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(THIS DOCUMENT IS THE PRD:-*J:RTY OF HER BRITANNIC MAJESTY'S GCVERNMENT)

SECRET
C.(53) 18 copy NO. [ -

14th JANUARY, 1953,

CABINET

PERSLA

Memorandum by the Secretary of State for Foreign Affairs.,

The position reached as a result of the meeting between
iMinisters and the Americans on 13th JTanuary is as follows,

1., Terms of Reference

Since the Cabinet approved the terms attached to my memorandum C,(53) 3,
the Americans have continually pressed us to be content with some more general
formula, Mr, Henderson has urpged that while Dr, Musaddiq is prepared to
allow arbitration to be based on any United Kingdom nationalisation law the
Anglo=Iranian Gil Company (A.1.O,C,) may care to select, and w.:ile he is fully
aware that in the case of the coal-owners in this country the tribunal set up to
assess compensation under the Act took future profits into account, he cannot in
any circumstances accept terms of reference which would make this fact
publicly clear. We cannct, of course, be certain that an arbitral tribunal
will award the Company compensation for loss of profiis under the Concession
and the Persians will no doubt ask it not to do so. But while this is 2 risk
which we must accept, it would be quite unacceptable that we should voluntarily
agree to terms of reference under which there was a risk of the tribunal ruling
that its terms of reference did not 2llow it even to entertain the Company's claim.
After a great deal of argument involving consultation with the Company's leading
counsel, agreement was reached on the formula at Annex A, which is accepted
by all concerned.

2. Form of Arbitration

We have agreed that Mir. Henderson shall propose to Dr, Musaddiq that we
ask the International Court to decide between three alternatives:

(i) The court to constitute itself as an ad hoe arbitral tribunal, including
the same judges (and not less) as sat in June 1952 to hear the
preliminary issue of jurisdiction.

(ii} The United Kingdom judge and the Fersian ad hoc judge to select
three other members of the Court and so constitute an arbitral
tribunal.

(iii) The Vice-President of the Court (since the President is the United
Kingdom judge) to appoint a panel of five arbitrators from outside
the Court, (See text of Arbitral Agreement at Annex E),

We are not completely satisfied that it is proper to urge the International
Court to adopt alternatives (i) or (ii), since they amount almost to 2 means of
circumventing Article 34, paragraph (i) of its statutes which lays down that the

i.l.-



oV

Court can only entertain cases of which States are parties. But in deference to
the urgent wish expressed by the Americans we are content to put all the
alternatives to the Court and hawve been at pains to avoid any bias in our
presentation., Apart from the difficulty connected with the Court's statutes

we are not altogether happy about the reliability of the tribunal which would
emerge if alternatives (i) or (ii) were adopted, but we cannot at this stage put
ourselves in the position of seeming to guestion the fairness of the Court when
we have repeatedly urged in public that the dispute should be referred to it.

The Americans demurred at our suggestion that thelirbitral Agreement
should be signed by a representative of Her Majesty's Government. They quoted
Mr. Henderson's record of his conversation on 31st December, 1952 when
Dr. Musaddiq said that he "would prefer that the Arbitral Aigreement be signed
by the A,I.0.C. bu: wouldnot seriously object if the British Government would sign
the Agreement in the capacity of representative of A.I.O.C." We said that having
made it gquite clear in the text that the arbitration was to be between the Persian
Government and the A, I.C.C., we could not po further and agree that the Arbitral
Agreement itself should be signed by the A.I.O,C. We might with reluctance agree
to its being signed by Her Majesty's Government on behalf of the A,1,O,C,, but
we saw no reason why Dr. Musaddiq should not be asked to sign it with
Her Majesty's Government tout court. The Americans agreed, with reluctance,
to try this on Dr, Musaddiq.

3, "Tie in" between United States advance payments and commercial
negotiations,

The new form of the Defence Materials FProcurement Apency Agreement
(Annex C) enshrines, at paragraph 2, the proposed commitment from Dr. Musaddig
to enter into negotiations with an international organisation including the A,I,O.C.
This commitment thus acquires the status of a contractual obligation between
Persia and the United States and the Americans can justifiably withhold payment
of the instalments if Dr, Musaddiq falls down on his undertaking, This is very
satisfactory.

