CENTER FOR STRATEGIC & Burke Chair
INTERNATIONAL STUDIES in Strategy

CSIS

U.S. AND IRANIAN STRATEGIC
COMPETITION

Sanctions, Energy, Arms Control, and
Regime Change

Anthony H. Cordesman Bryan Gold, SamKhazai, and
Bradley Bosserman

April 19,2013

Anthony H. Cordesman
Arleigh A. Burke Chair in Strategy
acordesman@gmail.com

Note: This report is will be updated. Please provide comments and suggestions
to acordesman@gmail.com

1800 K STREET NW, WASHINGTON DC 20006 | P.202.775.3270 | F.202.775.3199 | WWW.CSIS.ORG/BURKE/REPORTS


mailto:acordesman@gmail.com

Iran V: Sanctions Competition April, 192013 I

Executive Summary

This report analyzes four key aspects of US and Iranian strategic competgioctions, energy,

arms control, and regime change. Its primary focus is on the ways in which the sanctions applied

to Iran have changed US and Iranian competition since lihaf £2011. This escalation has been
spurred by the creation of a series of far st
of equally strong sanctionisb ot h of whi ch affect I rands abil it
its overall econmy.

It has been spurred by I randés ongoing missile
sources like the November 2011 IAEA report that highlights the probable military dimensions of
l rands nucl ear progr am. Amd,ealbyg Ltoaricdrosrelett

traffic; increased support of the QuBesrce and préshiite governments and naate actors;

and by incidents like the Iranigsponsored assassination plot against the Saudi Ambassador to
the US, an Iranian government tigated mob attack on the British Embassy in Tehran on
November 30, 2011, and the Iranilamked attacks against Israeli diplomats.

Sanctions Become Real at the End of 2011

The most important issue now shaping US and Iranian competition is whetherthende
growing mix of US and EU sanctions can | ead t
nuclear programs that will give the capability to deploy nuclear weapons. More broadly, it is
whether these negotiations can go further, and create a table ielationship between Iran and

the US, Europe, and the other Gulf states.

There is nothing new about sanctions per se. Sanctions have been applied to Iran since the fall of
the Shah in 1979 and were first applied to Iranian property, assets, antrarsfiers. As the
following analysis shows, the US steadily applied broader unilateral sanctions and pushed for
international actiori but until the end of 2011, the end result of unilateral and UN sanctions was
far too weak to have a critical impact onpatt on Iran.

Earlier efforts did have some i mpact.-upfhey r ¢
but they have also not prevented Iran from making major progress in their asymmetric warfare
capabilities, missile programs, and acquisition oflear technology. They still, however, had

limited practical impact on the Iranian nuclear program. Iran had the time and options to reduce
their i mpact, and many experts felt that | ran
on their economyhtan US and UN sanctions.

|t was only at the end of 2011 and beginning
nuclear weapons capability led the US and its European allies to pass strong and comprehensive
sanctions on | r an dodrade, ara fingncial systgno Thése sanctiobsidid not y  t
go into full effect until the summer of 2012 and still have significant exemptions. It was only

then that the US applied a full mix of sanctions on Iranian banks, Iranian companies involved in

its nuckar industry, Iranian companies involved in the petrochemical and oil industries, and non

l ranian companies that have invested or have
arms industries, transport, and precious metal trafficking. It whstben that the EU sharply

increased its role in sanctioning Iran by imposing an embargo on Iranian petrochemical imports
and a ban on European investment in Iranb6s pe
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The US has instituted four major acts sanctioning Iran, imgadiemdreds of companies,

people, and assets. These include: The Comprehensive Iran Sanctions, Accountability, and
Divestment Act of 2010 (signed July 1, 2010), FY 2012 NDAA (signed December 31, 2011),

Iran Threat Reduction and Syria Human Rights Act of2@&igned August 10, 2012), and FY

2013 NDAA (signed January 2, 2013), They have cut off Iran from the international banking
system; declared the entire Iranian banking sector as money laundering entities; increased the
number of sanctions the presidenti® | mpose; targeted Iranbs pet
the financial sector, and transportation infrastructure; and forced countries to curtail their
purchases of Iranian oil in the face of sanctions.

The EU has joined the US in pressuring Iran Bgging six major Council Decisions in the past
three years Council Decisions 2010/413/CFSP (issued July 27, 2010), 2011/235/CFSP (issued
April 14, 2011), 2012/35/CFSP (issued January 23, 2012), 2012/152/CFSP (issued March 15,
2012), 2012/168/CFSP (issukthrch 23, 2012), and 2012/365/CFSP (issued October 15, 2012).

These EU sanctions have targeted various-ds@litems, Iranian transportation and shipbuilding
services, oil and gas technology, investments in the Iranian petrochemical industry, amdemariti
insurance. They also cut Iran off from the international banking system. The EU embargoed

l ranian oi l and natur al gas, which accounted
embargo prohibits the purchase, transportation, and importation mfrrarude oil, the
exportation of petrochemical equipment and technology, as well as related financial investments
including insurance.

Additionall vy, t he EU f r(©CBi) &uropdare asséte, mridrbanhed thea n k
trade of gold and other @rious materials between Europe and the 10B% and EU sanctions

took time to become fully effective, but they have had a major impact as time has gone on.
Comprehensive Iran Sanctions, Accountability, and Divestment Act (CISADA) sanctions have
progressiely increased the pressure on Iran by mandating that all countries that import Iranian

oil reduce their purchases to win a i@y renewable sanctions waiver. This has continually
reduced other countryos pur chas gope imddf effectina ni an
2012: the FY2012 NDAA and the Iran Threat Reduction and Syria Human Rights Act, have in
effect cut Iran off from the international financial, insurance, and reassurance industries.

These sanctions, in additontoh e EU6s embargo of Il ranian petr
force on July 1, 2012, have industry Aaaliraniamgilact e d
exports in March, 2013 were slightly above 1 mbpd, down from roughly 2.5 mbpd in 2011, this
hasled to a decrease in revenue from $95 billion in 2011 to $67 billion in 2Rdd&uction was

down as well from 4.2 mbpd in 2011 to 3.5 mbpd in 2012. However, again illustrating the
difficulty of getting accurate information on the Iranian energy setter)nternational Energy
Agency (EI A) reported that l rands February 20C
2.35 mbpd in February 2023.

'WEU I ran sanctions: Ministers adopt Ilran oil i mports b

US Energy Information Agency, #ACountry Analysis: Il ran,
http://www.eia.gov/countries/cadfm?fips=ir

]I nternational Energy Administration, AMonthly Oil Mar k
http://omrpublic.iea.org/omrarchive/13mar2013fullpub.pdf



http://www.eia.gov/countries/cab.cfm?fips=ir
http://omrpublic.iea.org/omrarchive/13mar2013fullpub.pdf
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There are still significant exemptions and waivers to these sanctions for some countries that have
grownpartict | ar 1y depende inhnamayrChinay Iradia, &euth &orga,candtJapan

but have slowly reduced their i mportation | ev
their imports by roughly 22% in 2018ut has increased its purchases b%fdom a year earlier,

with the large number due to various pricing disputes that stopped Iranian exports to China.

I ndi a, Il rands second | argest <customéyspmehas r ¢
accounts, will completely stop importing Iraniarude this yearSouth Korea has reduced their

imports by roughly 39% and will reduce Iranian imports by 20% this; ysaifar Seoul has

reduced its imports by 30% compared to a year eadim.pands i mports fel/
government has pledged to reduranian imports by about 15%.

The Timing and Impact of Key New Sanctions to Date

The end result is that US and EU actions have put far more pressure on Iran since the end of
2011:

T I'n March, 2013, the value of rtolgkly 10% af its value diitoa | I r
increased government intervention in the form of providing more dollars to the Iranian market and a
positive tone at the P5+4tan talks in Kazakhstah.

1 On March 22, 2013, a report by the Wall Street Journal detailed hat s maxi mum sust air
production capacity has been reduced by 20% (700,000 bpd) since Decembgr 2011.

T I'n February 2013, South Koreads importation of | ran
compared to January 2013. South Koreadrtgd roughly 141,900 bpd in February and Iran currently
supplies Seoul with 6.1% of its oil needs, compared to 8.1% a year earlier. However, China imported an
increased amount of Iranian oil, up by 2.7% in the first two months of the year and incre®sitfigoih a
year earlier. However, the latter number is skewed due to a pricing dispute with Iran that brought Chinese
imports of Iranian oil to a virtual halt.

1 In February the Iranian Rial hit an-tiline low against the dollar, trading between 39,0004h600 Rials
per dollar according to a report by AFP

T On January 23, 2013 it was reported that Il ranbds aul
calendar year from 677,000 automobiles from 1.2 million automobiles a year before. Accordirg to
report, Mohammad Bayati an, a member of the parliam

Iranian manufactures, Khodro and Saipa, were at $407 million due to increases in raw material prices. The
government has also pledged some $814 miliiothe car makers.

T On February 27, 2013, H. R. 850, the ANuclear | ran F
support to Congress. The legislation would increase the list of blacklisted Iranian companies, potentially

‘“Yeganeh Torbatienghiheas mifaler positive" nuclear talks,
http://lwww.reuters.com/article/2013/03/04/iraarrencyidUSL6NOBW8D720130304

*The Wal | Street Journal, AiSanctions Slash Iranian Crud
http://blogs.wsj.com/aouption-currents/2013/03/22/sanctieskashiraniancrudecapacitynear20/

®Min-Jeong Lee, fASouth Korea's Ilran |Imports Fall While Ch
http://online.wsj.com/article/SB10001424127887324103504578375653102125928.html
"Monavark hal aj, fAlranés car industry output falls sharply,

http://www.ft.com/intl/cms/s/0/41546be@54911e2a3db00144feab49a.html#axzz20rsP7b2E
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block Iranian assetseld in Euros, designate the IRGC as a terrorist entity, continue to restrict business
dealing with Iran. The bill has been referred to commfttee.

On January 9, 2013, tf@entral Bank of Iran (CBRjlisclosed that the annual inflation rate hit 27 4%.

On January 8, 2013, the US Energy Information Administration (EIA) released theirtstrarenergy

outlook report. The report estimates that Iranian crude production has been falling since the last quarter of
2011 due to the lack of funds available for ugkemd natural decline in production. The report also
estimates that Iranian supply averaged 3.4 million barrels per day (mbpd) during the first quarter of 2012
and declined to an average of 2.6 mbpd during the fourth quarter of2012.

1 On January 2, 2013,r&sident Obama signed into law the FY 2013 National Defense Authorization Act
that blocks property and imposes at least five sanctions on entities that provide goods or services to energy,
shipbuilding, shipping, or port operations or provides insurancéhése operations and blacklists foreign
banks which do provide such services from using the US banking system. These sanctions do not apply for
countries with exemptions or to purchases of natural gas from Iran. The law imposes at least five sanctions
on any entity that provides precious metals to Iran (such as gold), offiséshed metals or software for
integrating industrial processes. It also imposes human rights abuser sanctions on Islamic Republic of Iran
BroadcastingOn February 6, any funds us® purchase Iranian oil must be credited to an account located
in the purchasing country and can only be used for the purchase-s&nctioned goods. This will reduce
the hard currency earnings Iran receives from oil sales.

1 On December 12, 2012, thetémnational Energy Agency (IEA) released its monthly oil market report. The
report estimated that Iranian crude production was lower in November at 2.7 mbpd and may reach 1.0
mbpd into 2013. I't also esti mat es pdrdda&t201l, haavevérs e X p o I
imports of Iranian oil edged upwards to 1.3 mbpd in November 2012 compared to 1.07 mbpd in September
2012. US sanctions continued to exert pressure on the remaining major importers of Iranian oil: China,
South Korea, Japan, and Iadthe share of Iranian oil to these importers has dropped since the sttmmer.

1 On December 10, 2012, the Institute for International Finance released a report that estimates the impact of
sanctions has greatly affected the Iranian economy. The reportsayst | r anés GDP i s expec
by 3.5% in 2012, opposed to 1.2% growth in 2011. Inflation is also expected to have increased from 26.5%
in 2011 to nearly 50% in 2012. Government revenues from oil exportation, if the current price of $110 a
barrel tolds, could be 40% less than in 2041.

1 In October 2012, the Iranian Rial dropped to record lows against the US Dollar, at an unofficial rate of
37,000 to one USD, down from 28,000 Rials in September and 13,000 in Septemb&t @ Rial has
lost roughly80% of its value since 2011. This devaluation has increased everything from Iranian energy
prices, food prices, trade, and imports. It has also vastly increased the rate of inflation and it may be as high
as 70%. There have been sporadic reports €f0%0 inflation on consumer goods, striking workers due to
unpai d wages, bankrupt I ranian companies, and the ¢
al so begun fimeans testingdo to reduce sociaf spendi

8Rick Gladstone, ALawmakers I ntrodanetBiomar 0i Sdor Meas Y
February 27, 2013. http://www.nytimes.com/2013/02/28/world/middleeast/lawrraffersill -to-tougheniranian
sanctions.html

°The Associated Press, ilran: I nfl ation Soars, 0 The New
http://www.nytimes.com/2013/01/10/world/middleeast/iiaflation-soarsofficials-say.html

YUsS Energy | nfor mateiram EAee mgyy ,Oui2®®mrkt, © January 8
http://www.eia.gov/forecasts/steo/pdf/steo_full.pdf

“"I'nternational Energy Agency, AMont hly Oil Mar ket Repor

http://omrpublic.iea.org/omrarchive/12d&fdll.pdf

“dSanctions push Ilran into r eclhktg/svivwe.cdhicagdiribife.com/meesisnse r s, De
rt-usiran-sandionseconomybre8b90e20121210,0,1288929.story

“Thomas Erdbrink, il ranian cur rWashingtonsPbstahery 2,20i2ler | at est



http://www.nytimes.com/2013/01/10/world/middleeast/iran-inflation-soars-officials-say.html
http://omrpublic.iea.org/omrarchive/12dec12full.pdf
http://www.chicagotribune.com/news/sns-rt-us-iran-sanctions-economybre8b90of-20121210,0,1288929.story
http://www.chicagotribune.com/news/sns-rt-us-iran-sanctions-economybre8b90of-20121210,0,1288929.story
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l uxury goods. Analysts at one outside group have pt
reversal from the 1.2% positive growth in 2011.

