t  on 
t h e  impact  of s u c h  sales on arms r a c e s ,  e x t e n t  and c h a r a c t e r  
of t h e  m i l i t a r y  r e q u i r e m e n t ,  l e g i t i m a t e  s e l f - d e f e n s e  needs of  
t h e  p u r c h a s i n g  c o u n t r y ,  and o t h e r  c r i t e r i a  s e t  f o r t h  i n  t h e  
A c t .  

I n  1973 and 1974 o i l- p r o d u c i n g  c o u n t r i e s ,  p a r t i c u l a r l y  
t h o s e  i n  t h e  P e r s i a n  Gul f ,  accumulated v a s t  sums of c a p i t a l  
due t o  s i g n i f i c a n t l y  i n c r e a s e d  p r i c e s  f o r  t h e i r  o i l .  F,or 
example,  even w i t h  t h e  l a r g e  l e v e l  of p u r c h a s e s ,  I r a n ' s  
i n t e r n a t i o n a l  monetary r e s e r v e s  i n c r e a s e d  from $992 m i l l i o n  
t o  $ 5 . 4  b i l l i o n  i n  t h e  9 months ended J u l y  3 0 ,  1974. The 
o i l - e x p o r t i n g  c o u n t r i e s  i n  t o t a l  i n c r e a s e d  t h e i r  r e s e r v e s  
by $16 b i l l i o n  ( o r  1 2 5  p e r c e n t )  i n  t h e  same p e r i o d .  

These c o u n t r i e s  a re  us ing  t h i s  c a p i t a l  t o  g r e a t l y  in-  . 
crease arms p u r c h a s e s .  For example, I r a n  agreed  t o  p u r c h a s e  
more arms from t h e  Uni ted  S t a t e s  i n  1974 t h a n  d i d  t h e  r e s t  of 
t h e  e n t i r e  world combined i n  any o t h e r  p r e c e d i n g  y e a r .  

- The Congress  does  n o t  s y s t e m a t i c a l l y  r e c e i v e  t i m e l y  
i n f o r m a t i o n  on t h e  volume and makeup  of such c a s h  sa les  o r  
on t h e  n a t u r e  of t h e  m i l i t a r y  c a p a b i l i t y  t h e y  p r o v i d e  t h e  

arms sa les .  However, such d e l i v e r i e s  of t e n  come s e v e r a l  
y e a r s  a f t e r  t h e  sa les  take p l a c e .  Estimates of c u r r e n t  and 
f u t u r e  yea r  cash sa l e s  are p rov ided  o n l y  i n  t o t a l s  by 
c o u n t r y .  

- buyer .  It is c u r r e n t l y  informed on d e l i v e r i e s  of c a s h  



GAO s u g g e s t s  t h e r e f o r e  t h a t ,  t o  secure t i m e l y  i n f o r m a t i o n  
f o r  i t s  p o l i c y  d e l i b e r a t i o n s ,  t h e  Congress  may want t o  con- 
s i d e r  r e q u i r i n g  t h e  e x e c u t i v e  branch t o  p e r i o d i c a l l y  f u r n i s h  
i n f o r m a t i o n  on t h e  volume and n a t u r e  of major c a s h  sa les  t h a t  
c o u l d  m a t e r i a l l y  increase t h e  m i l i t a r y  c a p a b i l t y  of t h e  
p u r c h a s i n g  n a t i o n .  



CHAPTER 5 

FOREIGN MILITARY SALES VERSUS COMMERCIAL SALES 

The g r e a t e s t  s h a r e  of I r a n ' s  arms p u r c h a s e s  from t h e  
Uni ted  S ta tes  have been th rough  t h e  Department o f  Defense  
F o r e i g n  M i l i t a r y  Sales (FMS) Program r a t h e r  t h a n  d i r e c t l y  
from commercial s o u r c e s .  F i sca l  yea r  1 9 7 4  FMS c a s h  s a l e s  

sales  amounted t o  o n l y  C l a s s i f i e d  m a t e r i a l s  d e l e t e d  
I t o  I r a n  were n e a r l y  $4 b i l l i o n ,  w h i l e  d i r e c t  commercial 

The s t a t e d  p o l i c y  p r e f e r e n c e  of bo th  e x e c u t i v e  and 
c l e g i s l a t i v e  b ranches  is f o r  commercial arms s a l e s .  I n a s-  

much as most of I r a n ' s  arms p u r c h a s e s  are of new equipment  
and n o t  used equipment  from Government s t o c k s ,  w e  b e l i e v e  
t h e  p o l i c y  q u e s t i o n  of t h e  d e s i r a b i l i t y  of t h e  U . S .  Govern- 
ment a c t i n g  as an i n t e r m e d i a r y  i n  s u c h  s a l e s  d e s e r v e s  
a d d i t i o n a l  c o n s i d e r a t i o n .  

I n  December 1973, s e c t i o n  1 of t h e  F o r e i g n  M i l i t a r y  
Sales A c t  was amended t o  s p e c i f i c a l l y  encourage  t h e  use  o f  
commercial  sa les  over  Government f o r e i g n  m i l i t a r y  sales 
whenever p r a c t i c a b l e .  

C lass i f i ed  mater i a l s  d e l e t e d .  

We noted  t h a t  I r a n ,  a f t e r  p u r c h a s i n g  F-4 a i r c r a f t  
under t h e  FMS program i n  both  1967 and 1969,  s igned  a 
l e t t e r  of i n t e n t  i n  1970 t o  buy 77 more E'-4s d i r e c t l y  from 
t h e  m a n u f a c t u r e r .  

T h e  l e t t e r  p rov ided  t h a t  i f  I r a n  cou ld  n o t  a r r a n g e  f i -  
nanc ing  by a c e r t a i n  da te ,  t h e  major p a r t  of t h e  agreement  
c o u l d  be t e r m i n a t e d  a t -nLgost - to- I ran .  The smalle?_ pa r t  

* of t h e  agreement ,  f o r  Classified materials deleted. 
was f u l f i l l e d ,  b u t  t h e - m a j r p a r t  f o r  7 3  F-4E a i r c r a f t  was 
t e r m i n a t e d .  I r a n  a r ranged  t o  purchase  t h e  7 3  a i r c r a f t  under 

- t h e  FMS program, w i t h  p a r t  of t h e  c o s t  f i n a n c e d  by t h e  U.S. 
Export- Import  Bank. A v a i l a b l e  r e c o r d s  d i d  n o t  c o n t a i n  informa-  
t i o n  as t o  why I r a n  decided t o  change from d i r e c t  purchase  t o .  
FMS. ''However, s e n i o r  U.S. o f f i c i a l s  i n  I r a n  t o l d  u s  t h a t  U.S. 
m i l i t a r y  a d v i s o r s  i n  I r a n  a t  t h a t  t i m e ,  i n  r e spond ing  t o  

- 

.-.- 
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I r a n ' s  r e q u e s t  f o r  a d v i c e ,  had a d v i s e d  I r a n  t h a t  t h e  con- 
t r a c t  purchase  p r i c e  f o r  t h e  a i r c r a f t  was u n n e c e s s a r i l y  h i g h .  

For t h e  b e n e f i t s  and r i s k s  t o  t h e  U . S .  Government 
r e s u l t i n g  from its i n t e r m e d i a r y  r o l e  i n  I r a n ' s  arms pur-  
c h a s e s  from t h e  Uni ted  S ta t e s ,  t h e  argument  h a s  been ad- 
vanced t h a t  p o t e n t i a l  e x i s t s  f o r  bo th  t h e  Uni ted  S ta tes  

combining U.S. and FMS o r d e r s  and t h u s  a s s u r i n g  a manu- 
f a c t u r e r  of a l a r g e r  p r o d u c t i o n  run over  which t o  d i s -  
t r i b u t e  f i x e d  c o s t s .  

I and a f o r e i g n  p u r c h a s e r  t o  o b t a i n  a lower u n i t  p r i c e  by 

- 
S e n i o r  U . S .  o f f i c i a l s  i n  I r a n  were of t h e  o p i n i o n  

t h a t  hav ing  I r a n  u s e  t h e  FMS program r a t h e r  t h a n  buy 
d i r e c t l y  from U . S .  s u p p l i e r s  h a s  both  t h e  advan tage  o f -  
promot ing  a c l o s e r  r e l a t i o n s h i p  w i t h  I r a n /  - 

C l a s s i f i e d  materials d e l e t e d .  
.- 

MAAG o f f  i c ia l s - - s ta ted  however , t h a t  t h e y  had of t e n  
s u g g e s t e d  d i r e c t  commercial p u r c h a s e s  i n s t e a d  of FMS t o  
I r a n i a n  o f f i c i a l s  and would c o n t i n u e  t o  do so.  

CONCLUSIONS 

We b e l i e v e  t h a t  t h e  FMS p r o c e s s  a b s o r b s  a l o t  of , 

U.S. manpower. F i n a n c i a l  p r o t e c t i o n  and t r a i n i n g  c o u l d  
be p r o v i d e d  t o  f o r e i g n  government p e r s o n n e l  on a s h o r t  
term, case- by- case c o n t r a c t  bas i s  by p r o v i d i n g  t h e  s e r v-  
i ce s  of e x p e r i e n c e d  U.S. m i l i t a r y  c o n t r a c t  n e g o t i a t o r s  
and a d m i n i s t r a t o r s  t o  work as a d v i s o r s  w i t h  t h e  f o r e i g n  
government  procurement  team i n  i t s  d i r e c t  d e a l i n g s  w i t h  
m a n u f a c t u r e r s .  T h i s  concep t  cou ld  r e t a i n  t h e  m u t u a l  ad- 
v a n t a g e s  of government- to- government c o n t a c t  w i t h  r e s u l t -  
a n t  r e l a t i o n s h i p s  of t r u s t  and i n f l u e n c e  w h i l e  e l i m i n a t i n g  
much of t h e  manpower r e q u i r e m e n t s  of t h e  p r e s e n t  FMS 
bureaucracy .  