In return for this we have agreed that the first instalment, which will be
paid over when the Arbitration Agreement enters into force shall be 50 millions
and not $40 millions,

4, Embargo and immunity of vessels.,

The fimericans agreed feluctantly to ask Dr. Musaddiq to exchange letiers
with us under which

(a) Her Majesty's Government would declare the embargo lifted;

(b) The Persian Government would undertake not to seize any tugs,
dredgers, tankers, ctc. belonging to the A.I.C.C, which may have to
enter Persian waters before or after the conclusion of the commercial
contract,

It is, of course, superfluous formally to raise the embar go, but our note would
provide a convenient way of eliciting the undertaking which we want from the

Persians (sece text at Annex D),

5., Owverall Agreement

We had thought that the Arbitral Agreement, the Defence Materials
Procurement Agency Agreement and the Exchange of Letters might appropriately
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be "crowned" by a Protecol signed by the Governments of the United Kingdom,
Persia and the United States. This would serve two purposes; first, it would
demonstrate in the clearest possible manner that we had all buried the hatchet;
second, it would make quite sure that the three documents formed an integral
whole and came into effect simultaneously, The Americans, however, took strong
exception to being involved in any tripartite agreement. They also pointed out,

as is true, that the terms of the three documents make it clear that they hang
together and that their effect is simultaneous., We therefore agreed not to press
our point,

On the other hand the Americans asked us to agree that there should be a
memorandom which Mr., Henderson would hand to Dr. Musaddig with the drafts
of the Arbitral Apreement, the Defence Materials Procurement Agency Agreement
and the Exchanpge of Letters. Their idea, which they only developed fully after
the meeting with Ministers, would be that this memorandum and the accompanying
drafts should be initialled in Teheran by Dr, Musaddig and Mr. Henderson, and
also in London by representatives of Her Majesty's Government and the United
States Government (presumably Mr, Byroade himself), We would authorise
the United States Ambassador here forthwith to inform Dr. Musaddiq through
hr, Henderson that if and when the initialling in Teheran had taken place
we would be happy to initial 2 similar document in London, Once we were
satisfied that the initialling in Teheran had taken place, we would despatch our
representatives to sign the final texts there., We agreed (see text at Annex E),

AE,

Foreign Office, 5.W.l.

l4th January, 1953,
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SECRET ANNEX A

TERMS OF REFERELCE.

The function of tho Tribtunal shall be : -

(L) to determine the sum reauired to provids
fTair compensation to the anglo-Iranisn 0Oil
Company for the loss of 1ts enterprise in
Iran as the result of the Iranian Oil
Kationalisation Laws of March and May, 1951 ;
and for that purpose the Tribunal shall employ
the principles applied for the purpose of
determining the compensation awarded under
any United Kingdom Law which the Company may
gpecify, nationalising any industry in the

United Kingdom j

(2) to determine the validity of all counter-
claims which the Iranisn Government may have
against the Anglo-Iranian 0il Company, and

the sum reguired tg meet them,
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SECRET ANNEX B
ARBITRATION AGREEMENT

The Government of lran and the Government of the
United Lingdom :

Desiring to bring sbout s settlement of all claims and
counter=-claims which have arisen between the Government of
Iran and the Angle=Iranian 0il Company and to submit the
matter to international adjudication, %o take place between
the Government of lran and the Company

Conscicus, however, of the fact that, under Article 5“,
paragraph 1, of its Statute, the International Court of
Justice can only entertain cases of which States are parties:

Have agreed thot the said elaims and counter-claima
shall be referred to international arbitration between the
Iranian Government on the one hand, and the Angle-Iranian
0il Company on the other, in the manne® provided by, and
before a Trilbungl congtituted as spescified in, Parts I and
II of the present Agreement, and thaot the arrangements for
the payment of any balance due from sither Party to the
other in consequence of the oward of the Tribunal shall be
those set out in Part III :

PART 1.