1 On October 15, 2012, the EU issued Council Decision 2012/365/CFSP, instituting additional sanctions
agai nst Il rands banking system, oil and petrochemic
prohibits any transactions between European and Iranian banks except for those authorized in advance. It
also bans the export of graphite, aluminum, staal industrial facility control software. The decision
prohibits the provision of flagging and classification services to Iranian tankers and cargo vessels in the EU
or by EU nationals. Finally, the decision also forbids EU companies from providingugtipb
technol ogy and naval equi pment to I ran and broaden:
petrochemical industries.

T On July 1, 2012, the EU6s embargo of Ilranian petrol
impactont andés oi l exports, as oil sales to the EU acgc
Iranian oil exports in July were estimated at 940,000 bpd, down from 1.7 millionnbjahe and 2.8
million bpd in July 2011. Oil export revenue fell from $9.8ibwn in July 2011 to $2.9 billion in July 2012.

T On August 10, 2012, President Obama signed into | av

Act of 2012, 06 which strengthened sanctions on | rani
the Administration is required to impose from three to five. The law also imposes sanctions against foreign
companies who conduct business in Irands energy se

tankers to Iran. This action has resulted iighkr insurance costs for Iranian tankers and has resulted in
major insurance companies refusing to insure Iranian ships.

T On March 14, 2012the Society for Worldwide Interbank Financial Telecommunication, or SWIFT,
complied with EUontinoesits commmunicatonsssertices,to Iranian financial institutions
that are subj ect *SWIFTHEwssenpaktainterratmmalcbankingacause it provides a
secure worldwide financial communication and transactioretwork to more than10,000 financial
institutions and corporations in 210 countries. In 2010, SWIFT reported that 19 Iranian banks and 25
Iranian financial institutions used the network over 2 million times during the course of the€ pdlar.
banking transactions with Iramternational insurance coverage in Iran or for Iranian oil transportation, and
all transi tstateowrsed oil companylandatsindam tanker fleme affected by this decisioh.

1 On February 27, 2012, the Treasury Department strengthened thésping Iranian Financial Sanctions
Regulations (IFSR) with the implementation of subsection 1245(d). The amendment extends sanctions to
Aiforeign financi al institutions that knowingly <c¢coniq
with the Central Bank of ranora U-8.esi gnated || ranian financi al i nsti
actions, the Secretary of the Treasury will impose sanctions on priatelyd foreign institutions, as well

“Rick Gladstone and Stephen Castle, fAGI|I obalolsdbgettsvor k EX |
Economy, 06 New Yor k Ttip:hvessy.nytinvka.co/B012108/16/warld/tiddleeast/crucial
communicabn-networkexpellingiranianbanks.html?_r=1

“Rick Gladstone and Stephen Castle, fAGlobal Network EXx|
Economy, 0 New Yor k ThtipAhevsv.nytinvka.com/B012108/16/warld/midd]eeast/crucial
communicatiometworkexpellingiranianbanks.html? _r=1Thomas Endbi nk and Joby Warri ck, f
on Nuclear Talks, 0 Washington Post, March 16, 2012, p .
®|ndira A.R. Lakshmanan | i an Sanctions Bid Targets Oil, Tanker Com,
6, 2012; I ndira A. R. dTargeked ih patest ld.8. Bid to BdpandSahctiohsros ltam, e r

Bloomberg, Mar 8, 2012; AArabiya, U.S. Lawmakers Take Next Step on New Iran Sanctions on Heels of

European Embargoes, Jan 31, 2Qf)://english.alarabiya.net/articles/2012/01/31/191608. Atthsources:

Congress to seek new sanctions targeting all Iranian banks Associated/Rrebs, 2012,
http://www.washingtonpost.com/politics/federal _governmenrs@grcescongresgo-seeknewsanctiongargeting
all-iranianbanks/2012/03/06/gIQA1pOXVR_printhtml, Al r an Sanctions Bid Targets O
Exports, 0 Fddb eu2d2e PN ETndira A.R. LakshmananGlobal Insurers Targeted in Latest U.S.

Bid to Expand Sanctions on Iran, Bloombekigar 8, 2012 11:10 AM ET; Al Arabiyd).S. lawmakers take next

step on new Iran sanctions on heels of European embargoes, Tuesday, 31 January 2012;



http://www.nytimes.com/2012/03/16/world/middleeast/crucial-communication-network-expelling-iranian-banks.html?_r=1
http://www.nytimes.com/2012/03/16/world/middleeast/crucial-communication-network-expelling-iranian-banks.html?_r=1
http://www.nytimes.com/2012/03/16/world/middleeast/crucial-communication-network-expelling-iranian-banks.html?_r=1
http://www.nytimes.com/2012/03/16/world/middleeast/crucial-communication-network-expelling-iranian-banks.html?_r=1
http://english.alarabiya.net/articles/2012/01/31/191608.htm
http://www.washingtonpost.com/politics/federal_government/ap-sources-congress-to-seek-new-sanctions-targeting-all-iranian-banks/2012/03/06/gIQA1p0XvR_print.html
http://www.washingtonpost.com/politics/federal_government/ap-sources-congress-to-seek-new-sanctions-targeting-all-iranian-banks/2012/03/06/gIQA1p0XvR_print.html
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as governmendbwned or controlled financiahstitutions that conduct business with the Central Bank of
Iran’

1 On February 5, 2012, President Obama issued Executive Order 13599, which implemented section 1245 of
the FY 2012 NDAA which froze the assets of the Iranian government and preventediail fraancial
assets in the US from being fAtransferr ®dheorgeni d, ex
also implemented new sanctions that required US banks to seize the funds of those on the Specially
Designated Nationals (SDN) list, evérithe funds are not destined to a US entity or firm. Previously, US
banks were required to block the transaction and return the funds to the sender. This order effectively
blocks Iranians from using the US banking system.

1 OnJanuary 23, 2012, the HUwhich accounts for roughlyorei f t h o f | i @tmoGused newl expor
sanctions to be phased in over the course of 2012. The EU enacted an embargo on the purchase,
transportation, and importation of Iranian crude oil; the exportation of petrochengogdnent and
technology; as well as related financial investments including insurance. Existing European contracts were
allowed to continue until July 1, 201Addi ti onal | y, the EU froze the Cel
assets, and banned the tradeaéignd other materials between Europe and the'&BI.

1 On December 31, 2011, President Obama signed the FY2012 National Defense Authorization Act (NDAA)
(S.1867) that contained an amendment that required the President to bar foreign banks from opening
accounts in the US if that bank processed payments for oil through the CBI. Section 1245 of the FY2012
NDAA imposed unilateral sanctions on the CBI in ways that impose major penalties against entities
including corporations and foreign central bariksvhich engage in transactions with the CBI. The
sanctions on transactions unrelated to petroleum were to come into force 60 days after the bill was signed.
Sanctions on transactions related to petroleum were to take effect a minimum of 180 days after the bill's
signing. The amendment provided for a renewable waiver of 120 days if the President determined that
doing so is in the interest of the US.

1 In November 2011, the US Treasury Department introduced new unilateral sanctions under the auspices of
the Comprehenge Iran Sanctions, Accountability, and Divestment Act of 2010 (CISADA). These new
sanctions targeted I rands petrochemical i ndustry, t
and added dozens of names to the list of sanctioned individlizdse restrictions bar institutions from
conducting any business with any Iranian baikicluding the CBI and its affiliate$ as well as
expanding sanctions on Iranian individuals and placing new restrictions on the importation of Iranian
goods.

T OnNovember 21, 2011, the US Treasury Department des
theCBlbas fAmoney | aundering entitiesod under Section 31

1 On July 27, 2010, the EU issued Council Decision 2010/413/CFSegtailishes an embargo on nearly
all duatuse goods, military arms, and nuclealated items; bans EU exports of key equipment and
technology for oil and natural gas production, exploitation, and refining; bans technical assistance, training,
and financig i n | rands energy sector; bans access to EU
provision of bunkering or ship services to Iranian or Iranian contracted vessels and aircraft if they have
been involved in sanctions violations.

 On July 1, 2010,President Obama signed the Comprehensive Iran Sanctions, Accountability, and
Disinvestment Act (CISADA). The act imposes sanctions on any person that makes an investment of $20
million or more in Iran's petroleum industry, any person that provides Ithngeods, services, technology
or information with a fair market value of $1 million or more for the maintenance or expansion of Iran's

YU.S. Department of Ttehsary AnerssisnidfinancialfS&ations Reywdatons to

| mpl ement the National Defense Authorization Acto, Feb
BAExecut DBeoOkidaeg Property of the Government of I|ran at
House, Office of the Press Secretanhfeary 6, 2012.

YSEU Iran sanctions: Mini BB@&Newslahehoy f32012r an Oi |l | mports |

http://www.bbc.co.uk/news/worlduropel 6674660



http://www.bbc.co.uk/news/world-europe-16674660
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production of refined petroleum products, and/or any person that exports more than $1 million worth of

gasoline to Iraror provides $1 million worth of goods or services that could contribute to Iran's ability to

import gasoling®
Much now depends on how the US and EU sanctions effort is handled in the future. The Obama
Administration and Congress are steadily tighteninggans, but it is doing so carefully and in
ways that focus on multilateral, rather than unilateral US action. Additional sanctions will be
pursued gradually and in ways that maximize multilaterakibuylhe Iranian financial, oil,
transportation, and pr@chemical sectors will continue to be isolated to the extent possible. And
the Administration will attempt to inform and empower population centers within Iran through
channels such as the State Depart mengoditen A Vi rt
movement will again challenge the regime as external financial constraints, economic
mismanagement, and domestic pressure increase.

The Obama administration is also continuing n
on t he temdnis &y top US toffictals seek to communicate in clear terms the costs
Tehran faces for continued obstinate and uncooperative behavior. On September 25, President
Obama said in a speech to t-amedlUdhisGa achalleey As s e
that can be contained...the United States will do what we must to prevent Iran from obtaining a
nucl ear *weapon. 0

Other Administration officials have echoed this sentiment. On March 7, 2012, Defense Secretary
Leon Panetta told thdlational Journalthatt he Pent agon i s preparing
options for striking Iran if harthitting diplomatic and economic sanctions fail to persuade
Tehran to drop i#tHeweueruthel US aas remamédifrom soah statements as

of late as the Admistration continues to attempt a diplomatic resolution to the conflict.

The Iranian Reaction

|l rands reactions have been mixed as the i mpac
to reduce Iranian energy exports and revenues, crippled foreign idivestment in Iran, and

created serious banking and trade problems. The Iranian government has had to deal with the fact
that the Iranian Rial has become destabilized, and has steadily fallen to record lows as currency
markets have reacted to the prospettlimited foreign trade, declining Iranian reserves,
declining IlIranian oil i ncome, growing probl et
growing detection efforts and penalties for violating sanctions.

Most Iranian official statements minimizeddiscounted the impact of sanctions through the end
of 2012. They bl amed other problems, such as

el ements, 0 as the true reasons for I ranbs eco
state that anctions have been helpful to Iran by increasing itsre@fince, and attacked the US

and the EU for instituting sanctions that are
®Us Department of State, fAFact Sheet: Comprehensive | r:

(ClI SADA) , 0 Mdpy/wnw3state. oW eleb/esc/iransanctions/docs/16htm

Ajeffery Gol dber@l edrObRmamissertyctttop | ran From Getting
October 2, 2012http://www.theatlantic.com/international/archive/2012/10/obaomgstatclearpromiseto-stop
iran-from-gettinga-nuclearweapon/262951/

2Yochi Dreazan, fAPanetta: Pe mMhedgtional JdnalaMamh8n2912f or Pot ent i



http://www.state.gov/e/eb/esc/iransanctions/docs/160710.htm
http://www.theatlantic.com/international/archive/2012/10/obamas-crystal-clear-promise-to-stop-iran-from-getting-a-nuclear-weapon/262951/
http://www.theatlantic.com/international/archive/2012/10/obamas-crystal-clear-promise-to-stop-iran-from-getting-a-nuclear-weapon/262951/
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)l

iAlthough sanctions have been i mposed on the count
the pastg ar séSanctions also provide wus with an opport
Gholam Hossein Elham, Iranian Government Spokesman, March 5, 2013.
http://english.farsnews.o@/newstext.php?nn=9107150314

AThe US knows that if its sanctions (on I ran) yieloc
in the country and they will gain victory, but prolongation of the status quo will be in the interest of Iran

becase noro i | exports wild.l increase and wil {Ahmadisul t i n

Mogaddam, Chief of the Islamic Republic of Iran Police, March 3, 2013.
http://english.farsnews.com/newstext.php?nn=9107149544

ADespite the f the lranian mation are dangtha@rsbestotd stop Tehran's technological
advancement, Islamic Republic is committed to continue its approach towards the highest scientific

|l evel séthe inclination of the peoplheRevdiutiohdndthe gr eat
national honor of Iranians are on the increase every day and this is exactly the counterpoint of what the
enemi es w a n PRresident Mahmoud Ahmadinejad, February 1, 2013.
http://english.farsnews.com/newstext.php?nn=9107140788

iSanctions have caused an economic advantage for
opportuni ty i nlratiameinister sftIndustey,yMines, and Trade, Mehdi Ghaaanf
December 23, 2012.
http://www.presstv.ir/detail/2012/12/23/279789/sanctiadsantageout-iran/

ABy relying on their capabilities and knowl edge, I
nullify the impact of sanctions so that at present many parts and equipment needed in petrochemical

i ndustry are bei ng Headof uaf Matonal Reodheraidal Chnopang, Alidolhossein

Bayat, December 23, 2012.
http://english.farsnews.com/newstext.php?nn=9107129647

AfOur enemies hel ped us t &depgndenca dn oirevenmss maghod time o c ut
which is a great devel opment in the country's econ
century was reliance on oil revenueséThe sanctions
thegrmmnd for cutting the connection bet wémBpedkére (cour
of the Majlis, Mohammad Hassan Aboutordaird, December 12, 2012.
http://english.farsews.com/newstext.php?nn=9107124602