Re  c ogn i z i n g  t h a t  

- - Iran  h a s  had 10 y e a r s  of e x p e r i e n c e  i n  p u r c h a s i n g  
arms from t h e  U n i t e d  S t a t e s ,  



--most of  t h e s e  arms purchased  by I r a n  are  new 
equipment ,  and 

- - the s t a t ed  p o l i c y  p r e f e r e n c e  of  b o t h  t h e  Congress  
and t h e  e x e c u t i v e  b ranch  is f o r  commercial  arms 
sa le s  whenever p r a c t i c a l ,  r a t h e r  t h a n  f o r  government- 
sponsored  arms sa les ,  

II 

w e  b e l i e v e  t h e  p o l i c y  q u e s t i o n  of t h e  d e s i r a b i l i t y  of t h e  
Uni ted  S t a t e s  c o n t i n u i n g  t o  ac t  as  an  i n t e r m e d i a r y  i n  a l l  
such sa les  t o  I r a n  d e s e r v e s  a d d i t i o n a l  a t t e n t i o n .  - 
RECOMMENDATION 

We recommend t h a t  t h e  S e c r e t a r y  of Defense  e x p l o r e  t h e  
p o s s i b i l i t y  o f  (1) h e l p i n g  I r a n  e s t a b l i s h  a m i s s i o n  i n  t h e  
Uni ted  S t a t e s  f o r  p u r c h a s i n g  i ts  arms r e q u i r e m e n t s  d i r e c t l y  
from U . S .  s u p p l i e r s  and ( 2 )  p r o v i d i n g  procurement  a d v i s o r s  
somewhat a s  d e s c r i b e d  h e r e i n ,  r a t h e r  t h a n  c o n t i n u i n g  FMS t o  
I r a n ,  which a b s o r b s  s i g n i f i c a n t  numbers of  h i g h l y  t r a i n e d  
u.S. m i l i t a r y  p e r s o n n e l .  

C lass i f i ed  materials  de le ted .  



Classified materials deleted. 
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CHAPTER 6 

INCOMPLETE COST RECOVERY ON ARMS SALES 

Arms sales  t o  I r a n  are a s u b s t a n t i a l  c o s t  t o  t h e  Uni ted  
S t a t e s ,  a l t h o u g h  t h e  law requires r e c o v e r y  of a l l  c o s t s .  To 
t h e  e x t e n t  t h a t  c o s t s  are n o t  r e c o v e r e d ,  t h e y  become a form 
of i n v i s i b l e  g r a n t  a i d .  

I r a n  i n c l u d e  

* 
Unrecovered c o s t s  of t h e  U.S.  m i l i t a r y  sales program t o  

--at l e a s t  $10.5 m i l l i o n  i n  -a d m i n i s t r a t i v e  c o s t s ,  1 

--about $24.2 m i l l i o n  i n  Export- Import  Bank l o a n s  a t  
c o n c e s s i o n a r y  i n t e r e s t  r a t e s ,  

--about $327,000 i n  c o s t s  of TAFT n o t  re imbursed by I r a n .  

The Fore ign  M i l i t a r y  Sales A c t  ( 2 2  U.S.C. 2 7 6 2 )  requires  
t h a t ,  t o  t h e  maximum e x t e n t  p o s s i b l e ,  prices f i x e d  under FMS 
agreements  be s u f f i c i e n t  t o  r e imburse  t h e  U n i t e d  S t a t e s  f o r  
a l l  c o s t s  invo lved .  

INCOMPLETE RECOVERY OF FMS 
ADMINISTRATIVE COSTS 

Defense  has determined t h a t  a 2- percen t  s e r v i c e  charge  
shou ld  -be a p p l i e d  t o  sales  of arms and s e r v i c e s  th rough  FMS 
t o  r e c o v e r  a d m i n i s t r a t i v e  c o s t s  of t h e  l o g i s t i c s  and p rocure-  
ment system. W e  found,  however, t h a t  a d m i n i s t r a t i v e  c o s t s  of 
up t o  $11 m i l l i o n  a n n u a l l y  have n o t  been r e c o v e r e d ,  as f o l -  
lows: 

--The 2- percent  s e r v i c e  c h a r g e  does  n o t  i n c l u d e  MAAG 
t i m e  s p e n t  on FMS a d m i n i s t r a t i o n .  We estimate t h e s e  
cos t s  a t  abou t  $5.8 m i l l i o n  f o r  MAAG and its European 
Suppor t  A c t i v i t y  s u p p o r t  i n  f i s c a l  yea r  1974  a l o n e .  

--We examined sa les  t o t a l i n g  $769 m i l l i o n  and found 
t h a t  t h e  s e r v i c e  charge  was n o t  f u l l y  a p p l i e d  on some 
sales, r e s u l t i n g  i n  an undercharge  of $ 4 . 7  m i l l i o n .  
A v a i l a b l e  r e c o r d s  d id  n o t  r e v e a l  why t h e  f u l l  s e r v-  
ice  charge  was n o t  made. One o f f i c i a l  b e l i e v e d  it 
r e p r e s e n t e d  a c o n c e s s i o n  t o  I r a n  t o  ease t h e  t r a n s i -  
t i o n  from g r a n t  a i d  t o  s a l e s ;  a n o t h e r  o f f i c i a l  be- 
l i e v e d  t h a t  l p e r c e n t  had been de te rmined  t o  be 
c l o s e r  t o  t h e  a c t u a l  c o s t .  

44 



.In J a n u a r y  1974 a MAAG o f f i c i a l  t o l d  u s  t h a t  I r a n  
e x p r e s s e d  r e l u c t a n c e  t o  pay t h e  f u l l  2- p e r c e n t  s e r v i c e  
c h a r g e  on a $844 m i l l i o n  p u r c h a s e  of 30 F-14 a i r c r a f t  under  
n e g o t i a t i o n .  I r a n  a r g u e d  t h a t  2 p e r c e n t  was t o o  h i g h  on 
l a r g e  sales b u t  f i n a l l y  a g r e e d  t o  it. W e  n o t e d  t h a t  a J u l y  
1973  Defense  s t u d y  of t h e  v a l i d i t y  of t h e  2- p e r c e n t  c h a r g e  
c o n c l u d e d  t h a t  (1) e v e n  though  it may be too h i g h  on some 
l a r g e - d o l l a r - v a l u e  sales ,  it mus t  be a p p l i e d  t o  a l l  sa les  t o  
r e c o v e r  u n d e r c h a r g e s  on small s a l e s  and ( 2 )  c o n t i n u i n g  t h e  
2- p e r c e n t  c h a r g e  across t h e  boa rd  was a d m i n i s t r a t i v e l y  p r e-  
fe rab le  t o  t r y i n g  t o  i d e n t i f y  a more a c c u r a t e  charge fo r  e a c h  
sa le .  

ADVANTAGEOUS EXPORT-IMPORT BANK 
INTEREST RATES 

Expor t- Impor t  Bank f i n a n c i n g  of I r a n i a n  p u r c h a s e s  of 
U . S .  arms c o u l d  c o s t  t h e  U n i t e d  S t a t e s  a b o u t  $ 2 4 . 2  m i l l i o n  
o v e r  t h e  l i f e t ime  of t h e  l o a n s  b e c a u s e  t h e  i n t e r e s t  r a t e s  
c h a r g e d  were lower  t h a n  those  t h e n  b e i n g  p a i d  by t h e  U.S. 
T r e a s u r y .  

I t  is  a s t a t e d  p o l i c y  e s t a b l i s h e d  by t h e  S t a t e ,  D e f e n s e ,  
and  T r e a s u r y  D e p a r t m e n t s  t h a t  U .  S. Government f i n a n c i n g  of  
m i l i t a r y  sa les  t o  d e v e l o p e d  c o u n t r i e s  w i l l  be h a n d l e d  by t h e  
Expor t- Impor t  Bank t o  t h e  e x t e n t  p o s s i b l e .  P u r c h a s e s  by l e s s  
d e v e l o p e d  c o u n t r i e s  a re  f i n a n c e d  by  t h e  Depa r tmen t  of D e f e n s e ,  
and  Expor t- Impor t  Bank f i n a n c e s  m i l i t a r y  a r t i c l e s  and s e r v-  
ice o n l y  a t  t h e  r e q u e s t  of D e f e n s e .  Expor t- Impor t  Bank o f f i -  
c i a l s  have s e t  a c e i l i n g  of $300 m i l l i o n  a y e a r  on s u c h  f i -  
n a n c i n g .  