1. () The obove-mentioned claims and counter-claims
ghall be referred to o Tribunal consisting of those members
of the Internntional Court of Justice who hold office as
Judges of the Internaticnol Court of Justice on the data
of the conclusion of the present Agreemant; together with
the Ironion Judge ad hoe who wos designated to sit on the
International Court of Justice in 1952 ; provided that the
number of members of the Tribunal so constituted shall not
be fewer than the number of Judges (including the Iranian
Judge ad hoc} which mede up the bench of the International
Court of Justice in July. 1952, for the hearing of the
preliminary issue &f jurisdiction in the Anglo-Iranicn 0il
dispute. In the event of the resignation or retirement of
any Judge from the International Court of Justice, such
Judge shall continue to sit on the Tribunaol in his unofficial
copicity. In the event of the deoth, incapocity, or
withdrawal from the Tribunal of any meinber. the remaining
members of the Tribunal shall proceed to sdjudicote the
COB8. The Tribunal shall select its Pregident, and shall
toke its decisions, ond give its award, by a majority vote.

(b} If the Tribunal canncot be constituted as
set out in sub-paragraoph (o) obove, the matter shall be
raeferred to a Tribunal composed of the folldwing Judges of
the Court acting in a private coapacity, and assuming they
are willing 80 to aet : that is to say the United Kingdom
Judge, the Iranian Judge ad hoc, cbove referped to, and any
other threes Judges agreed upon between the United Kingdom
and Iranian Judges 3 or, if they are unable 50 to agree
within two months from the date on whieh the present
Agreement has been communicated to the Court as provided
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in Article 11 hereof, any three Judges designated after
consaltation with the United Kingdom and Iranian Judges
by the Vlice-President of"t he Court, who shall in any case
designate one of the three additional Judges to act as
President of the Tribunal. In the event of the death,
incapacity, or withdrawal from the Tribunsl of the

United Eingdom Judge, the Anglo-Iranian 01l Company shall
have the option of designating a substltute member of the
Tribunal; in the svent of the death, incapity, or
withdrawal of the Irsuian Judge ad h-e, the GCovernment orf
Iran shall have the option of designating a substitute
member. In the event of the death, incapecity, or
withdrawal of any of the remaining memters of the Tribunal,
a substitute member. shall be designated by means of the
same processes by which his predecessor was dasignated.
In the event of the death, incapascity, or withdrawsl from
the Tribunal of ite Pressident, his successor (who shall
replace him as President) shall be designated by the Vice-
Pregident c¢f the Internstional Court cf Justice. The
Tribunal shall take ite decisions, and give 1te award,

by & majority vois.

{e) If the Tribunsl is not constitutad in one
of the forsgoing ways, the matter shall be referred to &
Tribunal consisting of five eminent jurists from cutside
the Court, to be nominated after consultation with the
Parties and with the Court by the Vice-President of the
Ccourt, whe shall also designste one of them to act as
Presiderit of the Tribunal. In the event of the death,
withdrawal, or incapacity of any member of the Tribunal,
g succaessor shall, by the same process, be nominated by
+he Wice-President of the Court. 7The Tribunal shall faks

ite decisions, and give 1lts award, by a majority vote.

2, The function of the Trlbunal shall be:-

(1) to determine the sum reguired to ppovide fair
compensation to ths Anglo-Tranian 011 Company
for the loss of its enterprise in Iran as
the result of the Iiranian 01l Nationalisation
Lawe of iHarch and iay, 1951; and for that
purpose the Tribunal shall smploy the
principles applied for the purposs of
dotermining the compensation awarded under
any United Kingdom Law which the Company may
specify, nationalising any industry in the
United Kingdom:

(2) +to determine the validity of all counter-claims
which the Iranian Government may have against
the Anglo—Iranian Qll Company, and the sum
regquired to meet them. ;

Fa In determining the mettere specified In Artiecle 2
above, and subject to the provisions of that Articls, ths
Tribunal shall give 1ts decision in accordancse with

international law, spplying
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any relevant international conventions by which the
Governments of Iran and the United Xingdom are
both bound;

international custom, as evidence of a general
practice accepted as law;

the general principles of law recognised by
civilised nations;

Judlelal declisions and the teachings of the most
highly qualified publicists of the various nationc,
g8 subgidiary mears for the dete:minastion of rules
of law.