Al T] hey (the westerners) think that the I ranian nat
sanctioned) and foreign currency and they don't understand that the Iranian nation can pass through
obstacleswhenver it wantséSuch hues and cries wildl not af
words (uttered by the western officials abdut sanc
President Mahmoud Ahmadinejad, December 11, 2012.
http://english.farsnews.com/newstext.php?nn=9107126163

iThe sanctions (against Il ran over its nuclear progr
to the Islamic Revolutidns natur e and t he | r araniamForaigntMinstry' s i nd e
Spokesman, Ramin Mehmdtarast, December 4, 2012.

http://english.farsnews.com/newstext.php?nn=9107124294

fi Mese sanctions present an opportunity, and the harsher they are, the speedier oil industry development
becomes. Thanks to the embargo, Iran has become an important exporter of petroleum products and
equipment related to the oil industry. Iran is an impgrtaountry in the region and in the world, and has

many friends. We therefore have n®i Miusteg Rastans or di
Qassemi, July 2, 2012.
http://www.irandailybrief.com/2012/07/02/eihinistersanctionson-iran-are-opportunityto-accelerate

development/

AThe reality is that the small est pamdouretonomiecr econ:
problems are due to domestic mechani smsé Our econgc
root s, foreign exchange-Clpairnac e the Maijlid, Ali Larijarm, @ctaber 3,t hei r
2012.


http://english.farsnews.com/newstext.php?nn=9107150314
http://english.farsnews.com/newstext.php?nn=9107140788
http://www.presstv.ir/detail/2012/12/23/279789/sanctions-advantageous-to-iran/
http://english.farsnews.com/newstext.php?nn=9107129647
http://english.farsnews.com/newstext.php?nn=9107124602
http://english.farsnews.com/newstext.php?nn=9107126163
http://english.farsnews.com/newstext.php?nn=9107124294
http://www.irandailybrief.com/2012/07/02/oil-minister-sanctions-on-iran-are-opportunity-to-accelerate-development/
http://www.irandailybrief.com/2012/07/02/oil-minister-sanctions-on-iran-are-opportunity-to-accelerate-development/
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http://www.irandailybrief.com/2012/10/03/ma#peakeipooreconomiemanagemet-not-sanctionded-
to-recentfluctuationsin-forex-ratesrobin-hood methodsare nevereffectivein-the-economy/

However, there have been increasingly frank admissions that sanctions were having a major
impact.

|l

AUnfortunatel y, t haszeramorelowzero and megatveniWe coglad notwiake use of

the opportuni t-iGholamréza Mesbathogaddayn, ©hairman of the Majlis Planning,

Budget and Assessment Committee, April 9, 2013.
http://www.irandailybrief.com/2013/04/09/econongmwth-rate zero-or-negative/

AUnfortunately, the increase in liquidity has had
sanctions increased little by little. THh8% afdfect of
the rest was due to decisiomking prdo | e mdMohammad Reza Bahonar, First Deputy Speaker of

Il rands Maj Il is, April 1,

http://www.irandailybrief.com/2013/04/01/sanctieagainstiran-haveaffectedthe-iranseconomyabout
20-30-governmenffailed-to-manageranseconomiecrisis/

iSpeci fic policies by some banks and t hekintheat i onal
stoppage of oil e X p o r tingosddysandtidng haye rbiouglat toik experes by ther é Se | f
private sector to a haltéThe private sector has ha
facing manageri al -bHasan Klosrgerdif hreadnof thel I@dano0il, Gas and
Petrochemical Product s Exporterso Associ at
http://www.irandailybrief.com/2013/@86/privatesectoroil-exportsstoppedcompletely/

i We are engaged i n economic war and need to thi
hurdl esélLi ke any other war , -&eahomoud Bahmanivcaversora@thes o hav e
Central Bank b Iran, February 28, 2013.

http://www.irandailybrief.com/2013/04/01/sanctieaquinstiran-haveaffectedthe-iranseconomyabout
20-30-governmendfailed-to-manageranseconomiecrisis/

fion the basis of the report, oil sales are down 40¢
nine mehehd. @f t he peacommitea) eGhdlatn sRezd Kadeb, January 7, 2013.
http://www.washingtonpost.com/business/repai-oil-revenuesdrop-45-percentin-9-monthsbecause
of-sanctionson-nuclearprogram/2013/01/07/e5254658eall1e2b8b20d18a64c8dfa_story.html

ALiquidity disproportional to national producti on,
with the incompetency of the governmentdds monetary
factors behind the rising currency exchange dateMember of the Iranian Majlis, Ahmad Tavakkoli,
January 7, 2013.

http://www.irandailybrief.com/2012/12/21/governmemsmanagemenrsanctionsbehindrise-in-
currencyexchangeate/

Al I people who believed that the sanctions were noi
the necessary arrangements to handle them will be required to account for their aoti®isescountry is

now suffering f Chehof thér Eengpal InspectomOffice, Mostafa Pourmohammadi,
December 31, 2012.
http://www.irandailybrief.com/2012/12/31/anycméc-hasfailed-to-prepareto-copewith-the-sanctions

will -be-requiredto-accountfor-their-actions/

AWe candét say that sanct i oadevidedplass toncontrol theudamagewasd. T h e
have been able to avoid serious damage to our econo
we are trying our best to control it andCebtrali ng it
Bank of Iran Govenor, Mahmoud Bahmani, November 22, 2012.
http://www.irandailybrief.com/2012/11/22/chiovernoriran-hasavoideda-seriousdentto-its-economy
from-westernasanctionghanksto-large-gold-reserveshigh-oil-pricesandreducedforeign-imports/

AThere i s no pr eoca&crara baak td be sahcliomed.vBattheydchavé done this and they
may even expand the sanctions further to include logistics issues. Today we are in a serious and dangerous
confrontation. We must realize that confronting the enemy requires seriousithougand i ntel |l i ge


http://www.irandailybrief.com/2012/10/03/majlis-speaker-poor-economic-management-not-sanctions-led-to-recent-fluctuations-in-forex-rates-robin-hood-methods-are-never-effective-in-the-economy/
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http://www.washingtonpost.com/business/report-iran-oil-revenues-drop-45-percent-in-9-months-because-of-sanctions-on-nuclear-program/2013/01/07/e525461e-58ea-11e2-b8b2-0d18a64c8dfa_story.html
http://www.washingtonpost.com/business/report-iran-oil-revenues-drop-45-percent-in-9-months-because-of-sanctions-on-nuclear-program/2013/01/07/e525461e-58ea-11e2-b8b2-0d18a64c8dfa_story.html
http://www.irandailybrief.com/2012/12/21/governments-mismanagement-sanctions-behind-rise-in-currency-exchange-rate/
http://www.irandailybrief.com/2012/12/21/governments-mismanagement-sanctions-behind-rise-in-currency-exchange-rate/
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http://www.irandailybrief.com/2012/11/22/cbi-governor-iran-has-avoided-a-serious-dent-to-its-economy-from-western-sanctions-thanks-to-large-gold-reserves-high-oil-prices-and-reduced-foreign-imports/
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Minister of Industries and Business, Mehdi Ghazanfari, July 17, 2012.
http://iranprimer.usip.org/blog/all/Helia%?20Ighani

T A0One factor i s f r oigfrom indids.Theenemyahasdstatednttat itfwid ienposer (more)
sanctions, and part of the oil purchases from Iran has decreased, and a considerable segment of our foreign
currency revenues was generated t hrooisthdsanctionsors al es é\
banking transactions. If oil is sold, the payment cannot be transferred, and a massive and great secret war
(against Iran) is actually underway in the world. This war has led to a decrease in oil sales, but we are
making endeavors tma k e up f or itPresident Mahmaud Ahmadingjad, October 2, 2012,
http://www.mehrnews.com/en/NewsDetail.aspx?NewsID=1710947

T iéthe heavi est ec onmimhistorya.ewry day, gllhotir bamking and tnadet activities
and our agreements ar e -bPeesidegt Mahmoud Ahmadmejad, dangary B3, oc k e d

2012.

http://www.cnn.com/2012/01/23/world/meast/iraanctionseffects/index.html

Evaluating the | mpact of Sanctions o
Evaluating the effect of sanctions on a macroeconomic level is difficult becapseeafsting
structural dé i ci enci es of l rands wunderlying economy

exports andhat was weakened by subsidy reform and mismanageifteanbasic economic data

on Iran are notoriously uncertain, and far too much analysis focuses on macroecestomates

for the total economy that do not provide any reliable way to estimate the impact of sanctions in
any detail. Yet uncertain as most spot masronomic data are, it is possible to stitch together
long term trends based on ydaryear and quagt-to-quarter data. The trends over the past few
years indicate that sanctions have had a serious effect on the Iranian economy.

All signs point to an economy under siege, production is down, industry is at a standstill, and
there is a massive brain draiestimated at 200,000 Iranians that try to leave the country
annually?® There have also been sporadic reports of workers striking due to unpaid wages;
inflation on consumer goods is-80%, and the Iranian government being unable to pay wages
of governmenemployees!

As early as July 2012, the US Energy Information Agency (EIA) estimated that the growing

i mpact of sanctions was 1impacting I rands abi
fiexpects Iran's crude oil production to fall by about 1 million bpd by the end of 2012 relative to

an estimated output level of 3.6 million bpd at the end of 2011, and by an additional 200,000 bpd

in 2013. Iran has no chance for the foreseeable future efimgeits stated goal of some 5.3

BAlrandés Brain Drain: 200, ORayan®Glran ewsAdrile24,2006.yi ng t o Go Al
http://www.payvand.com/news/06/apr/1188.html

“AGover nment Nwatg efsb loef tMa rH gy Daily BridfoDedemmbers26, 8012.
http://www.irandailybrief.com/2012/12/26/governmertdt-ableto-paywagesof-maitime-workers/ A Shar p
Decline in Number Empl oyed i n ArgrrDaily BrieftDecerabder 25 20d2. or Und e |
http://www.irandailybrief.com/2012/12/25/shadeclinein-numberemployedin-agriculturatsectorunder

ahmadinejad/ A Mor e Wor ker s St rillareDaily Breef Noeemhidn2p, 20128 Wages, 0

http://www.irandailybrief.com/2012/11/29/moworkersstrike-dueto-unpaidwages/ A Wor ker s St ri ke i n
F a r Is;an @aily Brief, December 11, 201 &itp://www.irandailybrief.com/2012/12/11/workesfrike-in-south
farst Al n Contrast with the President 065 03ramDalyBeieit s, | nf | &

December 26, 201 Attp://www.irandaiybrief.com/2012/12/26/utontrastwith-the-presidentsstatementsnflation-
on-consumeiproductsis-40-50/?utm_source=rss&utm_medium=rss&utm_campaigoinrasiwith-the-
presidentsstatementsnflation-on-consumetproductsis-40-50
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m/ bpd of p r o dAuThdse estimates agpeacto beycorréct as Iranian oil production
hit 2.68 mbpd in March 2013 according to the International Energy Agency.{iEA)

Recent data from sources such as the EIA|B#g and various news organizatiopsint to a
substantial reduction iboth Iranian crude production armtudeexports. Iran is now exporting
roughly1.1mbpd down from an average b63 mbpd in 2012 ar2l5 mbpd in 2011 and 20Z20.

Iranian oil productiorhas also continued to drop due to the lack of investment and now totals
between 3.2 mbpd and 2.6 mbpd according to outside sources and roughly 3.7 mbpd according to
Iranian sources. This is costing Iran roughly $100 million a day and roughly $5 bitiomi?®

Although Iran remains a relatively minor natural gas exporter, it has the second largest proven

natur al gas reserves and some maintain that
declining oil export$? However, given the level of sanct®mmow imposed on all aspects of

l rands energy sector, it i's highly wunlikely t
invest ment by 2018 that Tehrandéds deputy Oil M

gas sectof® With reduced nvestment, an estimated annual domestic natural gas consumption
increase of 7%, and the reinjection of 1 TcF of gas into its oil fields for Enhanced Oil Recovery,
Iran will most likely remain a minor player in natural dgas.

Evaluating the Impact of Sanctks on | ranés Financi a
Trade Sectors

US financial sanctions and EU insurance provisions have also impeded other cbalbilitg<o
finance and pay for transactions in Iranian oil, leading to reports that Iran's ability to produce oil
has atstripped its ability to sell # Due to the difficulty in lowering production by capping
wells, Iran is preparing to store more oil and add 8 million barrels of storage capacity in the
coming year in preparation for continuing lower séles.