A c t i v e  Expor t- Impor t  Bank m i l i t a r y  p r o c u r e m e n t  l o a n s  t o  
I r a n  a re  summarized below.  

gfcpor t - Imor t  aank m i l i t a r y  
Loans t o  Iran 

:sti,nata-i 

aorrowlng l o s s  ( - )  

of loan 

. U . S .  3ain sr 

Author iza t ion  Lending r a t e  over l i f e  
--- .Iaount d a t e  r a t e  ( n o t e  a )  - 

(a:llims) ( m i l l i o n s )  -. 
3120 10-15-73 7-1/4 7- 1/4 ?/ $ 0 . 2  

70 7- 1-71 6 6-3/4 -3.4 
3il 6- 29- 72 5 6 5 /  0.1 

L 03 10-26-72 6 6-1/4 - -1.2 
1 JC 6- 1- 72 6 6 - i / a  - 4 . 5  

- 1 5 . 3  - 250 3-16-73 5 7-5/5 

5 G  4% 

- 

a/ Cast t o  Sxport-Imuort Bank 

- o/ in a d d i t i o n  t o  t h e  lending r a t e  t h e  aani; charges  a commitment Eee of 
one -ha l f  of 1 percent  a year on t h e  undisbursed balance of + a m  
a u t n o r i z e d  loan. This  accounts for t h e  gam on t h e s e  two loans. 
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A t  t h e  t i m e  of our  r ev iew,  t h e  r a t e  of i n t e r e s t  charged 
by t h e  Export- Import  Bank  on its long- term d i r e c t  l o a n s ,  
bo th  m i l i t a r y  and n o n m i l i t a r y ,  had g e n e r a l l y  been 6 p e r c e n t  
a yea r  on t h e  o u t s t a n d i n g  b a l a n c e  b u t  was r a i s e d  t o  7 pe r-  
c e n t  i n  February  1 9 7 4 .  1/ The i n t e r e s t  ra te  p a i d  by t h e  
U.S. T r e a s u r y  on borrowzd funds  d u r i n g  t h i s  p e r i o d  was 
g e n e r a l l y  h i g h e r  r ang ing  up t o  7-5/8 p e r c e n t .  

a TAFT COWMAND COSTS NOT RECOVERED 

The a d d i t i o n  i n  1973 of command and c o n t r o l  e l e m e n t s  t o  
TAFT u n i t s  a l r e a d y  programed r e s u l t e d  i n  l o s t  p e r s o n n e l  s e r v-  
ices c o s t i n g  abou t  $327,000. These p e r s o n n e l  were added a t  
U . S .  i n i t i a t i v e  and,  be ing o u t s i d e  t h e  scope of t h e  o r i g i n a l  
ag reement ,  were n o t  i n c l u d e d  i n  t h e  c o s t s  p a i d  by I r an .  
C o s t s  of t h e s e  command e l e m e n t s  have been i n c l u d e d  i n  t h e  
f i s c a l  year  1975  TAPT package t h a t  was being n e g o t i a t e d  w i t h  
I r a n  a t  t h e  time of our review.  Thus, €or  a p e r i o d  of t i m e ,  
t h e  Uni ted  S t a t e s  will have r e c e i v e d  n e i t h e r  t h e  s e r v i c e s  of 
t h e s e  p e r s o n n e l  nor reimbursement  €or  them. 

* 

CONCLUSION AND RECOMMENDATIONS 

We, conclude  t h a t  Fore ign M i l i t a r y  S a l e s  t o  I r a n  have n o t  
p rov ided  €or r e c o v e r y  of a l l  elements of c o s t .  

W e  recommend t h a t :  

1. The S e c r e t a r y  of Defense take a p p r o p r i a t e  a c t i o n  t o  
i n s u r e  t h a t  FMS p r i c e s  i n c l u d e  a l l  p e r t i n e n t  c o s t s f  
i n c l u d i n g  a d m i n i s t r a t i v e  time of MAAGs and any o t h e r  
p e r s o n n e l  n o t  normal ly  c o n s i d e r e d  p a r t  of t h e  
l o g i s t i c s  system. 

2. The D i r e c t o r ,  O f f i c e  of Management and Budget ,  have 
a c t i o n  t a k e n  t o  f i x  l e n d i n g  i n t e r e s t  r a t e s  and 
c h a r g e s  on long- term c a p i t a l  l o a n s  f o r  m i l i t a r y  pur-  
c h a s e s  a t  l e v e l s  a t  l e a s t  s u f f i c i e n t  t o  r ecover  t h e  
c o s t  of s u c h  f i n a n c i n g  t o  t h e  Uni ted  S t a t e s .  

4 

- 1/ T h i s  r a t e  was used i n  p a r t i c i p a t i o n  w i t h  p r i v a t e  f i n a n c i n g  
t o  reduce  t h e  e f f e c t i v e  r a t e  of i n t e r e s t  i n c u r r e d  by t h e  
borrower on t h e  t o t a l  l o a n .  
cha rge  t h e  T r e a s u r y  r a t e  on l o a n s  where no p r i v a t e  f i n a n c-  
ing cou ld  be o b t a i n e d ,  as f o r  example,  t h e  f i r s t  l o a n  in 
t h e  above t a b l e .  

- 
T h e  Expor t- Impor t  Bank  d i d  
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AGENCY COMMENTS - .  ~ ~. __ ____ 

Defense a d v i s e d  u s  t h a t  it does  attempt t o  r e c o v e r  a l l  costs  a nLl---- 

C l a s s i f i e d  materials  d e l e t e d .  

- . _ _ _  -- - 
On J u l y  1 7 ,  1974, t h e  O f f i c e - o f  Management and Budget 

f 

. informed us  it had been decided t h a t  t h e  Bank would f i x  i ts  
l e n d i n g  ra te  on a loan- by- loan bas i s ,  r a n g i n g  from 7 t o  
8.5 p e r c e n t .  
was t h e  i n c r e a s i n g  c o s t  of money t o  t h e  Bank. 
Impor t  Bank p u b l i c l y  announced t h i s  p o l i c y  on J u l y  9 ,  1974 .  

One of t h e  major r e a s o n s  g i v e n  fo r  t h i s  change 
The Expor t-  

The O f f i c e  of Management and Budget said t h i s  and o t h e r  
p r o c e d u r a l  changes  w i l l  h e l p  i n s u r e  t h a t  problems,  such as 
t h o s e  i d e n t i f i e d  i n  t h i s  r e p o r t ,  w i l l  n o t  o c c u r .  

, 



CHAPTER 7 

INCONGRUITY OF PAST-DUE DEBTS 

WITH CURRENT WEALTH 

I r a n  s t i l l  owes t h e  Uni ted  S t a t e s  over  $36 m i l l i o n  from 
d e b t s  i n c u r r e d  a f t e r  World War 11, as shown i n  appendix  V. 
I r a n  has  made s i g n i f i c a n t  economic p r o g r e s s  s i n c e  then .  Con- 
s i d e r i n g  I r a n ' s  mounting f o r e i g n  exchange r e s e r v e s ,  w e  
b e l i e v e  I r a n  should  now be a b l e  t o  pay these d e b t s  which have 
long  been i n  a r r e a r s .  

* 

I 

U.S. COLLECTION EFFORTS 

According t o  Embassy r e c o r d s ,  beg inn ing  i n  June  1949 and 
th rough  May 1 7 ,  1954, n o t e s  were s e n t  a n n u a l l y  by t h e  Depar t-  
ment  of S t a t e  t o  t h e  I r a n i a n  Embassy i n  Washington D . C . ,  w i th  
a c u r r e n t  statement of a c c o u n t s ,  i n c l u d i n g  i n t e r e s t  due ,  and 
a request  f o r  payment of amounts due .  I n  F e b r u a r y  1957,  t h e  
I r a n i a n  ambassador d i s c u s s e d  w i t h  S t a t e  o f f i c i a l s  t h e  p o s s i-  
b i l i t y  of c a n c e l i n g  t h e  s u r p l u s  p r o p e r t y  d e b t s  and was i n-  
formed t h a t  c a n c e l l a t i o n  would n o t  be c o n s i d e r e d .  F u r t h e r  
n o t i c e s  were s e n t  t o  t h e  I r a n i a n  Embassy on May 23, 1960;  t o  
t h e  M i n i s t r y  of Finance  on May 4 ,  1964;  and t o  t h e  Prime 
M i n i s t e r  of I r a n  on February  8 ,  1965.  

S i n c e  February  1965 r e g u l a r  d i s c u s s i o n s  of ways and 
means t o  hand le  t h e  d e b t  have t a k e n  p l a c e  between U.S. 
and I r an ian  o f f i c i a l s .  An o f f i c i a l  n o t i f i c a t i o n  r e g a r d i n g  
t h e  d e b t  o b l i g a t i o n s  h a s  been s e n t  p e r i o d i c a l l y  t o  t h e  
I m p e r i a l  M i n i s t r y  of Fore ign  A f f a i r s  and o t h e r  I r a n i a n  
o f f i c i a l s  by t h e  Department  of S t a t e .  

Embassy r e c o r d s  a l s o  i n d i c a t e  t h a t  s a t i s f a c t o r y  p r o g r e s s  
on t h e  d e b t  i s s u e  was n o t  r e a l i z e d  u n t i l  1971,  when, fo l low-  
ing a se r ies  of r e p r e s e n t a t i o n s  by S e c r e t a r y  of S t a t e  Rogers  
and Ambassador MacArthur, t h e  Government of I r a n  s e r i o u s l y  
e n t e r e d  i n t o  n e g o t i a t i o n s  on t h i s  d e b t .  I r a n  d i d  c l o s e  o u t  
two of t h e s e  d e b t s  i n  March of 1973 w i t h  a payment of 

* $754,734.06. 