The declsions of the Tribunsl ghsll be definitive

and binding on both the Parties to the arbitration (hereinafter
called the Parties), and the Tribunal's sward, which shall be
expressed in sterling, shall be regarded ss a full and final
settlement of all claims and counter-claims of the Parties.

By

PART ITI

If the Tribunal is constituted in the manner

specified in Article 1(a) or 1(b) hereof, its procedure (and

all matters incidental thereto) shall, mutatis mutandis, and so
far ag deemed appropriate by the Tribunal, be the same as that
provided f'or the International Court of Justice by its Statute
and Rules of Court

6

If the Tribunsl is constituted in the mannsr

specified in Article 1(c), it shall (subject to the terms of the
present Agreement) settle its own procedure, but shall in any
cage apply the following provisions:

(a)

(b)

(e)

As soon as pogsible after the coming into forece of

the present Agreement, and after the nomination of

the lMembers of the Tribunal as provided in Article 1(e)
hereof, the Pregident of the Tribunal (hereinafter
called the President) shall, in consultation with
representatives of the Parties, as designated by them,
determine the procedure for the exchange of written
pleadings between the Iarties (number, order and time-
limits, ete ) and for their transmission to the
Menbers of the Tribunal.

A8 soon as possible after receipt of the last of the
written pleadings, *he President shall, after
consultation with the other lMembers of the Tribunal
and with the representatives of the Parties, name the
date and place for the oral hearing and determine the
order in which the arguments of the Tarties ere to bs
presented. '

The Tribunal shall give 1ts award ss soon as possibile
after the cloase of the oral hearing.

/(a)
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(d) T™he Tribunal shall hold such gittings, whether
for private deliberation or for hearing the
Parties, as it may consider neceszscry for the
carrying out of its functions undsr the present
Agreement.

(e) BSubject to the provisions of Artigls 7 below,
the Pregident ghall make all the necessary
formzl arrongements in connexion with the
sittings of the Tribunal (premises, and
i?tcr teting, clerical and stencgraphio
stoff).

(f) The lanpuoages of the Tribunal shall be English
and French, The written and oral pleadings
ond stotements of the Parties moy be drawn up
or presented in either longuage, and the
arrcnzcements for tronslation and for the
interpretation of sveeches shall be determined
by thz Pregident in consultation with the
other Members of the Tribunal and tho
representatives of the Porties.

Te Whaotever the character of the Tribunal, each
of the2 Parties shall bear its own costs of the
arbitrationa. The expenses of the Tribunol shaoll be
borne by the Partics in equal shares, Any guestion
relating to the fecs, exponacs and allowaneces of the
President, and of thc other Mcmbers of the Tribuncol,
and all matters inecidental thoretoc such as the time aond
method of payment, shall be detormincd by the Partics
in congultaticn with tho Prosident.

PART TIIT

0. Any balancc due by cithor of the Parties to
the other in consequencc of tho award of the Tribunal
ghall be poild as follows:-

(1) Any balcnes duc from the Iranicn Govornment
to the Anglo-=Iranian 0il Company shall be
dischargzed by rpayments in cash in aterliag,
to the credit of the Company, in a bank
desipnated by the latter, orf 25 per cent of
the reoeipts from nll salas of oil and oil
products cxported from Iran; or, if so agreed
between the Iranian Gowvernment ond the Anglo-
Iranian 0il Ceompany, by deliveries of o0il To
the Company in such guantities and over such a
periond of years as shall be matmally determrined
by them,