ZYPIL, Al r auncdtsi oOn | S |Pu nopiRl, JulyB 1, 20128t y/veww.aipi.com/Business_News/Energy
Resources/2012/07/11/Irand-productionslumpsEIA-says/UP{175241342016878/
®Ant hony Di Paola, fAlrands Crude Exports Decline in Mar

2013. http://www.bloomberg.eo/news/20134-11/irans-crudeexportsdeclinein-marchon-sanctionsea
says.html

Energy Information Agency, iCountry Brief: Il ran, 0 Mar c
http://www.eia.gov/countries/cab.cfm?fips=ir

BjJonathan Spicer, fAU.S. Sawsé RauteraSeptember 13281g.ort s Down Dr al
http://in.reuters.com/article/2012/09/12/vsanctionsdINL1IES8KCKRX20120912

®Kenneth Katzman, @dlra20llSanctions, o CRS, 22 Jun

®¥Government Accountability Office, AFirms Reported to |
in Commercial Activities i n | r-ACbO5R IrddEremgygSectoBect or , 6 Mar

Energy I nformati onf :Aglernacny,,® fiMaorucnht r2y8 ,Br2i0el 3 .
http://www.eia.gov/countries/cab.cfm?fips=ir

#2UPI, fAlrandés Oi |l Pr oUPyduly 11p20128th:/wmp pi,comBusinesS algws/Enérgy
Resources/2012/07/11/Irapd-productionslumpsEIA-says/UP{75241342016878/
#¥Daniel Finer-enanfit®PASEasdh oil sales outlook, store m

http://www.reuters.com/article/2012/11/26/irail-storageidUSL5E8MQ6ZW20121126
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According b the IEA, Iran has a total onshore storage capacity of 25 million barrels and is
estimated to be filled to capacity; Iran had stored betweeB52@illion barrels of crude in

floating storage in April but it has been reduced to 13 million barrels in &gtathether this

reduction is due to more Iranian tankers being used to transport oil or other reasons is dhknown.

| EAGs December Monthly Oil Report details 13
Arabian Gulf or off MalaysiaCurrent estim&& s s how t hat most of Il rand
storage capacity is filled, and Iran has purchased additional tankers for use as floating storage.

|l rands currency, l ong held artificially- high
dived since the implementation of more stringent sanctions. It has lost more than 80% of its
value relative to the dollar since 2011, and was trading at a record low of 37,000dwmilan@a

October 2012, down from 28,000 Rials in September 2012 and 13,086ptember 201%.
According to some reports, this raised the real rate of annual inflation from the 29% the
government claimed to almost 70%he Rial has gained some of its value since then, trading at
around 32,5083,500 per dollar as of early March 213

By October 2012 food prices were rising so quickly that major changes were taking place by the
day, and key foods like chicken had become unaffordable for many Iranians. The first public
riots about the economy and rising prices took place, and somsiel@eixperts estimated Iran

had lost half of the $80 billion in currency reserves it had in 2011.

The Economist Intelligence Unit estimated in September that they would cut the Iranian GDP by
at least 1.2% in 201201371 a forecast that seemed highly iofistic as the impact of sanctions
accelerated later in the fall of 20¥2The Institute for International Finance has estimated that

l rands economy wil/l shrink by 3.5% this year
also expected to have incredsfrom 26.5% in 2011 to nearly 50% in 2012. Government
revenues from oil exportation, if the current price of $110 a barrel holds, could be 40% less than
in 2011%°

These problems with the Rial and oil income sharply affected access tonfaodountry tat
received some OPo of its finances from oil exports, and that the World Trade Organization
estimates imported $8.2 billion worth of food and $9.4 billion worth of agricultural products in
2010 It has reduced meat consumption, led to the buying andlingaof gold and dollars,

¥Dani el Fi n e r-bam maySlasP dil sale€outlbok, store moreassamcts bi t e, 0 November
http://www.reuters.com/article/2012/11/26/irait-storageidUSL5E8MQ6ZW20121126

®Thomas Erdbrink, Alranianesutr tUWahingtesnsPbstaheay 2 801D e

®¥Yeganeh ITroamartiial istrengthens after "positive" nuclear
http://www.reuters.com/article/2013/03/04/iranrrencyidUSLENOBW8D720130304

Joby Warwick and James Bal |, Washing@mPbsOcteber®,20lthp. Anay of f e
and A8:JayNewtoss mal | , AThe | ranian c8ceaalnedsobérd,i2&l2, Three Pos
http://swampland.time.com/2012/10/04Ain@niancurrencycrisisthreepossiblescenarios/ThomasErd r i nk, fA As

Il ran Currency Keeps TNembdrk Tomgctohen5 2082t pyAli s Ri sing, 0
¥Economist Intelligence Unit, Alran, o September 2012, |
¥ASanctions push lran into recession: |bufecann®w/shs er s, De

rt-us-iran-sanctionseconomybre8b90e20121210,0,1288929.story

“Yames Ball, ATensions over Ilrands currency spark cl ash
Post, October 3, 201Bitp://www.washingtonpost.com/world/natiorsgcurity/tension®veriranscurrencyspark
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sharply reduced foreign and domestic investment, strained government revenues, and forced Iran
into massive new efforts to use third parties and other nations to disguise its economic activities.

The US has warned that it will ndét the negotiations continue on endlessly and that it could

refer the matter to the UN Security Council if the deadlock is not broken by Marchi2018. by
March Iran has not begun substantive cooperation with the IAEA, the United States will work

with other board members to pursue appropriate board action, and would urge the board to
consider reporting this | ack of progress to t
US Permanent Representative to the International Organizétions.

Despite taking a far har sher tone with the
inspectors of sabotaging Irandés electrical gr
plants during Augustods | AEA i ns ghelrartdurmathis t he |
time. The most recent meeting, on Decembdt 15 was reported as a fgoo«
are media reports that Iran and the IAEA may come together on an agreement that resolves some

of the issues between the international nuclearggnorganization and the Islamic Republic of

Iran.*? Despite the initial hope, the IAEA and Iran failed to reach an agreement.

Implications for US Policy

The US, the EU, and other nations seeking to
uncertéan and unpredictable race with Iran to see if a combination of outside sanctions and
negotiati ons can make fundament al changes i
developing nuclear weapons. The good news is that sanctions are having a majorTitmgpact

bad news is that so far this impact has largely been on the Iranian people, the regime has not
changed its behavior, and Iran is getting closer and closer to a nuclear break out capability and

the ability to deploy nuclear weapons if it chooses tsao

As has been analyzed in Chapter IV (Part Il), it may be several years before Iran crosses critical
Ared | ineso | i ke pr oduweaductigga nueleamptest) ar bugisp and e mat
deploying nuclear weapons. It is not clear, however, ghattions will work. The US and its

regional allies are already involved in efforts at military containment, but the grim reality is that
preventive strikes are still a very real option and the odds they will take place continue to
increase.

Sanctions and\egotiations

The previous analysis has shown thewv sanctions have alreadiyad a major impact. his

impact grew steadily during 2012 and 2013, and the new sanctions will continue to have a
growing cumul ative 1 mpact 0 n erves, allmddsgasseqpori n g s ,
income, and the ability to fund import$She full effects of thesesanctions will not become
apparent until late 2@lat the earliestbut they already are cutting Iranian energy exports and
revenues, and creating serious banldng trade problems. Iran has made its frankest admissions

clashesbetweenprotesterssecurityforces/2012/10/03/e8c9561R8I7e11e2a31032363842b7057 story.htmEIU,
Al ran, 06 September 2012, p. 6.

“"MU.S. gives Ilran until March to cooperate with | AEA, 0
http://www.reuters.com/article/2012/11/29%scleariran-usaidUSBRE8AS0VS20121129

“Rick Gladstone, #fAlran: Progres ®ecemberMy20i2ear Tal ks, 06 Th
http://www.nytimes.com/2012/12/15/world/middleeast/tmogresson-nucleartalks.html? r=0
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to date that sanction are having a major impact. The Iranian Rial has become destabilized, and it
fell to record lows in October 2012 as currency markets reacted to the prospect of more limited

foreign trade. The Iranian government, the Iranian economy, and the Iranian people are already
feeling the pressure.

Sanctiondhave had some impact popular attitudes towards the regiadéhough they have also
causedanger at théJS. While they are not tamgjed at the Iranian people, they have and will
continue impact every lranian except the very poor and the very rich, and will do so in an
economy where savings and investment have been hurt by inflation, a devalued currency, and
economic mismanagement. Angw series of sanctions is certain to have a growing impact on
every Iranian whose income is shaped by the market econdn@yvast majority in a country

that the World Bank and CIA estimate is 67% to 71% urbanized.

However, | r a econemy hasscarcely collapsed despite inflation, unemployment, and an

uncertain exchange rate. |l rands | eadership ha
that appears to be more resilient than most people believed. However, sanctions relief will only
come with succesf u | negotiations. l rands | eadership

pressures due to their ability to deflect sanctions, but there is a limit to this ability. Past polls and
election results are one thing, popular discontent after new and wagtisanctions combine
with an economy in crisis.

ltisalsoi mportant to note, that the fAhardlinerso
the US over its nuclear program. And Iranians cannot avoid seeing the deep differences with in

the clergy,the growing role of unelected leaders of the IRGC, and the bitter exchanges between

the Supreme Leader Ali Khamenei and Presiddabmoud Ahmadinejad | r ands hi st
corrupt presidential and legislative elections and crackdowns on human rights dapndihe

more that sanctions interact with repressive restrictions on normal life, the more these problems

are likely to impact on all classes of Iranian society.

Iran does not seem to have changed its tactics of using negotiations as a cover whitsit mov
forwards towards nuclear weapoiifiere were reports in early October 2012 that that Iran had
offered a new plan to end the nuclear confrontdfidrhe planproved to bea rehash of past
negotiating proposals that called for early dismantling of thet®ans, and a slow dismantling of

key enrichment sites like Fordow in ways that could allow Iran to move its enriched stocks and
send them to other concealed centrifuge facilities or store them for a future breakout attempt.

Some reports indicated thatigtplan was rejected by the United States because it would have
allowed Iran to continue to enrich Uranium until sanctions were completely removed, and allow

|l rands stockpile of 20% enr i-mdkiaglt edsierdonlrantm t o r
retain a fAbreakouto capacity. This indicated I
be to dismantle the sanctions effort in ways the US and EU could not rebuild, and be a variant on

~

|l rands past finegotiate and proceedo tactics.

Other reportsndi cat ed t hat Il rands action were at I
Khamenei to accept a serious agreerffentvo days later, however, Iranian officials dismissed

“David E. Sangelanft oakBhnédn Newcrbrk EmeOBabérS,i2G12, p. A6.
“David E. Sanger, | rani an Sewbrk BmeOBtdber 6, 2012, p.B-rd Nucl ear
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the report. They ¢l ai med tramdas nezgn delivereaahy aesv i b a s e
proposal other than what had ®*heen put forward

At the same time, Irabbecamesteadily more critical of the IAEA after the spring of 2012
increasingly implying that the |1 AEAG6s activi
Western sanctions efforts and intelligence activities. IAEA officials also became the target of
ant-lIAEA protests in Tehran midugust.

Iran took an even harsher tone with the IAEA in the days that followed reports of a new Iranian

negotiating proposal and Irandés deni al . Il ran
sabotaging | rdesn Gssu pell egatnrgi cddalangrsi Fordow and Nz
August 6s | AEA inspection. Il rani an of ficials
equi pment and Fereydoun Abbasi, AMfram®s i €ths ef
saboteurs mightme i ntruded the agency and®”might be msa

Some experts felt thahese developments reflected hmnian effort to prepare for either
downgrading its relationship with the IAEA or for removing the inspectors altogether. They also
speculated that an increasingly hostile relationship between Iran and the IAEA might seriously
imperil future negotiations. While the outright removal of inspectors would instantly increase
tensions to the point that Israel would seriously consider a praensirike.

The IAEA did, however, continue to meet with Iran. Its meeting with Iran on December 15

2012 was reported to be a figood meeting. o0 Ther
and the IAEA may come together on an agreement that resolvesaf the issues between the
international nuclear energy organization and the Republic of’ltais not known if the deal

includes IAEA visitation to the Parchin military facility, other specifics, or if the deal will even
happerf? Despite the initiahope, the IAEA and Iran failed to reach an agreement.

P5+ZXIran talks have similarly stalled. In mblecember 2012, Iran indicated that it was willing

to enter into new talks with the western group of nations. Quickly the P5+1 agreed to a new
package, siar to the one offered during negotiations in the summer of 2012, and it appeared
that both sides were working towards determining a timetable for talks to begin sometime in
January 201%.

When talks finally did get underway in Almaty, Kazakhstan inyeagdril 2013, it was apparent
that the two sides were still far apart from each othérthe meeting the P5+1 put a new
proposal on the table that required Iran to suspend enrichment at Fordo, limit the amount of 20%

*Thomas Erdbrink fil ran Denies Plan to End Nuclear Standoff, o
http://www.nytimes.com/2012/10/07/world/middledaan-deniesreportof-planto-endnuclearstandoff.html

Al exandeWi tkH edsnabait aged charge, lranotdakesWassihgeonohf
October 7, 201http://www.washingtonpost.com/world/natiorsgcurity/withsabotagechargeiran-takeshostile
tonewith-un-watchdog/2012/10/07/c738fbiif36-11e2bb5e492c0d30bff6_story 1.html

“Rick Gladstone, #Alran: Progress on Nuclear Tal ks, d The
http://www.nytimes.com/2012/12/15/world/middleeast/iaogresson-nucleartalks.html?_r=0

“Ri ck GI adst oenses, ofinl rNaunc:| eParroglral ks, ® The New York Ti mes,
http://www.nytimes.com/2012/12/15/world/middleeast/t@ogresson-nucleartalks.htmf? r=0

“Joby Warrick, fNew nuclear talks with Iran may be pos:
December 14, 2012. http://www.washingtonpost.com/world/natisealrity/newnucleartalks-with-iran-saidto-
beimminent/2012/12/14/8f02lfs-462¢11e28061-253bccfc7532_story.html
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enriched uranium to less than requitedbuild a nuclear weapon, and allow greater access for
IAEA inspectors? In return the P5+1 offered limited sanctions relief, mostly pertaininigids

gold transations and petrochemical tradean did little more than offer a rehash of its previous
proposals and a demand for almost total relief fsamctions, including banking sanctipakng

with recognition of its right to enricH.

Two days of negotiations ended in nothing more thatl sides praisinépr their Kazak hosts

and vague promises to meet agdihe chief negotiato€atherine Ashtosaid,iOver two days

of talks we had long and intsive discussions on theissaésmunnamed US of fi ci al
fair to say that both sides came away vath bet t er wunder st andifimg of t
reality, nothing had happened except Iran had won more time in which to move forward in its
nuclear efforts.

Some experts believe that the timdl be right for a deal between the two sides sanctims
continuing to | mp ancreaselits politiGakinfighttngHassan yRowhamida

former senior Iranian nuclear negotiatetated thati For t he West t o become
our peaceful nuclear activities and for us to get our rightsgatgbast the effects of sanctions

and the difficult path the enemy has prepared for us, there is onlywage and it is

ne g ot idttisihard) foweder, to be optimistic.