A December 5,  1973,  r e p o r t  by t h e  Committee on Govern- 
ment O p e r a t i o n s  d i s c u s s e d  t h e  d e l i n q u e n t  d e b t  by I r a n  and 
p o i n t e d . o u t  t h a t  I r an  was e x p e r i e n c i n g  a h e a l t h y  new pros-  
p e r i t y  from pet ro leum sales  and could  a f f o r d  to  pay i t s  d e b t .  
The Committee recommended t h a t  t h e  Department  of S t a t e  i n-  
t e n s i f y  i ts  e f f o r t s  t o  r each  s a t i s f a c t o r y  s e t t l e m e n t  of t h e  
I r a n i a n  s u r p l u s  p r o p e r t y  d e b t  b e f o r e  t h e  end of t h i s  y e a r ,  

- 



r e l a y i n g  t o  Uni ted  S t a t e s  and I r a n i a n  o f f i c i a l s  t h e  growing 
c o n g r e s s i o n a l  concern  over  t h e s e  m a t t e r s .  The Committee 
f u r t h e r  recommended t h a t  S t a t e  g i v e  h igh  p r i o r i t y  t o  e f f o r t s  
s e e k i n g  d e b t  repayment a c c e l e r a t i o n  by t h o s e  c o u n t r i e s  now 
i n  an economic p o s i t i o n  t o  make  advance repayments .  

I n  December 1973 U.S. o f f i c i a l s  t o l d ' u s  t h a t  t h e y  
b e l i e v e d  t h e  Government of I r a n  was f u l l y  aware a t  t h e  
h i g h e s t  l e v e l  of t h e  n e c e s s i t y  f o r  a prompt r e s o l u t i o n  of  
t h e  d e b t  problem and t h e y  c o n s i d e r e d  t h a t  s a t i s f a c t o r y  
p r o g r e s s  was being made toward a s e t t l e m e n t .  

* 

1 MILITARY MISSION COSTS 

The -United S t a t e s  is p r o v i d i n g  a d v i s e r s  t o  t h e  I r a n i a n  
Armed F o r c e s  (as  c i t e d  on p .  8 )  a t  an estimated c o s t  of 
$12 m i l l i o n  f o r  f i s c a l  yea r  1 9 7 4 .  (See c h .  6 f o r  a d i s c u s-  
s i o n  of m i s s i o n  c o s t s  d i r e c t l y  r e l a t e d  t o  FMS.) 

The agreements  which e s t a b l i s h e d  t h e s e  m i s s i o n s  i n  1943 
and 1947 p rov ided  f o r  I r a n i a n  payment of compensat ion t o  
m i s s i o n  members and payment of o t h e r  m i s s i o n  c o s t s .  

The  p r o v i s i o n s  f o r  payment of p e r s o n a l  compensat ion  
were changed f o l l o w i n g  an Embassy n o t e  of A p r i l  1 0 ,  1961,  t o  
I r a n  which proposed t h a t  t h e  payments of compensat ion  be made 
t o  t h e  U . S .  Government i n s t e a d  of m i s s i o n  members because a 
t h e n- r e c e n t  a c t  of t h e  Congress p r o h i b i t e d  U.S. o f f i c e r s  and 
employees d e t a i l e d  t o  f o r e i g n  governments  from a c c e p t i n g  com- 
p e n s a t i o n  or o t h e r  b e n e f i t s  from such governments .  

I n  a n o t e  d a t e d  J u n e  1 4 ,  1961,  I r a n  agreed  t o  pay per-  
s o n n e l  "emoluments" t o  t h e  Chief of Miss ion  i f  s a i d  p e r s o n n e l  
s i g n e d  powers of a t t o r n e y  t o  t h e  C h i e f .  

According t o  S t a t e  Department o f f i c i a l s ,  I r a n  had p a i d  
t h e s e  c o s t s  as agreed u n t i l  1950 o r  1952 when payments were 
suspended because  of a t h e n- c u r r e n t  s t a t e  of emergency i n  
I ran  f o l l o w i n g  n a t i o n a l i z a t i o n  of i t s  o i l  i n d u s t r y  i n  t h e  
e a r l y  1 9 5 0 s .  S t a t e  o f f i c i a l s  d i d  n o t  a g r e e  on whether  t h e  - United  S t a t e s  ag reed  t o  s u s p e n s i o n  o r  t h e  n a t u r e  of agree-  
ment,  i f  any. 

Tha t  s t a t e  of emergency h a s  long  been o v e r ,  b u t  t h e  
U n i t e d  S t a t e s  c o n t i n u e s  t o  pay most o p e r a t i n g  c o s t s  and a l l  
p e r s o n n e l  c o s t s  of MAAG and i t s  a d m i n i s t r a t i v e  s u p p o r t  e le-  
m e n t .  I r a n  p r o v i d e s  o f f i c e  s p a c e ,  u t i l i t i e s ,  g a s o l i n e ,  and 
s i m i l a r  s u p p o r t  f o r  these a c t i v i t i e s .  

* 
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U.S. c o s t s  of o p e r a t i n g  MAAG and i t s  European Suppor t  
A c t i v i t y  is e s t i m a t e d  t o  be $12.3 m i l l i o n  f o r  f i s c a l  
y e a r  1974 compared t o  I r a n i a n  c o n t r i b u t i o n s  f o r  t h e  
two a c t i v i t i e s  of $9 m i l l i o n  as shown i n  t h e  f o l l o w i n g  
t a b l e .  The Gendarmerie Miss ion  c o s t s  t h e  Uni ted  S t a t e s  
$ 6 5 9 , 0 0 0  a n n u a l l y .  

1 9 7 4  Budget C o s t s  o f  MAAG and t h e  Suppor t  
A c t i v i t y  Compared w i t h  V a l u e  o f  I r a n i a n  Aid 

S u p p o r t  - MAAG a c t i v i t y  T o t a l  

c o s t s  t o  U.S. 
I r a n i a n  a i d  

( m i l  l i o n s  ) 

$ 7.24 $ 5.11 $12.35 
3.99 4 .96  8.95 

T o t a l  U . S .  c o s t  and 
I r a n i a n  a i d  $11.23 $10.07 $21.30 

I r a n i a n  a i d  as a 
p e r c e n t  of t o t a l  36% 49% 42% 

Although ' t h e  agreements  c a l l  f o r  I r a n  t o  pay a l a r g e  
p o r t i o n  of t h e  c o s t s , - S t a t e  and Defense o f f i c i a l s  seem reluc- 
t a n t  t o  approach  I r a n  on t h e  q u e s t i o n  because  t h e  Uni ted  
S t a t e s  now h a s  a good r e l a t i o n s h i p  w i t h  I r a n  from which w e  
d e r i v e  much b e n e f i t ,  economic and o t h e r w i s e .  

CONCLUSION 

I n  view of I r a n ' s  p r o s p e r i t y ,  concern  over  i ts  mounting 
exchange r e s e r v e s ,  and p r o p o s a l s  t o  channe l  s u r p l u s  f u n d s  
i n t o  i n t e r n a t i o n a l  l e n d i n g  i n s t i t u t i o n s ,  we  conc lude  t h a t  it 
shou ld  now be a b l e  t o  pay t h e s e  d e b t s  and d e f r a y  t h e  c o s t  of  
o t h e r  s e r v i c e s  p r o v i d e d ,  r e c o g n i z i n g  t h a t  t h e  Uni ted  S t a t e s  
gave t h e  I r a n i a n  Government p r e f e r e n t i a l  t r e a t m e n t  when it 
needed it d u r i n g  t h e  y e a r s  f o l l o w i n g  World War I1 when it 
was economica l ly  w e a k .  

RECOMMENDATIONS 

T h e r e f o r e ,  w e  recommend t h a t  t h e  S e c r e t a r y  of S t a t e :  

1. Cont inue  e f f o r t s  t o  c o l l e c t  pas t- due l e n d- l e a s e ,  
p u r c h a s e  agreements ,  and o t h e r  d e b t s  . 



. 
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2. Reach agreement  wi th  I r a n  on payment of m i l i t a r y  
m i s s i o n  c o s t s  wi th  due  c o n s i d e r a t i o n  f o r :  

a ,  D i f f e r e n t  c o n d i t i o n s  and r e l a t i o n s h i p s  between 
now and t h e  da te  of o r i g i n a l  ag reements .  

b .  T h a t  p o r t i o n  of MAAG c o s t s  t h a t  may n o t  o t h e r-  
wise be reimbursed as FMS a d m i n i s t r a t i o n  c o s t s .  

AGENCY COMMENTS 
* 

C l a s s i f i e d  materials  d e l e t e d  



Classified mater ia ls  d e l e t e d .  
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CHAPTER 8 

NEED FOR TERMINATING U . S .  RESPONSIBILITIES 

FOR MILITARY GRANT A I D  EQUIPMENT 

I N  IRAN 

MAAG h a s  n o t  p r o p e r l y  accounted  f o r  and r e p o r t e d  t h e  
l o c a t i o n ,  c o n d i t i o n ,  and u s e  of MAP equipment  remaining i n  
I r a n ' s  m i l i t a r y  i n v e n t o r y  or  g i v e n  a d e q u a t e  c o n s i d e r a t i o n  t o  
s e l l i n g  I r a n  t h e  r e s i d u a l  r i g h t s  t o  t h e  equipment ,  as re- 

equipment  having an o r i g i n a l  a c q u i s i t i o n  c o s t  of $252 
m i l l i o n  remained i n  I r a n ;  Defense e s t i m a t e d  t h a t  $565 
m i l l i o n  worth of MAP equipment remained.  The d i f f e r e n c e  
is  s t i l l  u n r e c o n c i l e d .  With t h e  passage  of time and I r a n ' s  
t r a n s i t i o n  t o  cash  s a l e s ,  t h e  r e l a t i v e  impor tance  of t h i s  
equipment  h a s  d i m i n i s h e d ;  y e t  a r e s i d u a l  r i g h t  t o  t h e  
equipment  is r e t a i n e d  by t h e  Uni ted  S t a t e s  and accoun t-  
a b i l i t y  is s t i l l  p r o p e r l y  r e q u i r e d  by Defense .  