(2) If a balance is due from the Anglo-Iranian
0il Company to the Iranian Gowvernment, it shall
be discharged by payments in cash in sterling
to the eredit of the Iranian Gowveriment with
g bank designated by the latter of such
amounts over such periods of yeors as shall be
agrecd between the Iranian Government and the
Company; or, in default of such agreement, in
such amounts over such period of years, as shall
be determined by an orbitrator appointed by the
Vice=President of the Internotional Court of
Justice.,
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9, Pending the award of the Tribunczl, 25 per cent
of the rocoipta from all sales of o0il and oil produecta
oxported from Iran shall, unlcss another currecncy is
agrecd between the Government of Iran and the Anglo-Iranian
0il Company, bc dcpesited in sterling in a trust account
with o financial institution or trustcc bank to be agreccd
upon betwecn the Gowvernment of Iran and the Company, or,
in defoult of such agrecmont, to be specificd by the Vigco-
Fregident of the Internationol Court of Justico, ond shall
await the oword of the Tribunal. Any balonce reomoining
in the trust account aftor tho discharge of the award shall
be poid to the Government of Iron.

10, Any omount still outstonding under Artielc
8 (1) and 8 (2) sbove, onc yocar ofter the date of tho award
of the Tribunal, ond theroafter from yocar to yeor, shall
carry intcrest ot o rate to be ogrced betwecen the Iraniaon
Governmont and the Anglo-Tranion 0il Compony, or, in
defoult of such agrecment, to be deotormined by cn arbitrator
appaintcd by the Vice—=Pregident of the Internaotional
Court of Justico.

PART TV

1l. The present Agreement shaoll be subject to
ratificotion and shall come into forece immediofely upon
the exchange betwecn the Governments of Iran and the
United Kingdom of their respective instruments of
ratification. The Agreemont sholl thereupcn be
comminiented to the International Court of Justice.

In falth whereof the undersigned Flenipotentiaries
hove signed the present Agreement.

Done in duplicate at this day of *
1953, in the Englisl Pcrsion und Prench languagcs, alil three
toxts being equally authentic.



(10

ANNEX C

SECRET
IS A MAIN HEADINGS OF D.H.FP.A. AGREEMENT

3 After the entry into force of the Agreement of to-day's

date for arbitration between the Government -f Iran and the
LT Ge .y the hnited States Defense liateriuls Procuremsnt Lgehcy
will contract to take from the National Iranian Dii Company over
g pericd of time o1l products »r crude oil to a value of spproxi-
mately #1332 million; 25% of the value of 2il products or crude
211 delivered to D.M.P.A. under the contract will be placed in
ggcrow to be dieburesd in sccordasnce with the terms of the
arbitration award; and D.M.P.4A. will advance 100 million to
N.T1.0.C. sgainst future deliveries of 21l productes 2r crude oll
upon the fsllowing basis:

1. ¢of the 8100,000,000, SED,ODG,DDD will be advanced
immediately to N.I.0.GC.; thse balanece will be advanced in inastal-
ments of #10,000,000 a month as soon as D.M.P.A. and N.I.O.C.
agree on a provisional schedule of shipment and D.H.FP.A. has
satisfied itselfl concerning the availability and gquality of the
2il products or cruds -il to be shipped under the schedulse and has
assured itself of the suitability of port, loading, and other
essential facilities.

i It is understood that following the approval of this
agreemant, the N.I.0.C. wlll enter into negotistions with a
compeny 2f an interna£19n81 character (hereinafter called the
international eompany) ﬁhich would inelude .i.1.0.C. and would be
registersd outslide the United Kingdom or Iran, with é view to
concluding a commercilal sgresment undsr which the N.I.0.0. will
sesll to the international company substantial gquantlties of cruds
01l and 211 products annually over a perlod of ysears; such
negotiations to be undsrtisken as soon as thse international
compeny ie formed and ready to begin them.