The Key NeatTerm Choices for US Policy

As Chapters Il and IV(Parts | and ll)have discussedhe US alreadymust be ready for
contingencies that could trigger a significant clash or conflict in the Gulfsraeli preventive

strikes,for serious US military actioif a crisisescalates to the point where the US might have to

strik e at |l rands overal/l base of asymmetric for
missile forceslt also must prepare to deal with the reality that Iran crosses critical red lines.

While the US should pursue sanctions and diplomatic options, it must also begin to make hard
choices regarding the possibility that sanctions and diplomacy mawifhih the next one to

three yearsThis means choosing between containment and preventivessteakd doing so on

the basis of the kind of classified analysis of future options that require full access to both
intelligence and military planning data. The choice between bad options should always be as
objective as possible, and based on the bestnrdtion and modeling, and many of the key
variables are now so highly classified that outside analysis is severely limited.

In the neatterm, the USdoesneed to do everything it can to ensure that sanctions lead to
successful negotiations. This meansW&should pursue the following options:

®Laurence Nor man, Al ran, Powers Remain Apart After Nucl
http://online.wsj.com/article/SB10001424127887323646604578406451542562368.html
George Jahn, AEU: No deal reached at nuclear tal ks wit

http://www.google.com/hostednews/ap/article/ALeqM5hrBA8RKLQZi6psUrODu_biV8Wadocld=774780c9ef8
d407a9ddd802402620fc0

2Joby Warrick, fDiplomats see O6wide gulfoé as Iran talk:
http://www.washingtonpost.com/world/natiorsgcurity/diplomatgpessimistieasiran-talksendwithout-a-
deal/2013/04/06/7d766e®ec611e2a941tal9bce7af755 story.html

#JasorRezai an and Joby Warrick, AProspects for nuclear ta
2013. http://mww.washingtonpost.com/world/middle_east/prosgectsucleartalks-with-iran-
dim/2013/01/16/7f1113ff42-11e2a389ee565c81c565_storytrhl
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1 The US should do everything possible to create UN, multilateral, and unilateral sanctions that are as
effective as possihl@he time for gradual approaches is over. If there is to be a peaceful outcome to this
conflict, it must come before Iran tests a nuclear device or deploys a nuclear weapon. It must come before
Israel takes preventive action, the region becomes locked into a nuclear arms race, or Iran creates a
technology base so advanced that current IAEA ictipe methods cannot detect a covert nuclear weapons
program.

1 Make it clear that the US and its allies offer Iran incentives to halt and reverse sanctions continuously.
Show other countries that the US and the P5+1 offer Iran real incentives to halt illicit weapons related
activities, and explain and justify sanctions in terms that nations in other regions can understand. Sanctions
relief is not enough. Iran needs to $kat the US and the rest of the P5+1 will offer incentives in terms of
fuel supplies, trade, invest ment, and energy devel
ensure that there are real and i mmediate fAcarrotso.

1 Work closely with Europeg Gulf, and Israeli alliesThe US cannot assume its allies will follow if it does
not communicate, consult, and treat them as partners. This is an area where the US must be transparent
enough to convince the world it is not repeating the mistakes it mageng to war in Irag, that it will not
act rashly, and it will listen as much as it attempts to lead.

1 Make a convincing case to the Iranian people, its allies and the world that Iran is seeking to obtain nuclear
weaponslt is not enough to cite IAEAeports and continue diplomatic pressure. The US must continue to
work with the | AEA and key allies to show the dan
convincing. Explain how a crisis in the Gulf could threaten all countriexcluding the developing
countries outside the region. Make the case through effective strategic communications and as objectively
as possible.

1 Use arms transfer efforts to supplement sanctidbhs. US must continue to ensure that China, Russia, and
other nations will ot from transfer advanced arms and military technology to Iran, nor any technology and
equipment that could be used to develop nuclear weapons. In the past few years, Russian and Chinese arms
transfers to Iran have dropped significantlthis needs to cdimue. At the same time, as is outlined in
Chapter VI, it must work with its Arab Gulf allies and Turkey to give them a strong a mix of defenses and
deterrents, help Israel the security needed to reduce the incentive for preventive strikesgsaisd
discussed in Chapter VHdo what it can to make Irag secure and a real security partner.

1 Work with the UN, IAEA, and its allies to update the agreements necessary to ensure full compliance with a
meaningful and verifiable agreemeifttwill not be enough folran to allay the immediate concerns raised
by the IAEA. It must be clear that any negotiation ends in a viable agreement.

1 Avoid aggressive interference in the form of regime change, but support strategic communications from
Iranian exiles and encouragiaternal movement towards moderation and democr&ogcus on regime
modification when dealing with the nuclear issue and the threat in the Gulf, and leave regime change to

Iranians.
1 Attempt to prevent premptive strikes from the Israelis thatwould sfrunat i onal i sm and a |
the flagd sentiment in I|Iran, i mpr oAnisragi attadk ould e g i me 0

not cause the Iranian people to blame their government or the nuclear program, it would instead cause an
outpouringof nationalism and support for the government. As the new sanctions are beginning to take hold
and people are angry at the government for its irresponsible economic policiegnappire strike would

reverse the progress of the past few years.

1 Support ams control in enforcing the NPT and giving the IAEA the necessary tools and freedom of action
as critical policy option. However, a weapons of mass destruction free zone has virtually no chance of
being negotiated in a meaningful form.

The Uncertain Restl Giving DiplomacyNear TermPriority But Building
New Levels ofContainment, Deterrence, an8ecurity

Sanctions and diplomacy are the best of a bad (or at least highly uncertain) set of options, but it
is far from cl ear t hsatowatdl eugleamnwedpdbns capabilppy. Despiten 6 s
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the lack of diplomatic progress, and the appearance that the Iranians are stalling for time,
negotiations may still be successful. Successful negotiations might also bring abetgrhong
changes in the U8anian relationship

But, the most likely case is th&tiled sanctiors, failed negotiationsand an unchanging Iranian

regime will either lead to preventive strikes at levels that are actually a preventive war, or
become the beginning of years of intensive confrontation with Iran at every Tehelrisks

become steadily higher as time goes on if negotiations do not successllbaiccan develop an
advanced a base of centrifuges and other technology that preventive strikes may not be fully
effective. They become critical if Iran acquires weapons grade material, conducts any kind of
nuclear test, or is found to be deploying weaps based on some f-orm of
critical Ahoto test

Some form of serious military clash or limited conflict may come eaBierfar, Iran has backed
away from military confrontation, but it is also far less clear what will happen as sanesuit

in a major Iranian economic crisis. Iran has at least as much toiflos# more,as any other

Gulf state if it halts oil traffic through the Strait. Iran also cannot hope to win any serious
conventional conflict with the US and its Gulf allieand will therefore attempt to use
asymmetric means to confront the US.

Rising pressure on Iran can lead it to take risks, and exercise the kind of military options
described in Chapters Ill and IV. Limited or demonstrative military actions can becaoesser

clashes and accidents can escalate into war.
weapons capability may lead Israel to carry out preventive strikes, which will force the US to
choose between | aunchi ng 0i tosr odwn ngt rnioktehsi ntgo ai

opportunity to set back the nuclear program for a longer period of time.

If a period of confrontation and sanctions does last for several more years, without Iran actually
moving to acquire nuclear weapons, there may lastang increase in oil prices and pressure on
the world economy. This period of time will also allow Iran time to steadily improve its
asymmetric capabilities and political warfare. If Iran does complete a nuclear weapon during this
time without a decisie US military response, it might lead many nations to abandon sanctions or
aggressive posturing in fear of Iranian retaliation.

At the same time, Iran will have to take risks of its own. It has no inherent advantages in a

regional nuclear arms race ancaptfi ng t he Al ong gameo. Hostil e
movement towards a nucl ear weapons <capabil it
and Southern Gulf stateds resolve and support

If sanctions continue without preventive sé$k Iran will continue to pay a steadily higher
cumulative cost as a result and popular support for the regime will most likely continue to erode.

In addition, Iran cannot be certain that the usellwel asymmetric tactics can be used without
provoking he US and other states to escalate the conflict economically or militarily. Nor can

Iran achieve escalation dominance at any level, and the steadily growing level of conflicts that
might occur if nuclear weapons are ever used will risks a the war leaa9ptocessing of

spiraling escalationl eadi ng to the destruction of Il ranés

Preparing for Preventive Strikes and/or Extended Deterrence

These risks should in theory give all sides reason to negotiate. In practice,whespHar failed
to do so. Moreover, even if sanctions do lead to successful negotiations, they may well have
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serious limitatonsNegot i ati ons that focus on I rands nuc
even if they are successful. Iran can continueymaspects of nuclear weapons development

with little risk of detection. As its recent exercises in the Gulf show, Iran is also building up its
capabilities for asymmetric warfare in ways that can threaten conventional navies and employ a
wide range of tacs. It continues to use its Quds Force, intelligence services, and diplomats to

pose a growing threat to the Arab states and Israel, in addition to controlling an axis of influence

that includes Iraq, Syria, and Lebanon.

This means that a continued fo@rssanctions and arms control efforts must be supported by the
continued development of military capabilities to deter and contairalrdnarryout preventive
strikesand restrikes if necessarfhe US should preserve and enhance its ability to use forc
against Iran. The US and its allies should make it clear to Iran that if it conducts nuclear tests, is
found to be assembling nuclear weapons, or deploys a nuclear weapon it will justify the use of
military force. The US and its allies should also findyw to warn Iran that any major Iranian
effort to #fAcl os-saleclash beBuednflran@andahe USaor its allreg eould lead
to escalating military action.

At the same time, the real world political and strategic results of replacing cseneind
diplomacy with the use of force are so unpredictable, and the risks are so high, that force must be
a last resort. The use of force may end any chance of diplomacy for the life of the Islamic
Republic, lead Iran to lash out militarily or by usingpxies, and create a major energy and
economic crisis in the process.

Temporary success from limited preventive strikes may end up convincing the Iranian regime
that nuclear weapons are required at any level of sacrifice in order to survive and prevent fut
attacks. They may lead Iran to withdraw from the NPT and start a far more intensive and
dispersed nuclear weapons program. They may usher in a period of containment analogous to the
Cold Warr.

Any military strike should only be taken if it becomes cleat h at l rands regi me
point where it cannot be deterred and there is strong evidence Iran will produce and quickly
deploy nuclear weapons. It should only come after clearly assessing the relative risks of
continuing with sanctions and comtenent and only after a careful assessment of the relative

risks of this option versus preventive strikes. It is far easier to begin a conflict and trigger the law

of unintended consequences than live with the result.
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| nt roducti on

This report analyze$our key aspects ofUS and Iranian strategic competitidnsanctions,

energy, arms control, and regime chargeeflects the fact that ajor increasg have taken place

in the scope anthtensity ofUS and EUsanctions since the fall of 201At the same timethe
November P11 IAEA report highlightd a series of continuingpilitary dimensionsn | r an 6 s
nuclear programand the IAEA hassince regularly repord on further such developments.
There are no indications to date t Isaehavieri t her
and nuclear efforts.

The negtiating climate has been affected bther newtensions with IranTensionshave been

increased byan Iranian assassination plot against the Saudi Ambassador to thy U&nian

i nterventi on i nnthedmbd Guih gatesyyian lhanidddovemmenisgponsored

mob attack on the British Embassy in Tehran in November 29 ranian intervention in the

Syrian civil war,andbyvariousl r ani an t hreats to fAclosed the G

Previous part®f the this analysis have focused on iimpact ofl r aincteasingasymmetric,
conventional and missile warfare capabilities, and datils of developments in tHeanian

nucl ear program. So far, the new nscdeareffoitsons ha
although they have affected its energy exportsyTiave led Iran to return to the negotiating

table, but there has been no progress in the actual negotiatonsi n r esol vi ng any
guestions about the military implications bfr a n 6 s. TreedUS iamdnits allies now find
themselves in a seemingly intractable conflict with lbaar nuclear programs that bring it to the

edge of a nuclear weapons breakout capability.

There may still be several years in which to resolve thisisiin through negotiations, but this is
uncertain. As this analysis shows, Iran is under growing economic pressure both because of
sanctions and its own chronic mismanagement of its economy. Other cases where such sanctions
have been applied have showgan take several years for sanctions to have their full effect and

that much depends on whether the sanctioned country can find ways to mitigate or avoid such
sanctions. As a result, Iran may still change its behavior. Iran also has elections comanily that

do much to reveal the attitudes of the I rania
as wel |l as the | evel of control the Supreme L

It is far from clear, however, that sanctions and negotiationspwgh Iran into fundamental
changes in its nuclear program, or that elections can affect the character and behavior of the
regime. At present, events seem to be moving towards the point where the US will have to make
hard decisions about preventive strikedere Israel will come under increasing pressure to act,
andt h e HRu®@ean allies, Turkey, and the Arab states around Iran will have hard to choice to
make about preventive strikes and/or major increases in the level of the forces than can contain
ard deter Iran if it does deploy nuclear weapons.

A New RdABndandfaBUOti ons

Major shifts have taken place in the sanctions against Iran in 2011 andVZA4Rington has

sought to further isolate Iran economically through new sanctions oG@ehial Bank of Iran

(CBI) and Iranian companies involved in the nuclear, hydrocarbon, and petrochemical industries.

The EU has taken steps of its own to isolate and pressure Iran by enacting an oil embargo,
prohibiting i nvest npeohilitingiElJ compaaiesdrem issuing insunartas st r y
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of all types and prevent Iran from using the SWIFT intemk communications networamong
other restrictionand bans

The US has instituteal number ofmajorlegislative packages of unilatedahn sandbnscoupled

to a number of acts that amend and strengthen previous legislatipacting hundreds of
companies, people, and asséiswever, it was not until 2010 with the Comprehensive Iran
Sanctions, Accountability, and Divestment Act (CISADA) thatctans started to have a
noticeable effect on Irandés banking sector, e

The Comprehensive Iran Sanctions, Accountability, and Divestment Act of 2010 (signed July 1,
2010), FY 2012 NDAA (signed December 31, 2Q1tdn Threat Reduction and Syria Human

Rights Act of 2012 (singed August 10, 2012), and FY 2013 NDAA (signed January 2, 2013),
have cut off Iran from the international banking system; declared the entire Iranian banking
sector as money laundering entitiexreased the number of sanctions the president is to impose;
targeted Il rands petrochemical Il ndustry, t he
infrastructure; and forced countries to curtail their purchases of Iranian oil in the fat® of
third-partysanctions.