4 

* q u i r e d  by Defense r e g u l a t i o n s .  MAAG e s t i m a t e d  t h a t  MAP 

The t i m e  r e q u i r e d  t o  a d m i n i s t e r  FMS cases, t h e  d i s p e r s a l  
of YAP equipment  th roughou t  I r a n ,  and I r a n ' s  i n t e r m i n g l i n g  
MAP and FMS equipment  have caused  MAAG t o  l o s e  v i s i b i l i t y  
over  MAP equipment  and i t s  use. A s  an  a l t e r n a t i v e ,  W A G  re-  
q u e s t e d  I r a n  t o  p r o v i d e  MAP equipment  i n v e n t o r i e s  showing 
t h e  d e s i r e d  i n f o r m a t i o n .  I r a n ,  t o o ,  f i n d s  t h i s  d i f f i c u l t ,  
and h a s  n o t  complied.  Most of t h e  equipment  is o l d  and no 
l o n g e r  used by t h e  Uni ted  S ta tes .  

Con t inu ing  U.S. m o n i t o r s h i p  is plagued w i t h  a d m i n i s t r a-  
t i v e  problems i r r i t a t i n g  t o  bo th  MAAG and I r a n  and a p p e a r s  
of l i t t l e  b e n e f i t  t o  t h e  Uni ted  S t a t e s .  I n  s p i t e  of t h i s  
and of Defense p o l i c y ,  MAAG h a s  n o t  proposed t h a t  I r a n  buy 
t h e  r e s i d u a l  r i g h t s  t o  t h e  equipment .  S a l e  of t h e  r i g h t s  
would (1) s u b s t a n t i a l l y  reduce  t h e  a c c o u n t a b i l i t y  and re- 
p o r t i n g  r e q u i r e m e n t s ,  ( 2 )  a s s u r e  I r a n  of c o n t i n u e d  p o s s e s-  
s i o n ,  and ( 3 )  r e a l i z e  a cash r e t u r n  t o  t h e  Uni ted  S t a t e s .  
T e r m s  of sa le  can s t i l l  require  U.S.  a p p r o v a l  of t r a n s f e r s  

sa le  as a p p r o p r i a t e .  
- of t h e  equipment  t o  t h i r d  c o u n t r i e s  and o t h e r  c o n d i t i o n s  of 

AMOUNT OF MAP EQUIPMENT 
R E M A I N I N G  I N  I R A N  - - 

The Uni ted  S t a t e s  f u r n i s h e d  I r a n  $836.7 m i l l i o n  i n  m i l i -  
t a r y  g r a n t  a i d  between f i s c a l  y e a r s  1946-72. 311_9_riG e s t i m a t e d  
t h a t  as of J u n e  1 9 7 3  major MAP p r o p e r t y  having an  a c q u i s i t i o n  



v a l u e  of $252  m i l l i o n  remained i n  I r a n ,  as shown i n  t h e  
f o l l o w i n g  t a b l e .  

Army A i r  Force  Navy T o t a l  - - 
( 0 0 0  o m i t t e d )  

Combat v e h i c l e s  $ 41,900 $ -  $ -  $ 41,900 
4 S u p p o r t  v e h i c l e s  65,596 2 ,001 893 68,490 

Weapons 28,740 - - 28,740 
Communication and 

e l e c t r i c a l  I, 

equipment  17 ,485 8,038 80 25,603 
A i r c r a f t  6 37 43,198 - 43,835 

32,803 32,803 
Other  8,204 2,052 - 10,256 

T o t a l  $162,562 $55,289 $33,776 a/$251,627 

- a/ I n c l u d e s  an e s t i m a t e d  $67.2 m i l l i o n  of equipment  which is or 

1 

S h i p s  and c r a f t s  - - 

soon w i l l  be o b s o l e t e .  

Defense  o f f i c i a l s  i n  Washington , however,  s a i d  equipment  
w i t h  an a c q u i s i t i o n  v a l u e  of $565 m i l l i o n  remained i n  I r an  
a c c o r d i n g  t o  t h e i r  r e c o r d s .  We b e l i e v e  t h i s  is i n d i c a t i v e  
of t h e  problems i n  t h e  MAP management system. 

S i n c e  f i s c a l  year  1968,  I r a n  h a s  a l s o  purchased l a r g e  
q u a n t i t i e s  of m i l i t a r y  hardware from t h e  Uni ted  S t a t e s  and 
o t h e r  c o u n t r i e s  (see p. 4 ) .  The MAAG r o l e  i n  s u r v e i l l a n c e  
of t h e  u s e  and d i s p o s i t i o n  of MAP p r o p e r t y  h a s  u n d e r s t a n d a b l y  
d i m i n i s h e d  since t h e  adven t  of FMS. Our  r ev iew of MAAG su r-  
v e i l l a n c e  and moni to r ing  of MAP p r o p e r t y  was made keeping i n  
mind t h e  r e l a t i v e  i n c r e a s e d  impor tance  of FMS o v e r  g r a n t  a i d .  

The F o r e i g n  A s s i s t a n c e  A c t  of 1961,  s e c t i o n  6 2 3 ( a ) ( 3 )  as- 
s i g n s  p r imary  r e s p o n s i b i l i t y  f o r  s u p e r v i s i n g  end- item use of 
MAP p r o p e r t y  to  t h e  S e c r e t a r y  o f  Defense.  With in  t h e i r  areas 
of  r e s p o n s i b i l i t y ,  t h i s  f u n c t i o n  is d e l e g a t e d  t o  t h e  U n i f i e d  

o r  o t h e r  Defense elements. The p r imary  r e s p o n s i b i l i t y  f o r  
MAP a c t i v i t i e s  i n  I r a n  h a s  been a s s i g n e d  t o  t h e  European 
Command and f u r t h e r  d e l e g a t e d  t o  MAAG. 

LACK OF VISIBILITY AND 
SUPERVISION OF MAP EQUIPMENT 

.t Commands and,  where a p p r o p r i a t e ,  d e l e g a t e d  f u r t h e r  t o  MAAGs 

- 

Under p r e s e n t  c o n d i t i o n s  and p r o c e d u r e s ,  MAAG d o e s  n o t  
exercise s u p e r v i s i o n  over  MAP equipment  l o c a t i o n ,  c o n d i t i o n ,  



and use  as  r e q u i r e d  by Defense r e g u l a t i o n s .  A s  a c o n d i t i o n  
f o r  a c o u n t r y ' s  e l i g i b i l i t y  t o  r e c e i v e  g r a n t  equipment  t h e  
F o r e i g n  Assis tance A c t  r e q u i r e s  t h e  c o u n t r y  t o  p e r m i t  U.S. 
m o n i t o r s h i p  over  u se  and d i s p o s i t i o n  of t h e  equipment .  

Lack o f  i n v e n t o r y  d a t a  

Our d i s c u s s i o n s  wi th  MAAG o f f i c i a l s  and review of per-  
Y t i n e n t  r e c o r d s  i n d i c a t e  t h a t ,  e x c e p t  f o r  major equipment ,  

MAAG h a s  l i t t l e  v i s i b i l i t y  over  MAP p r o p e r t y .  A MAAG Navy 
s e c t i o n  o f f i c i a l  adv i sed  u s  t h a t  o n l y  w i t h i n  t h e  l a s t  y e a r  
has any c o n c e n t r a t e d  e f f o r t  been made t o  i d e n t i f y  such  
p r o p e r  t y  . * 

I n  September 1973 MAAG r e q u e s t e d  from Defense a l i s t -  
ing of d e l i v e r e d  or p a r t i a l l y  d e l i v e r e d  items t o  h e l p  b u i l d  
an i n v e n t o r y  d a t a  base  on MAP items d i s t r i b u t e d  t o  I r a n .  A 
MAAG o f f i c i a l ,  however, s a i d  he b e l i e v e d  t h e  l i s t i n g  t o  be 
o n l y  50- percent  a c c u r a t e .  

U n t i l  J u l y  1973 I r a n  had never  been asked t o  submit  a 
one- time or  annua l  r e c u r r i n g  i n v e n t o r y  r e p o r t- - a s  r e q u i r e d  
by Defense--of MAP p r o p e r t y .  However, as of J a n u a r y  1 9 7 4  MAAG 
and t h e  I r a n i a n  m i l i t a r y  have been n e g o t i a t i n g  a r e q u i r e m e n t  
f o r  submiss ion  of an annua l  i n v e n t o r y  r e p o r t  of MAP major end 
i tems. We b e l i e v e  t h a t ,  even i f  t h e  i n v e n t o r y  requ i rement  is 
s u c c e s s f u l l y  n e g o t i a t e d ,  it may n o t  be p o s s i b l e  f o r  t h e  
I r a n i a n  m i l i t a r y  t o  a c t u a l l y  t a k e  an i n v e n t o r y .  MAAG o f f i -  
c i a l s  and t h e  I r a n i a n s  claim t h a t  much MAP equipment  has  
l o s t  i t s  i d e n t i t y .  For i n s t a n c e ,  a MAP t r u c k  may now have 
an  e n g i n e ,  t i r e s ,  and o t h e r  components a c q u i r e d  th rough  FMS. 
MAP r a d i o s  have been r e b u i l t  w i t h  FMS p a r t s .  