A% D.M.P.A. intends to appoint the international company

as ite agent for receiving delivery f.o.b. Iranian ports of oil

and oll products for the account of D.M.P..A.

e



[

Lie Until such time ms a commercial sgresment is made
between the international company and the N.I.0.C., the price
for the yuantities of refined products to be delivered against
the D.M.P.4A. advance shall be the United States Gulf posted
price (which is the present Persian Gulf goirg price) less =
digecommt of 35 percent. In the event sufficient refined
products désired by D.M.P.A. are not avaiiable, D.M.P.A. shall
have the option of receiving crude oil at the same discount
from the going Persian Gulf posted price. If N.I.C.C. should
gell refined products or crude o0il to other custcomers than ths
international company 2t prices lower than the posted price or
going prices referred to above, the price to D.M.FP.A. will be
calculated en the basis eof such lower prices less such
appronriate discounts as may be negotisted between N.I.O.C.
and D.M.P.A,

Se For esch delivery made undsr the purchase and advance
contract, N.I.0.C, will be credited with 75-% of its value as
determined under parsgraph L4 sbove, and D.M.P.A; will psy 25-%
of its wvalue to the Federal Reserve Bank of NHew York to be
held by it in escrow until disbursed in accordance with the
terms of the arbitration award.

6. Deliveries under the purchsse and advance contract
will contirue until the advance by D.M.P.A. of 100,000,000
(carrying an interest charge of LI pesrcent per annum on unpaid
balances ) is liquidated.

T At such time zs a commercial agreement is made
between the N.I.0.C. and the internaticnal company, the price
provisiens contained in parsagraph 4 shall be aporopriately
modified to conform with the price prﬂﬁisions of the commercial
agreement.

8. The foregoing is an agreement binding upon the D.M.P.A.

ama the Government of Iran,and the parties agree to

work out detailed arrangements to implement this agreemsnt.



i

(I Z

SECRET ANNEX D

LIFTING OF FMBARGO. TANKER IMMUNITY.

United Hingdom = Irconion Exchange of Letters.

(Re=druftod 11.30 p.m. Jonuary 13th, 1953)

1s United Kinedom Lettcr

Your Excellcncy,

I have the honour to inform you thot, following on
the entry into foree of the Agrooment between our two
Gevernments for the arbitration of the oil dispute, the
Anglo=Tranian Q0il Company will offer no furthor cobjection
to the cxport and snle abroad of Iranion oil and oil
products.

2a Iranicn Hoteo,

Your Excellonoy,

I acknowledge roccipt of Your Exccllency's lottor of
to-day's date informing mec that following on the entey into
forec of the Azrooment for the arbitration of the oil dispute,
the Anglo-Ircnian 041 Compnny will offor no furthor
objecetion to the export and sole nbroaod of Ironian oil and
o0ll products. :

I hove the honour fto inform Your Excellcenoy, in
gconnoxion with such eoxports and scles, that my Government
and the National Iranian 0il Compony for their part, will
offer no impediment to the complete frecdom of entry to,
londing in, &nd departure from, Iraonian ports ond waters,
on the part of all tankers or other vegsels concerned with
troffic in oil or 5il produets, irrespective of nationality
or ownership; and that they will nlso use their best
endeavours to facilitonte all port, shipping and other
arrangements necessory for the resumntion of the flow of
Iranian oil ond products to world morkets,
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SECEET ANNEX BE

DRAFT COVERING LEMORANDUM.

Attached to this memorandum are drafts of thrsee
agresments. The first two are sgreecments betwgen the
Government of Iran and the Government of the United Kingdom,
providing respectively for the settlement of the dispute
between the Govermment of Iran and the 4.I1.0.C. by
international arbitration and for the regulation of certaln
guestiens connected tnerewith. The third is an agreement
between the United States Défense Matcrlals Procurement
Agency and the Government of Iran providing for the purchase

of crude oil and oil products.

It is understood thet a representative of the Government
of Iran and a representative off the Government of the United
KEingdom will sign the firgt two of these agreements after
the arrival of a United Kingdom representative in Tenrﬁn for
that purpose ; and a representative of the Government of
Iran and 2 representative of the Government of the United

S8tates will on the same day sign the third agreement.

(Initialled) /Representative of the Government of Iran/

(Initinlled) /Represertative of the Govermment of the
United States_/

TEGRAN, January, 1953,
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