Since 2010, th&U hasjoined the US to pressure Iran by instituting six major Council Decisions

- Council Decisions 2010/413/CFSP (issued July 27, 2010), 2011/235/CFSP (issued April 14,
2011), 2012/35/CFSP (issued January 23, 2012),/2028CFSP (issued March 15, 2012),
2012/168/CFSP (issued March 23, 2012), and 2012/365/CFSP (issued October 15, 2012). These
sanctions have targeted various dusé items, Iranian transportation and shipbuilding services,

oil and gas technology, investmsenin the Iranian petrochemical industry, and maritime
insurance. They also cut Iran off from the international banking system.

The EU embargoed I ranian oil and natur al gas,
oil exports oil exports compris8@ 0 % of | rands t ot a60% of gopecnmdnt e ar ni
earnings* The EU embargo prohibits the purchase, transportation, and importation of Iranian
crude oil, the exportation of petrochemical equipment and technology, as well as related
financialiv e st ment s including insurance. Additional
and banned the trade of gold and other precious materials between Europe and’the CBI.

The dironology of US and EU actions against lcam be summarized as follows

1 OnMarch 14, 2013he US Government identified and instituted sanctions against Dimitris Cambis, the
Greek shipping owner of Impire Shipping Company based in Greece. According to the State Department
announcement, Cambis had purchased at least eight oittankeon | ranés behal f, t ook
shiptoo-s hi p transfers, and sold the oil to internationae

T On February 27, 2013, H. R. 850, the fANuclesan | ran F
support to Congress. The legislation would increase the list of blacklisted Iranian companies, potentially

Energy Information Administration, ACountry Analysi s:
http://www.eia.gov/countries/cab.cfm?fips=ir
®AEU lIran Sanctions: Mini sBB@Ness Jandaoy23,2012r an Oi |l | mports |

http://www.bbc.co.uk/news/wortduropel 6674660

®Joby Warrick and Anne Gearan, AGreek businessman cit ec
Washingon Post, March 14, 2013. http://www.washingtonpost.com/world/natsewalrity/greelbusinessman
cited-in-schemeto-selliranianoil-defying-sanctions/2013/03/14/aa2f1f8ad611e2b63F53fb9f2fcb4_story.html


http://www.eia.gov/countries/cab.cfm?fips=ir
http://www.bbc.co.uk/news/world-europe-16674660
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block Iranian assets held in Euros, designate the IRGC as a terrorist entity, continue to restrict business
dealing with Iran. The bill has beeeferred to committe?.

1 On January 2, 2013, President Obama signed into law the FY 2013 National Defense Authorization Act
that blocks property and imposes at least five sanctions on entities that provides goods or services to
energy, shipbuilding, shippg, port operations, or provides insurance for those operations and blacklists
foreign banks which do provide such services from using the US banking system. These sanctions do not
apply for countries with exemptions, nor do they apply to purchases afihgas from Iran. The law
imposes at least five sanctions on any entity that provides precious metals to Iran (such as gold), or semi
finished metals or software for integrating industrial processes. It also imposes human rights abuser
sanctions on IslamiRepublic of Iran Broadcastin@n February 6, any funds used to purchase Iranian oil
must be credited to an account located in the purchasing country and can only be used for the purchase of
nonsanctioned goods. This will reduce the hard currency egsrian receives from oil sales.

1 On October 15, 2012, the EU issued Council Decision 2012/365/CFSP, instituting additional sanctions
against l rands banking system, oi l and petrochemic
prohibits any transdgions between European and Iranian banks except for those authorized in advance. It
also bans the export of graphite, aluminum, steel, and industrial facility control software. The decision
prohibits the provision of flagging and classification servicdsatoian tankers and cargo vessels in the EU
or by EU nationals. Finally, the decision also forbids EU companies from providing shipbuilding
technol ogy and naval equi pment to I ran and broaden:
petrochengal industries.

T On August 10, 2012, President Obama signed into | av

Act of 20120 which strengthened sanctions on |l rand
the Administration is required impose from three to five. The law also imposes sanctions against foreign
companies who conduct business in Irands energy seE€

tankers to Iran. This action has resulted in higher insurance costs for Itankamns and has resulted in
major insurance companies refusing to insure Iranian ships.

1 On March 15, 2012the Society for Worldwide Interbank Financial Telecommunication, or SWIFT,
complied with EU instructi ons dst/lrani@drdfinasmaabinstitutiomnss e i t s
that are subj ect *®SWIFTEEssenpabtaintermatmmalcbanking hecause it provides a
secure worldwide financial communication and transactioretwork to more than 10,000 financial
institutions andcorporations in 210 countries. In 2010, SWIFT reported that 19 Iranian banks and 25
Iranian financial institutions used the network over 2 million times during the course of th& péar.
banking transactions with Iran, international insurance coveralgari or for Iranian oil transportation, and

al | t r ans act stareowsied wii dcompany ara ritd main tanker fleare affected by this
decision®®
Rick Gladstone, ALaswemak BeastunerbduTeuBheartiani an Sanc

Times, February 27, 2013. http://www.nytimes.com/2013/02/28/world/middleeast/lawrudierbill -to-toughen
iraniansanctions.html

®Rick Gladstone and Stephen Caasst 30, ofifGllorbaanl6 sN eBtawokrsk iEnx |
Economy, 0 New Yor k ThtipAessv.nytinvka.com/B012108/16/wafhiddReast/crucial
communicatiometworkexpellingiranianbanks.html? _r=1

“Rick Gladstone and Stephen Castle, fGlobal Network Ex|
Economy, 0 New Yor k Thtip:hvessy.nytinvka.corm/B012108/16/warld/tidd]eeast/crucial

communicatiometworkexpellingiranianbanks.html?_r=1ThomasEndbi nk and Joby Warri ck, f
on Nuclear Talks, 06 Washington Post, March 16, 2012, p.
®ndira A.R. Lakshmanan | i an Sanctions Bid Targets Oil, Tanker Com
6, 2012; I ndira A.R. LTargeted ih Lratest . S Bid té ExpaodoSarictionsorslnam, e r s

Bloomberg, Mar 8, 2012; AArabiya, U.S. Lawmakers Take Next Step on New Iran Sanctions on Heels of
European Embargoes, Jan 31, 2Qf)://english.alarabiya.net/articles/2012/01/31/191608. Atthsources:
Congress to seek new sanctions targeting all Iranian banks Associated/Rrebs, 2012,
http://www.washingtonpost.com/politics/federal_governmens@mrcescongresgo-seeknewsanctiongargeting



http://www.nytimes.com/2012/03/16/world/middleeast/crucial-communication-network-expelling-iranian-banks.html?_r=1
http://www.nytimes.com/2012/03/16/world/middleeast/crucial-communication-network-expelling-iranian-banks.html?_r=1
http://www.nytimes.com/2012/03/16/world/middleeast/crucial-communication-network-expelling-iranian-banks.html?_r=1
http://www.nytimes.com/2012/03/16/world/middleeast/crucial-communication-network-expelling-iranian-banks.html?_r=1
http://english.alarabiya.net/articles/2012/01/31/191608.htm
http://www.washingtonpost.com/politics/federal_government/ap-sources-congress-to-seek-new-sanctions-targeting-all-iranian-banks/2012/03/06/gIQA1p0XvR_print.html
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1 On February 27, 2012, the Treasury Department strengthened the preexisting Iranian FinanaalsSanct
Regulations (IFSR) with the implementation of subsection 1245(d). The amendment extends sanctions to
Aiforeign financi al institutions that knowingly conq
with the Central Bank of Iran (CBl) @U.S:desi gnated I ranian financi al i N s
these actions, the Secretary of Treasury will impose sanctions on prigatedd foreign institutions, as
well as governmerdwned or controlled financial institutions that conduct bess with the CB{*

1 On February 5, 2012, President Obama issued Executive Order 13599, which implemented section 1245 of
the FY2012 NDAA that froze the assets of the Iranian government and prevented all Iranian financial
assets in the ©W3rfedomplaéidng ekxpoansefd, w¥Thaademwn, or
also implemented new sanctions that required US banks to seize the funds of those on the Specially
Designated Nationals (SDN) list, even if the funds are not destined to a US effititg. dPreviously, US
banks were required to block the transaction and return the funds to the sender. This order effectively
blocks Iranians from using the US banking system.

1 On January 23, 2012, the EU, which accounts for roughlyfonef t h o f xpdrts, mtrodused oew | e
sanctions to be phased in over the course 2012. The EU enacted an embargo on the purchase,
transportation, and importation of Iranian crude oil; the exportation of petrochemical equipment and
technology; as well as related finandiavestments including insurance. Existing European contracts were
allowed to continue until July 1, 2012d di t i onal ly, the EU froze the CBI
the trade of gold and other materials between Europe and th®& CBI.

1 On December 31,1, President Obama signed the FY2012 National Defense Authorization Act (NDAA)
(S.1867) that contained an amendment that required the President to bar foreign banks from opening
accounts in the US if that bank processed payments for oil through th&&dion 1245 of the FY2012
NDAA imposed unilateral sanctions on CBI in ways that impose major penalties against éntities
including corporations and foreign central bariksvhich engage in transactions with the CBI. The
sanctions on transactions unrelategetroleum were to come into force 60 days after the bill was signed.
Sanctions on transactions related to petroleum were to take effect a minimum of 180 days after the bill's
signing. The amendment provided for a renewable waiver of 120 days if thieldPtedetermined that
doing so is in the interest of the US.

f On December 5, 2011, the State Depart ment | aunched
website which was quickly blocked by Tehran amidst allegations that the US was attempgtoguiio
spies and foster regime change. US State Department officials claimed that the site was merely an attempt
to inform Iranians about student visas and explain US policy towards Iran. It appears that the effort
intended to weaken support for the ragiamong young, technically savvy Iranians. This was one in a
series of attempts to make phanerican media and resources available to populations inside Iran.

1 In November 2011, the US Treasury Department introduced new unilateral sanctions under ties afispi
the Comprehensive Iran Sanctions, Accountability, and Divestment Act of 2010 (CISADA). These new
sanctions targeted Il ranbs petrochemical industry,
infrastructure and added dozens of names to theoliganctioned individuals. These restrictions bar
institutions from conducting any business with any Iranian banksluding the CBI and its affiliates as

all-iranianbanks/2012/03/06/g1QA1p0OXVvR_printrht. filran Sanctions Bid Targets O
Exports, o0 Fddbb,@uh2é PN EThdira A.R. LakshmananGlobal Insurers Targeted in Latest U.S.

Bid to Expand Sanctions on Iran, Bloombdvtar 8, 2012 11:10 AM ET,; Al Arabiyd).S. lawmakers take next

step on new Iran sanctions on heels of European embargoes, Tuesday, 31 January 2012;

u. s. Depart ment of Ttehsery Amerslalmnian FinancialSanctions Regudations to
Implement the National Defense Autha&it i on Act 0, February 27, 2012.

“AExecut DBeoOkdeg Property of the Government of Iran al
House, Office of the Press Secretary, February 6, 2012.
“REU Iran Sanctions: Mi nh éBB@NewsJadaoy23,20l2r an Oi | | mports |

http://www.bbc.co.uk/news/worlduropel 6674660
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well as expanding sanctions on Iranian individuals and placing new restrictions on the impartatio
Iranian goods.

T On November 21, 2011, the US Treasury Department d
theCBlLas fAmoney | aundering entitieso under Section 31

T On July 27, 2010, the EU issued Council Decisioa®413/CFSP that establishes an embargo on nearly
all dualuse goods, military arms, and nucleelated items; bans EU export of key equipment and
technology for oil and natural gas production, exploitation, and refining; bans technical assistaiing, train
and financing in Iranbés energy sector; and bans acc
provision of bunkering or ship services to Iranian or Iranian contracted vessels and aircraft if they have
been involved in sanctions violans.

T On July 1, 2010, President Obama signed the Comprehensive Iran Sanctions, Accountability, and
Disinvestment Act (CISADA). The act Imposes sanctions on any person that makes an investment of $20
million or more in Iran's petroleum industry; any persitiat provides Iran with goods, services,
technology, or information with a fair market value of $1 million or more for the maintenance or expansion
of Iran's production of refined petroleum products; and/or any person that exports more than $1 million
worth of gasoline to Iran or provides $1 million worth of goods or services that could contribute to Iran's
ability to import gasolin&?

Associated with this long list of US and EU actions is the impact that the sanctions have had over
time and thestatisticsand indications ofhe impact osanctions:

T I'n March, 2013, the value of the I ranian Rial, I r
increased government intervention in the form of providing more dollars to the Iranian market and a
positivetone at the P5+Iran talks in Kazakhstaf?.

T On March 22, 2013, a report by the Wall Street Jo
production capacity has been reduced by 20% (700,000 bpd) since Decemb®r 2011.