The I r a n i a n  Air  Force  r e s p o n s e  of November 28 ,  1973,  t o  
M A A G ' s  i n i t i a l  p r o p o s a l  f o r  an i n v e n t o r y  of g r a n t  a i d  equip- 
ment was n e g a t i v e ,  s t a t i n g :  

L 

" S i n c e  send ing  m i l i t a r y  a s s i s t a n c e  i tems was s topped  
s e v e r a l  y e a r s  ago and items resembl ing  them can be 
found i n  l a r g e  q u a n t i t i e s  a t  s u b o r d i n a t e  u n i t s ,  re- 
c o g n i z i n g  and l o c a t i o n  of s u c h  items a r e  n o t  
p o s s i b l e  * * * Request  you ( N A A G )  p r o v i d e  * * * de- 
l i v e r y  and document number of t h e  items i n  q u e s t i o n  
so t h a t  w e  can t a k e  f u r t h e r  a c t i o n . "  

A MAAG A i r  Force s e c t i o n  o f f i c i a l  t o l d  u s  t h a t  t h e  d a t a  re- 
q u e s t e d  by t h e  I r a n i a n  Air  Force  was n o t  a v a i l a b l e .  



S u p e r v i s i o n  o f  end- item use  

The M i l i t a r y  A s s i s t a n c e  and Sa les  Manual r e q u i r e s  
U.S. s u p e r v i s i o n  of end- item use  b u t  p r o v i d e s  t h a t  t h i s  may 
be s a t i s f i e d  by p e r i o d i c  submiss ion  of r e p o r t s  by t h e  re-  
c i p i e n t  c o u n t r y ,  i f  Defense e l e m e n t s  supplement  and v e r i f y  
s u c h  r e p o r t s  by p h y s i c a l  i n s p e c t i o n ,  o b s e r v a t i o n ,  and o t h e r  
means a s  may be p r a c t i c a l .  Our d i s c u s s i o n s  w i t h  MAAG rep-  

t h a t  MAAG has n o t  e f f e c t i v e l y  v e r i f i e d  I r a n i a n  r e p o r t s  on 
use  and c o n d i t i o n  of MAP p r o p e r t y .  

.( r e s e n t a t i v e s  and review of MAAG i n s p e c t i o n  r e p o r t s  r e v e a l e d  

a From J u l y  1971 t o  December 1973,  t h e  MAAG A i r  Force  
s e c t i o n  made o n l y  2 2  i n s p e c t i o n s  of MAP p r o p e r t y .  A r e -  
view of t h e  r e p o r t s  on these i n s p e c t i o n s  showed them t o  be 
r a t h e r  s u p e r f i c i a l .  The Army s e c t i o n  i n s p e c t i o n s  appeared  
t o  u s  l ess  s u p e r f i c i a l ,  b u t  t h e  number dropped from 187 i n  
1 9 7 1  t o  78 f o r  t h e  f o l l o w i n g  2 y e a r s .  

MAAG o f f i c i a l s  a p p a r e n t l y  unders tand  t h e  r e q u i r e m e n t  
f o r  m o n i t o r i n g  t h e  u s e  and c o n d i t i o n  of MAP p r o p e r t y  b u t  
s t a t e d  t h a t ,  due t o  t h e  demands on t h e i r  time of FMS and 
a d v i s o r y  r e 8 p o n s i b i l i t i e s ,  t h e y  j u s t  d i d  n o t  have time t o  
p e r s o n a l l y  do it and m u s t  t r u s t  t h e  i n t e g r i t y  of t h e  
I r a n i a n s .  One MAAG o f f i c i a l  a l s o  b e l i e v e s  t h a t  moni to r ing  
MAP p r o p e r t y  end- item use  may n o t  be f e a s i b l e  or p l a u s i b l e  
under t h e  c u r r e n t  FMS env i ronment .  

INADEQUATE CONTROL OVER MAP 
MATERIAL DECLARED EXCESS 

MAAG h a s  n o t  r e q u i r e d  prompt a c t i o n  by I r a n  on MAP 
m a t e r i a l  d e c l a r e d  excess t o  I r a n ' s  needs .  

MAAG p e r s o n n e l  a l s o  do n o t  i n s p e c t  MAP p r o p e r t y  t h a t  
I r a n  d e t e r m i n e s  t o  be s c r a p  nor do t h e y  g e n e r a l l y  w i t n e s s  
I r a n i a n  d e m i l i t a r i z a t i o n  of MAP equipment  be ing  s c r a p p e d ,  
as r e q u i r e d  by Defense p u r s u a n t  t o  law. A s  a r e s u l t  w e  
b e l i e v e  t h e  Uni ted  S t a t e s  h a s  l i t t l e  a s s u r a n c e  t h a t  
(1) excess MAP material  is prompt ly  a v a i l a b l e  f o r  U . S .  - needs  e l s e w h e r e ,  ( 2 )  MAP m a t e r i a l  d e c l a r e d  s c r a p  by I r a n  
might  n o t  a c t u a l l y  be r e p a i r a b l e  and t h u s  cou ld  be re- 
d i s t r i b u t e d  t o  MAP programs e l s e w h e r e ,  or  ( 3 )  s c r a p p e d  m i l i -  - t a r y  equipment is p r o p e r l y  d e m i l i t a r i z e d  and n o t  used f o r  
m i l i t a r y  p u r p o s e s  e l s e w h e r e ,  

Defense gu idance  manuals s t a t e  t h a t  i f  MAP p r o p e r t y  ex- 
cess t o  a p a r t i c i p a n t  c o u n t r y ' s  needs  is n o t  used f o r  o t h e r  
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MAP programs o r  f o r  a c t i v e  U.S. m i l i t a r y  needs ,  it may be 
d i s p o s e d  of as f o l l o w s :  (1) when a s p e c i a l  government- to-  
government  ar rangement  e x i s t s  f o r  d i s p o s a l ,  d i s p o s i t i o n  w i l l  
be made i n  accordance  w i t h  t h a t  a r r a n g e m e n t ,  ( 2 )  i n  a l l  
o t h e r  cases d i s p o s i t i o n  w i l l  be made i n  accordance  w i t h  t h e  
Defense  D i s p o s a l  Manual and r e l a t e d  i n s t r u c t i o n s .  Defense 
p r o c e d u r a l  manuals a l s o  s t a t e  t h a t  when MAP p r o p e r t y  is de-  
c l a r e d  excess t o  t h e  needs of i ts  armed f o r c e s  by t h e  hold-  

MAP a d m i n i s t r a t i o n  i n  t h e  c o u n t r y  w i l l  d e t e r m i n e  i t s  cond i-  
t i o n .  To t h e  e x t e n t  p r a c t i c a l ,  t h e  d e t e r m i n a t i o n  w i l l  be 
based on p h y s i c a l  i n s p e c t i o n  by q u a l i f i e d  U . S .  p e r s o n n e l .  

f o r  adequa te  r e c o r d s  be ing kept  on each c o u n t r y  under i t s  
j u r i s d i c t i o n  t o  r e f l e c t  a c c u r a t e l y  MAP p r o p e r t y  r e d i s t r i b u -  
t i o n  and d i s p o s a l  a c t i o n s  each y e a r .  

. i n g  c o u n t r y ,  MAAG o r  o t h e r  Defense elements r e s p o n s i b l e  f o r  

8 I t  f u r t h e r  p r o v i d e s  t h a t  each u n i f i e d  command is  r e s p o n s i b l e  

According t o  MAAG o f f i c i a l s ,  excess MAP m a t e r i a l  
f u r n i s h e d  t o  I r a n  is d i s p o s e d  of i n  t h e  f o l l o w i n g  manner. 

-- If MAP m a t e r i a l  is de te rmined  t o  be e x c e s s ,  t h e  ap- 
p l i c a b l e  I r a n i a n  m i l i t a r y  s e r v i c e  is t o  r e p o r t  it t o  
i t s  c o u n t e r p a r t  i n  MAAG. 

--MAAG i s  t o  s c r e e n  t h e  excess,  f i r s t  a g a i n s t  demands 
of o t h e r  U.S. m i l i t a r y  a s s i s t a n c e  programs and 
s e c o n d l y  a g a i n s t  o t h e r  U .S. m i l i t a r y  r e q u i r e m e n t s .  

--If there  are no U.S. r e q u i r e m e n t s  f o r  t h e  MAP excess, 
I r a n  is t o  d i s p o s e  of it by sa le  in- coun t ry  t o  p r i v a t e  
i n t e r e s t s .  The agreement  r e q u i r e s  a r e p r e s e n t a t i v e  of  
t h e  a p p r o p r i a t e  MAAG s e r v i c e  s e c t i o n  t o  be p r e s e n t  a t  
t h e  sale.  

- - Proceeds from t h e  sa le  a r e  t o  go i n t o  a s p e c i a l  fund ,  
c o n t r o l l e d  by I r a n ,  t o  purchase  t r a i n i n g  a i d s  f o r  t h e  
I r a n i a n  m i l i t a r y .  

Below a r e  some of t h e  more s i g n i f i c a n t  weaknesses w e  
found i n  MAAG c o n t r o l  over  d e t e r m i n i n g ,  r e p o r t i n g ,  and d i s -  
p o s i n g  of excess MAP mater ia l  i n  I r a n .  -. 

--MAAG h a s  accep ted  w i t h o u t  q u e s t i o n  I r a n ' s  d e s i g n a t i o n  
of c o n d i t i o n  of assets  r e p o r t e d  e x c e s s  and does  n o t  
i n s p e c t  t h i s  m a t e r i a l .  The i n h e r e n t  weaknesses i n  
t h i s  p rocedure  are t h a t  assets de te rmined  by I r a n  a s  
s c r a p  may i n  f a c t  be r e c o v e r a b l e  or r e p a i r a b l e  and 



c o u l d  be made a v a i l a b l e  fo r  r e d i s t r i b u t i o n  t o  o t h e r  
MAP c o u n t r i e s  or used for  o t h e r  U.S. m i l i t a r y  re- 
q u i r e m e n t s .  

- - Defense r e g u l a t i o n s  and imp lemen t ing  i n s t r u c t i o n s  re- 
q u i r e  t h a t  l o c a l  d i s p o s a l  by d e m i l i t a r i z a t i o n  be ac- 
c o m p l i s h e d  by t h e  I r a n i a n  m i l i t a r y  i n  a c c o r d a n c e  w i t h  
a p p l i c a b l e  U.S. d i r e c t i v e s  and g u i d a n c e  f u r n i s h e d .  A 
MAAG Army s e c t i o n  d i r e c t i v e  d a t e d  J u n e  4 ,  1 9 7 2 ,  re- 
q u i r e s  t h a t  t h e  d e m i l i t a r i z a t i o n  process be w i t n e s s e d  
by  Army s e c t i o n  a d v i s o r y  p e r s o n n e l .  MAAG o f f i c i a l s  
s a i d  t h a t  d e m i l i t a r i z a t i o n  a c t i o n s  are g e n e r a l l y  n o t  
w i t n e s s e d  by MAAG p e r s o n n e l .  They assume t h a t  t h e  
I r a n i a n  M i l i t a r y  h a s  d e m i l i t a r i z a t i o n  c a p a b i l i t y .  

--MAAG Army s e c t i o n  r e c o r d s  showed 1 7 8  r epo r t s  of Army 
MAP e x c e s s  w i t h  an e s t i m a t e d  a c q u i s i t i o n  v a l u e  of  
$5.7  m i l l i o n  f o r  f i s c a l  y e a r s  1970  t h r o u g h  1973 .  A 
r e v i e w  of t h e  1 7 8  r e p o r t e d  e x c e s s  a c t i o n s  r e v e a l e d  
t h a t  o n l y  68 of them were c o m p l e t e d .  More t h a n  50 
p e r c e n t  of t h e  i n c o m p l e t e  e x c e s s  a c t i o n s  were re-  
p o r t e d  i n  f i s c a l  y e a r s  1970- 71. The MAAG Army sec- 
t i o n  is aware of t h i s  p rob lem and i n  September  1 9 7 3  
w r o t e  t o  t h e  Commander of t h e  I r a n i a n  Army r e q u e s t -  
i n g  c l a r i f i c a t i o n  for  some of t h e  more r e c e n t  i n-  
c o m p l e t e  e x c e s s  a c t i o n s .  

N E E D  FOR SALE OF R E S I D U A L  
RIGHTS OF U . S .  MAP PROPERTY 

B e f o r e  ou r  r e v i e w ,  U . S .  p rogram manage r s  had n o t  
f o r m a l l y  c o n s i d e r e d  t h e  r e l a t i v e  m e r i t s  of t h e  sa le  o f  U.S.- 
owned r e s i d u a l  r i g h t s  of MAP g r a n t  a i d  e q u i p m e n t  r e m a i n i n g  
i n  I r a n .  

D e f e n s e  p r o c e d u r e s  s t a t e  t h a t  "Where p rac t i ca l  and con-  
s i s t e n t  w i t h  o v e r a l l  U.S. o b j e c t i v e s  and i n t e r e s t s  f o r e i g n  
c o u n t r i e s  w i l l  be  e n c o u r a g e d  t o  p u r c h a s e  t h e  r e s i d u a l  r i g h t s  
of t h e  U.S. Government t o  mater ia l  f u r n i s h e d  as g r a n t  a i d . "  

* S a l e  of U.S. r e s i d u a l  r i g h t s  t o  I r a n  would have  t h e  
m u t u a l  a d v a n t a g e  to  t h e  U n i t e d  S t a t e s  and I r a n  of e l i m i n a t i n g  
t h e  U . S .  m o n i t o r i n g  and s u p e r v i s i o n  r e q u i r e m e n t  w i t h '  i t s  a t -  
t e n d a n t  i n v e n t o r i e s ,  i n s p e c t i o n s ,  and r epor t s .  C u r r e n t l y  
I r a n  mus t  seek U.S. a p p r o v a l  t o  m a k e  i n t e r n a l  r e d i s t r i b u t i o n  
of g r a n t  a i d  equ ipmen t .  I r a n ' s  management f l e x i b i l i t y  is  
a l s o  d i m i n i s h e d  when it wan t s  t o  m o d e r n i z e  g r a n t  a i d  e q u i p-  
ment under  t h e  FMS program,  as i l l u s t r a t e d  by t h e  f o l l o w i n g  . 

case. 

- 



- _  - .  

I n  J u l y  1973 t h e  I r a n i a n  Vice M i n i s t e r  o f W a r  e x p r e s s e d  
concern  t h a t  I r a n  was spending a l a r g e  sum of money t o  modern- 
i z e  M-47 t a n k s  a c q u i r e d  th rough  MAP, b u t ,  because  of t h e  U.S. 
r e s i d u a l  r i g h t  i n  MAP equipment ,  t h e  t a n k s  cou ld  be c a l l e d  
back by t h e  Uni ted  S t a t e s  i f  needed.  He r e q u e s t e d  MAAG t o  
o b t a i n  i n f o r m a t i o n  on t h e  c o s t  and a c t i o n s  n e c e s s a r y  f o r  
I r a n i a n  p u r c h a s e  of t h e  r e s i d u a l  r i g h t s  t o  t h e  t a n k s .  T 

MAAG r e q u e s t e d  i n f o r m a t i o n  from t h e  Army, which i n  J u l y  
L 1973 a d v i s e d  MAAG t h a t  t h e  I r a n i a n  Government cou ld  purchase  

t h e  r e s i d u a l  r i g h t s  f o r  5 p e r c e n t  of t h e  o r i g i n a l  a c q u i s i t i o n  
c o s t  of $131,900 p e r  t a n k .  The r e c o r d s  i n d i c a t e d  an inven-  
t o r y  of  4 0 4  M-47 t a n k s  i n  I r an ;  t h e  t o t a l  p r i c e  of r e s i d u a l  
r i g h t s ,  t h e r e f o r e ,  was $2.7  m i l l i o n ,  

Also,  i n  t h e  e v e n t  I r a n  purchased t h e  r e s i d u a l  r i g h t s ,  
t i t l e  would t h e n  r e s t  i n  t h e  I r a n i a n  Government, wi th  i d e n t i -  
cal  r i g h t s  and l i m i t a t i o n s  as t h o s e  under FMS, t h u s  r e q u i r i n g  
U.S. a p p r o v a l  b e f o r e  t r a n s f e r  t o  any t h i r d  p a r t y .  

I r a n  d i d  n o t  purchase  t h e  r e s i d u a l  r i g h t s  t o  t h e  M-47 
t a n k s .  

CONCLUSIONS 

The l a s t  of m i l i t a r y  equipment  g r a n t  a i d  t o  I r a n  was 
programed f o r  f i s c a l  year  1969. S i n c e  f i s c a l  yea r  1968’, 
I r a n  h a s  a l s o  purchased l a r g e  q u a n t i t i e s  of m i l i t a r y  hard-  
ware through FMS. T h i s  purchased m a t e r i a l  h a s  been com- 
mingled t o  such an  e x t e n t  wi th  MAP mater ie l  t h a t  s e p a r a t e  
a c c o u n t i n g  f o r  NAP m a t e r i e l  p r o b a b l y  is n o t  p o s s i b l e .  

The MAAG r o l e  i n  s u r v e i l l a n c e  of t h e  u s e  and d i s p o s i -  
t i o n  of MAP p r o p e r t y  h a s  d imin i shed  t o  a p o i n t  where it is  
i n e f f e c t i v e .  We can unders tand  t h e  problems a s s o c i a t e d  
wi th  s u r v e i l l a n c e  of MAP proper ty- - caused i n  p a r t  by t h e  
s h i f t i n g  of emphasis  t o  FMS. r- - 

C l a s s i f i e d  materials  d e l e t e d .  

RECOMMENDATION - 
W e  recommend, t h e r e f o r e ,  t h a t  t h e  S e c r e t a r i e s  of S t a t e  

and Defense e x p l o r e  w i t h  I ran  t h e  d e s i r a b i l i t y  of buying t h e  
r e s i d u a l  r i g h t s  t o  U . S .  g r a n t  a i d  equipment  c u r r e n t l y  i n  
I r a n .  
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EXECUTIVE OFFICE OF T H E  PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

JUL 17 1974 

n M r .  J. K. Fas ick  
Director 
I n t e r n a t i o n a l  Divis ion 
General Accounting Off ice  
Washington, D. C. 20548 

Dear M r .  Fasick: 

I have been asked t o  respond t o  your May 15  letter t o  Roy Ash 
reques t ing  comments on a GAO recommendation concerning 
Export-Import Bank lending  f o r  m i l i t a r y  sales to  I r a n .  
GAO recommendation, made i n  t h e  d r a f t  r e p o r t  " I s sues  Related 
t o  United States M i l i t a r y  Sales and Ass is tance  t o  I r a n , "  i s  t h a t  
such lending  be a t  rates no lower than  Treasury Department 
borrowing rates.  