1 A March 18, 2013 report by Th@uardian details an Iranian medicine shortage due to the impact of
sanctionsimports of medicine from US and Europe are down 30% since.Z011

1 On March 13, 2013, the International Energy Agency released their monthly oil repBebiararywhich
showed lanian oil exports rose to 1.28 mbpd.3 mbpd?®

T I'n February 2013, South Koreadbds importation of | ran
compared to January 2013. South Korea imported roughly 141,900 bpd in February and Iran currently
suppies Seoul with 6.1% of its oil needs, compared to 8.1% a year earlier. However, China imported an
increased amount of Iranian oil, up by 2.7% in the first two months of the year and increasing 74% from a

“US Department of State, fAFact Sheet: Comprehensive | r:
(CISADA) , 6 Ma y hth:Bwww.at&telgbv/e/eb/esc/iransanctions/docs/160710.htm

®Yeganeh Torbati, filran rial strengthens after "positi\
http://www.reuters.com/article/2013/03/04/iranrrencyidUSL6NOBW8D720130304

®The Wall Street Journal, fASanctions Slash Iranian Cr uc
http://blogs.wsj.com/corruptieourrents/2013/03/22/sanctiesshiraniancrudecapacitynea-20/

Saeed Kamal i Dehghan, ASurgeons struggle in lIran as s:
http://www.guardian.co.uk/world/2013/mar/18/surgeimag-sanctionsdrugs Si amak Namazi , ABIl ock
to Iran, 6 March 1, 2013. htt p: / / wedicingiojranihimes. com/ 2013/ 0.
®Rick Gladstone, Alran: Oil Exports Rose, Report Says, (

http://www.nytimes.com/2013/03/14/world/middleeast/t@hexportsrosereportsays.html


http://www.state.gov/e/eb/esc/iransanctions/docs/160710.htm
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year earlier. However, the latter number is skedee to a pricing dispute with Iran that brought Chinese
imports of Iranian oil to a virtual half.

1 In February, Reuters reported thmter the last 11 months, falling electricity demand in Iran has led to a
29% rise in Iranian eledtity exports. Numbers reported from the Islamic Republic News Agency detailed
that Iran exported 10,00flgawatt hoursince March 20, 2012, up from 7,758 the year befbre.

1 In February the Iranian Rial hit an-gilne low against the dollar, trading betgn 39,000 and 40,000 Rials
per dollar according to a report by AFP

1 OnFebruary 16, 2013he Iranian government ordered a moratorium on Pistachio nut exports. According
to the New York TimesPi st achi o nut s, one of | ragadandailphmd pr of i
doubled in price in Iran and the export ban may cause the loss of $500 million in révenue.

1 On January 26, 2013, the Central Bank of Iran fixed the official exchange rate of Iranian Rials to 12,260

dollars’?

f On January 23, 2013 it was reported that I rands auf
calendar year from 677,000 automobiles from 1.2 million automobiles a year before. According to the
report, Mohammad Bayatian, a member of the padiamt 6 s i ndustries committee,

Iranian manufactures, Khodro and Saipa, were at $407 million due to increases in raw material prices. The
government has also pledged some $814 million to the car nidkers.

On January 9, 2013, tf@BI disclosed that the annual inflation rate hit 27.4%.

1 On January 8, 2013, the US Energy Information Administration (EIA) released theirtesimorenergy
outlook report. The report estimates that Iranian crude production has been falling since the lastfquarter
2011 due to the lack of funds available for upkeep and natural decline in production. The report also
estimates that Iranian supply averaged 3.4 million barrels per day (mbpd) during the first quarter of 2012
and declined to an average of 2.6 mbpdrmiuthe fourth quarter of 2012.

1 On December 12, 2012, the International Energy Agency (IEA) released its monthly oil market report. The
report estimated that Iranian crude production was lower in November at 2.7 mbpd and may reach 1.0
mbpd into 2013. Italo esti mates that | rands exports in 2012 h
imports of Iranian oil edged upwards to 1.3 mbpd in November 2012 compared to 1.07 mbpd in September

®Min-Jeong Lee, fiSouth Korea's | r &Mach2mpoax ts Fall While CI
http://online.wsj.com/article/SB10001424127887324103504578375653102125928.html
“Reuters, filran power wuse falls, exports rise as econort

http://www.dailystar.com.lb/Business/Middieast/2013/Fel20/207175ran-powerusefalls-exportsrise-as
economiecrisis-bites.ashx#axzz20w9G4Y2q

"Rick Gladstone, Alran: Pistachio Exports Are Suspende:«
http://mwww.nytimes.com/2013/02/16/world/middleeast/i@stachieexportsare suspended.html
“Ladane Nasser iRatfe raatn 1t2, 2F60x tRad aDol | ar, Central Bank G

January 26, 2013. http://www.bloomberg.com/news/201-26/irancentratbankwill -devaluerial-8-5-against
dollar-assanctionshite.html

“Monavar Khalaj, fAlmanés shar pil ydws tTthye dFuthmwmtcifal Ti mes,
http://www.ft.com/intl/cms/s/0/41546bef54911e2a3db00144feab49a.html#axzz20rsP7b2E

“"The Associated Pr esTheNe@ Yorkdimedanuanyfo/2@18.i on Soar s, o
http://www.nytimes.com/2013/01/10/world/middleeast/tiaflation-soarsofficials-say.html

US Energy | nfor mateiram EAge myy ,Oufi $tomrkt, © January 8, 2013
http://www.eia.gov/forecasts/steo/pdf/steo_full.pdf
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2012. US sanctions continued to exert pressure on the remaining majmtars of Iranian oil: China,
South Korea, Japan, and India. The share of Iranian oil to these importers has dropped since th€ summer.

1 On December 10, 2012, the Institute for International Finance released a report that estimates that the
impactofsanci ons has greatly affected the I ranian econotl
to contract by 3.5% in 2012, opposed to 1.2% growth in 2011. Inflation is also expected to have increased
from 26.5% in 2011 to nearly 50% in 2012. Government regsrirom oil exportation, if the current price
of $110 a barrel holds, could be 40% less than in 2011.

1 In October 2012, the Iranian Rial dropped to record lows against the US Dollar, at an unofficial rate of
37,000 to one US Dollar, down from 28,000 RialSeptember 2012 and 13,000 in September ZThe
Rial has lost roughly 80% of its value since 2011 and in October 2012 was trading at roughly 37,000 Rials
to the US Dollar. This devaluation has increased everything from Iranian energy prices, ¢esdtpaide,
and imports. It has also vastly increased the rate of inflation, which may be as high as 70%. There have
been sporadic reports of HBD% inflation on consumer goods, striking workers due to unpaid wages,

bankrupt Iranian companies, and the goveme nt 6 s i nabil ity to pay workerd
Aimeans testingd to reduce soci al spendi ng, |l eading
one outside group have predicted | r anfiommthe t.2%n omy wi
positive growth in 2011.

f On July 1, 2012, the EUbs embargo of Iranian petrol
i mpact on I rands oil exports, as oil sales to the

Iranian oil exports in July were estimated at 940,000 bpd, down from 1.7 millionrbgdne and 2.8
million bpd in July 2011. Oil export revenue fell from $9.8 billion in July 2011 to $2.9 billion in July 2012.

The New US and EU Efforts

A high-level StateDepartment official summarized the US reasons for taking a much stronger
stand on sanctions as follows in December 201
action and of likeminded countries to pressure Iran to comply with its internatidsiajations,
coupled with an offer to engage diplomati ca
addressing our and the worl dés concerns about

The end result is thalS, EU, and their allies are engaged in d euth Iran over anctions that

will continue to become more intense. The U®ith the support of the EU and its European

allies in the 5+1- is now simultaneouslyfocusng on checking Iranian efforts to avoid or end
sanctions, pursng additional sanctions graduallgndin ways that maximize multilateral buy

in. It is seeling to isolate the Iranian financial, oil, transportation, and petrochemical sectors to

the extent possible. THéS Administrationis alsoattemping to inform and empower population

centers withinlram hr ough channel s such as the State Dej
in hopes that an opposition movement will again challenge the regime as external financial
constraints and domestic mismanagement continue to cause economic stagnation.

This helpsexplain why past statements by the President, Secretary of State Clinton, Secretary of
Defense Panetta, and Chairman of the US Joint Chiefs indicated that military stvikes | e @ o n
t he t webeludikely to be pursued as long as negotiations egtarbe a viable optiamA

“I'nternational Energy Agency, AMont hly Oil Mar ket Repor
http://omrpublic.iea.org/omrarchive/12dec12full.pdf

"MSanctions push lran into r ecktg/Avivweadnicagotribufe.com/Rwesisiser s, D
rt-us-iran-sanctionseconomybre8b90e20121210,0,1288929.story

"Thomas Erdbrink, Alranian cur r\WashingtonsPbstaheary 2,201i2ler | at est
Wendy Sherman, Statement before the Serateigh Relations Committee, 1 December 2011.


http://omrpublic.iea.org/omrarchive/12dec12full.pdf
http://www.chicagotribune.com/news/sns-rt-us-iran-sanctions-economybre8b90of-20121210,0,1288929.story
http://www.chicagotribune.com/news/sns-rt-us-iran-sanctions-economybre8b90of-20121210,0,1288929.story
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range of senior US 6€ials and officers havalsosaid that preventive military strikes on Iran
would not destroy Iran's nuclear ambitions, but only delay them for several years. As Secretary

of Defense Panetta has said, thevedent t ar get s fnare very difficul
At the same time, as the analysis of Iranian missile and nuclear development in this series

indicates, the US has very real military options that it is actively pursuing and for which it has
detailed strike plas. It also is pursuing a range of options which will deter and contain Iran
regardless of whether the US carries out preventive strikes, is building up the military
capabilities of the Arab Gulf states, and is working with Turkey and Jordan. The USiadd al
preference for diplomacy has not in any way led the US to take the military option off the table
or wait to respond to Iranian developments. The US and its allies are aotipebying their

missile defense capabilities, and the US has alsooffeteé m fiext ended deterrer

The Iranian Reaction

As for Iran,both economic indicators and verbal statements from its leadesisicip late 2011
indicate that stronger sanctions are a source of increasing prassustronger sanctions may
have influenced the leadership to resume P5+1 negotiations over the summer IALMHL.

foll owing chronology of sample statements by

mixed stand on the effectiveness of seims Some statements coming from members of the
Iranian government or military say that sanctions have in fact helped or are helping Iran become
more selsufficient and say that they are not working. However, other statements do shed some
light on the efiects of sanctions inside Iran:

T On April 1, 2013, Mo ha mmad Reza Bahonar, First l
AUnfortunately, the increase in |iquidity has had
sanctions increased littey | i t t | e. The effect of the s3@%andi ons or
the rest was due to decisioma ki ng p*® obl ems. &

T On March 6, 2013, Hasan Khosrojerdi, head of the 1
Association saidthat A Speci fic policies by some banks and
have resulted in the st oppageimpoted sanctionsehavp lwoughsoil by t h e
exports by the private sect or olutedy naoil lexpdrts gin€ehteo pr i v a't
months ago and is facing® manageri al barriers from N

1 On February 28, 2013, Mahmoud Bahmani, Governor of the Central Bank of Iran said that inflation will
surpass 31% by the end of Ma rnontic warnadd néell #otthink ¢f We

ar e

arrangements that can overcome these hurdleséLi ke a
T On February 23, 2013, President Ahmadinejad said d
very difficultyearf or our % conomy, o
8 ran Daily Brief, fiSanctions agai ns30%;lgovarmmert faileceto af f e ct e
manage | rands ec on o htipAwwe.irandailylsief.com/84d3/04/01/sancticaBadntian-
haveaffectedthe-iranseconomyabout20-30-governmeniffailed-to-marageiranseconomiecrisis/
8l ran Daily Brief, fPrivate sector oil exports stopped
http://www.irandailybrief.com/2013/03/0fifivate sectoroil-exportsstoppedcompletely/
¥l ran Daily Brief, ACBI: Irands inflation rate will ri:
http://www.irandailybrief.com/2013/02/28/cbansinflation-rate-will -rise-to-31-by-the-endof-march/
#¥Jason Rezaian, i ASh mzdinmenji &ad pad mi, 0s The Washington Post

http://articles.washingtonpost.com/20Q3-23/world/37253822_1 sadéarijani-world-powersnuclearactivities


http://www.irandailybrief.com/2013/04/01/sanctions-against-iran-have-affected-the-irans-economy-about-20-30-government-failed-to-manage-irans-economic-crisis/
http://www.irandailybrief.com/2013/04/01/sanctions-against-iran-have-affected-the-irans-economy-about-20-30-government-failed-to-manage-irans-economic-crisis/
http://www.irandailybrief.com/2013/03/06/private-sector-oil-exports-stopped-completely/
http://www.irandailybrief.com/2013/02/28/cbi-irans-inflation-rate-will-rise-to-31-by-the-end-of-march/
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T On January 7, 2013, Ghol am Re
sanctions, AfOn the basis of t
the last Hine months. o

za Kateb, head of the

he report, oi l sal es

1 On January 7, 2013, Ahmad Tavakkoli, a member of the Iranian Majlis discussed the reasons behind the
currency depreciation, ALiquidity disproportional I
fluctuations combined with the incompetenctoh e gover nment 6s monetary and e
have been the key factors beéhind the rising currenc

T On December 11, 2012, President Ahmadinejad decl ar
(the westerners) think thahe Iranian nation is dependent on a number of goods (which they have
sanctioned) and foreign currency and they don't understand that the Iranian nation can pass through
obstacles whenever it wantséSuch hueldyearsldtersuchi es wi |
words (uttered by the western officials afFPout sanct

1 On December 5, 2012, Viegpeaker of the Iranian Parliament Mohammad Hassan Aboufeaathisaid
that the sanctions have allowed an t o reduce its dependence on oil €
and we managed to cut Iran's dependence on oil revenues in a short time which is a great development in
the country's economyOne of the problems that we were facing for a centuag reliance on oil

revenueséThe sanctions imposed on us have created
connection between the (country's) budget and oil (

1 On December 12, 2012, Iranian Parliament Speaker Ali Larijani said}t and other sanctions have not
crippled Irands economy, AAmeri cans i magined that |
a while, but tfAis did not happenébd

9 On October 10, 2012, Supreme Leader Ali Khamenei downplayed the impact of sancs , iToday, (
enemies magnify sanctions. Sanctions are not an issue of yesterday or today. Sanctions have existed from
the very beginning; they intensified the sanctions

wonot wor k e ierdhhatrthe Banaigns wallr be tifted if the Iranian nation gives up nuclear
energy. They lie. They make decisions out of grudge and aversion [toward Iran] and impose irrational
sancti ons. o