The 

The i s s u e  raised by t h e  GAO goes beyond Exim suppor t  for  
m i l i t a r y  sales t o  I r a n  t o  the  overall ques t ion  of Eximbank 
lending  p o l i c i e s .  T h i s  i s s u e  is p a r t i c u l a r l y  t imely  i n  l i g h t  
of high commercial i n t e r e s t  r a t e s  and inc reased  demand fo r  
Eximbank resources.  The Eximbank has r e c e n t l y  taken s t e p s  
t o  assu re  t h a t  expor t  credits are made available fo r  t h e  most 
needy borrowers. A s  you know, earl ier  t h i s  year  the  Eximbank 
l e n d i n s  rate w a s  increased  from 6 t o  7 percent  i n  conjunct ion  
wi th  ezforts t o  g e t  o t h e r  major expor t ing  c o u n t r i e s  t o  reduce 
t h e  subsidy element i n  t h e i r  o f f i c i a l  credi ts .  Subsequently, 
it has been decided t h a t  t h e  Eximbank w i l l  f i x  i t s  lending  
rate on a loan-by-loan basis wi th in  t h e  7 t o  8 . 5  percen t  range. 
One of t h e  major reasons for t h i s  change w a s  the  inc reas ing  
cost of money t o  t h e  Bank. 

v 

8. I n  a d d i t i o n ,  t h e  Eximbank has  reduced i ts  p a r t i c i p a t i o n  i n  
expor t  loans  t o  30 percent  and increased  the requi red  down- 
payment on a case-by-case basis,  thus  i n c r e a s i n g  t he  e f f e c t i v e  
f i n a n d  cost. I t  has a l s o  t igh tened  screening  procedures 
t o  e l imina te  those  cases i n  which Eximbank's f inanc ing  i s  



less l i k e l y  t o  be needed. W e  believe t h a t  t he  revised  
Eximbank lending procedures w i l l  help assure  t h a t  problems 
such as that  i d e n t i f i e d  by the  GAO w i l l  no t  occur.  

A s  you requested,  I have coordinated this response w i t h  
o the r  appropr ia te  agencies wi th in  the  Executive Branch. 

Sincere ly ,  

Deputy Asbociate Direc tor  
f o r  I n t e rna t i ona l  A f f a i r s  

v 

t 
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IRAN'S PAST-DUE DEBTS TO TRE UNITED STATES 

Agreement 

Agreement o f  
Purchase  

S u r p l u s  P r o p e r t y  
Agreement 

S u r p l u s  P r o p e r t y  
Agreement 

Lend- Lease 
S e t t l e m e n t  

M i s c e l l a n e o u s  

Army Miss ion  

Date 
~ 

12-12-45 

3-11-47 

7-29-48 

12-20-45 

1947 

V a r i o u s  FMS l o g i s -  
t ics  s u p p o r t  

A I D  l o a n  265-G-023 E/ 1967 

T o t a l  

T r a n s a c t i o n  Amount P a i d  - Terms - Out s t a n d  inq 
b a l a n c e  

S a l e  o f :  1. U.S.- $ 2,819,983.47 3 i n s t a l l m e n t s  of $ 912,769.49 $ 1,907.213.98 
UK f i x e d  i n a t a l l a -  $939.994.49. NO 
t i on- 2 .  U.S. r a i l -  i n t e r e s t  
road c a r s  

S a l e  o f  a l l  U.9.- $ 136,682.00 3 i n s t a l l m e n t s  o f  $ 136,682.00 l a )  
$45,560.67. NO owned immovable 

p r o p e r t y  a t  Rbadan ' i n t e r e s t  
Ai rpOr t  

$26,000,000 c r e d i t  $21,389.845.47 1 2  i n s t a l l m e n t s  -0- $21,389,845.47 ( p r i n c i p a l )  
f o r  purchase  and s t a r t i n g  1-1-50 $12,192,211.92 ( i n t e r e s t  t o  
c a r e  o f  U.S. prop- e n d i n g  1-1-61 a t  1-1-74) 
e r  t y  2 3/8% a n n u a l  in -  

Agreement t o  pay i n  $ 8,541,040.75 12 i n s t a l l m e n t s .  $7,829,287.39 E/$ 711,753.36 
12 i n s t a l l m e n t s  for Nu i n t e r e s t  
l e n d- l e a s e  goods pro-  
v ided  under a p re-  
v i o u s  I r a n  commitment 
t o  pay f o r  i n  c a s h  

(24  y e a r s  a t  $508,008.83) 
terest  

Cash payment t r a n s-  $ 124,378.32 Cash 
a c t i o n s  and a i r  
t r a n s p o r t  c h a r g e s  
under l e n d- l e a s e  

T r a n s p o r t a t i o n  of ad-  $ 45,165.00 
v i s o r s  and dependen t s  

Army 
Navy 

$ 40,619.00 
853,690.00 

$ 34,378.32 $ 90,000.00 

-0- $ 45,165.00 

-0- $ 40,619.00 
-0- a53,690.00 

$ 110.056.00 -0- $ 110,056.00 

$8,913,117.19 b/$37,340,554.73 $34,061,460.01 

a /  O u t s t a n d i n g  b a l a n c e  o f  $91,121.34 was p a i d  i n  n a r c h  1973. In n a r c h  1973,  - t h e  S t a t e  Department  a c c e p t e d  a payment of $663,612.72 i n  t o t a l  s e t t l e m e n t  

b/ Exceeds o r i g i n a l  b a l a n c e  because  of acc rued  i n t e r e s t .  

c/ De l inquency  o n  t h i s  l o a n  a r o s e  from A I D ' S  i g n o r i n g  I r a n ' s  r e q u e s t  o n  t r e a t -  - ment o f  overpayments .  I r a n  r e q u e s t e d  t h a t  its 1970 overpayments  be a p p l i e d  

of a n  o u t s t a n d i n g  b a l a n c e  of $711,753.36. 

a g a l n s t  1971 b i l l i n g s .  I n s t e a d  A I D  a p p l i e d  t h e  f u n d s  a g a i n s t  l o a n  p r i n c i p a l .  
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DEFENS E-RE LATED 
- 

PRIVATE CONTRACTORS 

Approximately 3 0  U.S. f i r m s  o p e r a t i n g  i n  
r e l a t e d  c o n t r a c t s  have about  9 0 0  c i v i l i a n  employees in- country .  
Among t h e s e  f i r m s  a r e  

I N  I R A N  

I ran  on defense-  

Boeing 

Raytheon 

Bowen-McLaughlin-York 

Con t ro l  Data Corp. 

I. T. & T. 

Hughes A i r c r a f t  

I r a n  A i r c r a f t  

Lockheed A i r c r a f t  Corp.. 

Nor t h r o p  

B e l l  He l i cop te r  

Motorola,  Inc .  

Stanwick Corp. 

General  E lec t r ic  

West inghouse 

Philco-Ford 

McDonnell Douglas 

Computer Sciences 
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PRINCIPAL OFFICIALS RESPONSIBLE 

FOR ADMINISTERING 

ACTIVITIES DISCUSSED I N  THIS REPORT i 

T e n u r e  of o f f i c e  
To From - \ r\ - 

DEPARTMENT OF STATE 

SECRETARY OF STATE: 
Henry A. K i s s i n g e r  
W i l l i a m  P. Rogers 

Sept .  1 9 7 3  P r e s e n t  
Jan.  1 9 6 9  S e p t .  1 9 7 3  

ASSISTANT SECRETARY FOR NEAR EASTERN 
AND SOUTH ASIAN AFFAIRS: 

A l f r e d  L. A t h e r t o n  Apr. 1 9 7 4  P r e s e n t  
Rodger  P. Davies  ( A c t i n g )  Feb.  1974  Apr. 1 9 7 4  
J o s e p h  J. S i s c o  , Feb.  1 9 6 9  Feb .  1 9 7 4  

UNITED STATES AMBASSADOR TO I R A N :  
R i c h a r d  M. H e l m s  Mar. 1 9 7 3  P r e s e n t  
J o s e p h  S. F a r l a n d  May 1 9 7 2  Feb. 1 9 7 3  

DEPARTMENT OF DEFENSE 

SECRETARY OF DEFENSE : 
James R. S c h l e s i n g e r  
W i l l i a m  P. C l e m e n t s ,  J r .  ( A c t i n g )  
E l l i o t  L .  R i c h a r d s o n  
M e l v i n  R. L a i r d  

ASSISTANT SECRETARY OF DEFENSE 
w ( I n t e r n a t i o n a l  S e c u r i t y  A f f a i r s ) :  

c R o b e r t  C.  H i l l  

R o b e r t  E l l s w o r t h  
A m o s  A. J o r d a n  ( A c t i n g )  

Lawrence  S. E a g l e b u r g e r  ( A c t i n g )  
D r .  G. War ren  N u t t e r  

J u l y  
M aY 
Jan .  
J a n .  

J u n e  
Jan .  
May 
Jan.  
Mar. 

1 9 7 3  
1 9 7 3  
1 9 7 3  
1 9 6 9  

1 9 7 4  
1 9 7 4  
1 9 7 3  
1 9 7 3  
1 9 6 9  

P r e s e n t  
J u n e  1 9 7 3  
May 1 9 7 3  
Jan .  1 9 7 3  

P r e s e n t  
May 1 9 7 4  
Jan .  1 9 7 4  
Apr i l  1 9 7 3  
J a n .  1 9 7 3  
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