1 On October 15, 2012, Supreme Leader Ali Khamenei declared that tive s t could not hal
economy, AWith God's grace, as was the case in ot
anything, they can do no damn thing in their econ
against a natmnoma&Biuoantwie® Il rdefi@at them. o

%The Associated Press, fAReport: I r a nof ganctionsroe nudearu e s d
program, 6 The Washington Post, January 7-4rangie 1 2. htt
revenuesdrop-45-percentin-9-monthsbecausef-sanctionson-nuclearprogram/2013/01/07/e5254658ealle2
b8b20d18a64c8dfa_stg.html

85|

op
/

"
p:/

ran Daily Brief, iGovernment 6s mi smanagement, sancti c
2012. http://www.irandailybrief.com/2012/12/21/governmemismanagemerganctionsoehindrise-in-currency
exchangeate/

®Fars Medwadifmej ad Underlines Iran's Continued Progress
2012. http://english.farsnews.com/newstext.php?nn=9107126163

Fars News, fASpeakers: Sanctions Fail to Cripple Iran"':
http://english.&rsnews.com/newstext.php?nn=9107126637

®¥press TV, fAlran will weather sanctions, overcome probl
http://lwww.presstv.ir/detail/2012/10/10/265904/i@mrweathersanctiondeader/

®AFP, fAWest pl otsti' rcgltmnediss r:uKthalmeare'i , 6 October 15, 20
http://www.google.com/hostednews/afp/article/ALegM5iM
1iIGUz6UP3aoMIfrkdjxG2lg4A?docld=CNG.c36ac90c578becd9b22b3b70fe27a38e.741



http://www.google.com/hostednews/afp/article/ALeqM5iM-IjGUz6UP3aoMlfrKdjxG2lq4A?docId=CNG.c36ac90c578becd9b22b3b70fe27a38e.741
http://www.google.com/hostednews/afp/article/ALeqM5iM-IjGUz6UP3aoMlfrKdjxG2lq4A?docId=CNG.c36ac90c578becd9b22b3b70fe27a38e.741
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1 On October 2, 2012, President Ahmadinejad admitted that oil and banking sanctions have had an impact
sayingiOne factor is from outside, and one factor is
(more) sanctionsand part of the oil purchases from Iran has decreased, and a considerable segment of our
foreign currency revenues was generated through oi
sanctions on banking transactions. If oil is sold, the paymemotde transferred, and a massive and great
secretwarggai nst I ran) is ac t*Uaweley, hewbiarded physiolpgical pressure®  wo r |

rather than government p o lAredhese surrdngyrfluctuatioas becausenad mi ¢ p
economic problems? The answer is noéls this becau
psychol ogi cal pressur’. I't'"s a psychol ogical battl e
f On September 10, 2012, Il rands Oil Minister, Rost an

effed on ongoing oil development projects and sanctions have made Iran increasingigliasif
fiPreviously, we used to import most of the commodities from abroad. We do so to some extent at present
as well, but thanks to the sanctions and our own capabijlitve hope that we would be able to manufacture

all the [needed] equipment domestically and even be
T On September 5, 2012 President Ahmadi nej aout, st at ed
hi dden, heahwayt wsaamctandist were i mpeding the economy
money, there are barriers in s%lIling oil, but we ar
T On July 31, 2012, l rands Central Bank Governor, Ma
asymmetric war against sanctions saying, félike mil
we should start a series of asymmetric economic wars under these sanctions since these embargos are no
l ess than & military war. o
T OnMarch 8,2012Ay at ol | ah Khamenei responded to President
over war, Khamenei said AThe US president has sai d:é
through sanctions, which reflects a continuation of [being unddral usi on i n this regard
of this illusion will deal a blow to t°he US officia
1 On January 24, 2012, Mohsen Qamsari of the National Iranian Oil Company declared to Mehr News
Agency thatadillranficad mew customers for i °s o |
However, two days prior, on January 26, the former Iranian Oil Ministry deputy, Mehdi Hosseini, admitted
that ALosing the European oi |l mavhidh eeeds vafiohal plahnamy e an i
by the authorities. Selling oilatsubar ket | evel prices is not ®a good wa
“Tehran Ti mes, Al ran Wil Overcome Economic Probl ems: /

http//www.tehrantimes.com/politics/10202@&an-will -overcomeeconomieproblemsahmadinejad

Saeed Kamali Dehghan, fiMahmoud Ahmadinejad: Iran's cul
Guardian, October 2, 201Rttp://www.quardian.co.uk/world/2012/oct/02/ahmadinejaa-currency
psychologicalwar?newsfeed=true

“Press TV, fdlran oil minister dotemberll® 2042. i mpact of sancHt
http://www.presstv.ir/detail/2012/09/10/260826/aitrministerdownplayssanctions/

“Fars News, fAAhmadi nej amoWartns oWadVatremn S@anembems 5A 201
http://english.farsnews.com/newstext.php?nn=9106061782

“Fars News, AfGovernor: cBI Starts Asymmetric Economic |
http://english.farsnews.com/newstext.php?nn=9104252239

“pPress TV, fALeader: Obama delusional to think Iranians
http://www.presstv.ir/detail/230591.html

®Mehr News, fAlran can readbdl yahuadynew, cRaetamers for it
http://www.mehrnews.com/en/newsdetail.aspx?NewsID=1516783

AEl Critical Threats Project, fAlran News Romewd Up, o J:
roundup/irarnewsroundjanuary26-2012


http://www.tehrantimes.com/politics/102022-iran-will-overcome-economic-problems-ahmadinejad
http://www.guardian.co.uk/world/2012/oct/02/ahmadinejad-iran-currency-psychological-war?newsfeed=true
http://www.guardian.co.uk/world/2012/oct/02/ahmadinejad-iran-currency-psychological-war?newsfeed=true
http://www.presstv.ir/detail/2012/09/10/260826/iran-oil-minister-downplays-sanctions/
http://english.farsnews.com/newstext.php?nn=9106061782
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1 On October 29, 20lNat i onal Il rani an Oi l Company deputy, Mo h ¢
agreements for receivig money for Il rands oil exportsodo and tha
diversified ways and methods for receiving its mon:¢
I ndi an accumul ated oil debt t @imed ndian.fioms #e makinga ni a n
payments for oil i mports through Russiabs Gazpr omb
have only been discussions about opening Indian accounts with Gazprombank, and that India continues to
make oil paymentstb r an t hrough Turkeyds Hal kbank. I ndia pre

submitting payments through Halkbafik.

1 On October 26, 2011, Iranian Deputy Minister of Economy and Finance MohaRezadFarzinspoke at
the German Council on Foreign Relations, and claimed that Iranian imports increased to $24 billion in six
mont hs, $8 billion of whi ch c¢cameEafsrto mt rEaudreoop ew o uH adr
approximately $140 billio?

1 On Septembet 4 , 2011, Al i Rafsanjani stated in a speech
you should be vigilant and careful. Do not downplay the sanctions...people should not be tricked...Iran has
such a big capacity that it is able to overcome (tmetgans), but | am doubtful that these capacities are
being utilized in a proper way, We have never had such intensified sanctions and they are getting more and
more intensified every day. Wherever ®Re find a | oop

Thé&rowing I mpact of Sanctions

As of April 2013, mostofficial Iranian statements still clainthat is that sanctionsvere not

af f ect i acapomly;lbuasorielanian officials have increasingly admitted thahstions

are having anmpact. The Iraian regime fluctuates between denial and admissions about the
effect of sanctions, threats to close the Gul
retaliate, and calling for negotiations.

While it is not possible to obtain reliableformation on the effects of sanctions, most sources
report a steadily tougher economic climate within Iran, with high inflation, high unemployment,
and rising consumer goods prices hitting the country. The new sanctions that went into effect
over the summer of 2@1lhave created serious banking and trade problems by cutting off Iranian
banks from international finance networks.

The sanctions against foreign banks financing Iranian oil sales and the EU embargo on all
Iranian oil whch came into full effect July 1,042 have dramatically cut the amount of oll
products Iran exports and the prices they receive. Even when oil sales are completed, banking
sanctions are making it difficult to receive the proceeds of such sales, forcing Iran to trade oil for
gold, wheat, oconsumer products:

The oil embargoi coupled with the Comprehensive Iran Sanctions, Accountability and
Divestment Act in 201G has been effective at forcing other nations to reduce or completely

®'ran Downplays Report India Paying for Oil via Russi a,
http://www.reuters.com/article/2011/10/29/irardia-oil-idUSL5E7L T06U20111029

®Top Iranian Economic Official Highl i ghtescy Baiobér26e West e
2011, http://www.irna.irfENNewsShow.aspx?NID=30632263

WReuters, AAhmadinejad under pressure inside and outsi
http://lwww.reuters.com/article/2010/09/14fuan-idUSLDE68D1KD20100914
ndira AR. Lakshmanaand Pr ati sh Narayanan, flndia and China Ski

Bloomberg March 30, 201 2nttp://www.bloomberg.com/ves/201203-29/indiaandchinaskirt-iran-sanctions
with-junk-for-oil-.htm|



http://www.bloomberg.com/news/2012-03-29/india-and-china-skirt-iran-sanctions-with-junk-for-oil-.html
http://www.bloomberg.com/news/2012-03-29/india-and-china-skirt-iran-sanctions-with-junk-for-oil-.html
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eliminate their purchase of Iranian oil productfie US Teasury Department announced in
September 2012 that it estimated that Iranian oil exports had dropped by 1 million barrels of oil

from levels of 2.4 million barrels a day in 20*4The Undersecretary of the Treasury, David
Cohen, st at e dase ih axports isidodtirjg transabowt &=chillien a month, forcing

the JIlranian government to cut I ts budget be
effectively terminated international access
government is reledged to the backwaters of the international financial system, and they know

i t% 0

The US Energy Information Agency (EIA) estimatedMarch 2013that the growing impact of
sanctions was impacting |lrands abiltity to pro

In 2012, Iran exported approximately 1.5 million bbl/d of crude oil and condensate, according to the
International Energy Agency (IEA).

élran's net oil export revenues amounted to approx
billion total generated in 2011. Oil exports make up 80 percent of Iran's total export earningséind 50

percent of government revenue, according to the Economist Intelligencelfdnian oil exports saw

dramatic declines in 2012 compared with the previous, ysatightening of sanctions by the United States

and the European Union brought Iranian oil exports to a near standstill in the summer of 2012. This was
particularly the result of the EU ban on all Iranian petroleum imports as well as the impositisarahie

and reinsurance bans by European P&l Clubs effecti
than 1.0 million bbl/d in July as Japanese, Chinese, Korean, and Indian buyers scrambled to find insurance
alternatives.

Estimates through the emd 2012 show that Iranian oil exports saw-aillion-bbl/d decrease compared
with the previous year. Every customer of Iranian crude oil and condensate decreased its imports of Iranian
oil, mainly in response to U.S. and EU sanctions.

Estimates of macroecn omi ¢ data on | rands ecoareevetymoeend pet
uncertain. There are majodifficulties in gettingaccurate data from Iraand Iranoften issues

politicized and opaque datt.is possible howeverto investigate and evaluatemds over time

and some of the o st s of sanctions forahdosandcsreeonaypmy
artificially high by a regime that could afford to subsidize it, has +bgsd since the
implementation of more stringent sanctionshdslost mae than 80% of its value against the

dollar since 2011 angastrading at around 37,500 Rials to one doileFebruary 2013,p from

13,000 in September 201% As of March 2013, the Rial has gained roughly 10% of its value
against the dollar and is curtgntrading at 33,200 Rials per doll&f.

Iran is now seen in some countries as an unreliable energy supplier due to the difficulties of the
current banking sanctions and is scrambling to find markets for its crude oil. Furthermore, the
| r ani awaluRhasarosedived and fell to a record low in SeptemI2812 as sanctions

“jonathan Spicer, fAU.S. Says ReéutersDept@ribér 13k20f2ort s Down Dr a
http://in.reuters.com/article/2012/09/12/vsanctionsdINL1ESBKCKRX20120912

“jonathan Spicer, AU.S. says Iran oil exports- down dr a
sanctionsdINL1IES8KCKRX20120912.

194y.S. Energy Informatiomdgency, #ACountry Analysis: Ilran, o March 28,
http://www.eia.gov/countries/cab.cfm?fips=ir

“f1ranian currency slides under | atest U.ZX2012sancti ons?od
)  adane Nasseri, fAlrands Rial Gains 10% as Government

2013.http://www.bloomberg.com/news/20L8B-05/irans-rial-gains10-asgovernmentoostsdollar-supply.html



http://in.reuters.com/article/2012/09/12/usa-sanctions-idINL1E8KCKRX20120912
http://www.eia.gov/countries/cab.cfm?fips=ir
http://www.bloomberg.com/news/2013-03-05/iran-s-rial-gains-10-as-government-boosts-dollar-supply.html
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continued to bite at the Iranian economy and fears of increased EU sanctions hit the market.
l rands government, economy, and <citiszamhs ar e
indications pointo a bad economic condition within Iran

Since the two periods in January and October 2012, the Iranmiancy has since become
increasingstable due to Iranian measures to shut down black market money |endaetise
currencyhas not regained much of its previous vadunel inflation, that the CBI calculated at
31%, continues t o elmrespande tolthe auréney rersis, in Oataber thg s .
Iranian government instituted a new tiered exchange rate policy, whalealavel besides the

official rate (used to buy essentials such as medicine, grain, and sugar) has been instituted at the
25,480 Rials to 1 dollar raf& However, the black market prices are still reported to be
significantly higher than this figure. Thexchange rate that is used for official government
business, and is therefore not open to private use, has been fixed at 12,260 since January 2012.

It is also clear that there were have been majoreases in food pricebat sharply affected
access tdood in a country that the World Trade Organization estimates imported $8.2 billion
worth of food and $9.4 billion worth of agricultural products in 2810 has reduced meat
consumption, led to the buying and hoarding of gold, dollars, and even casbahgly reduced
foreign and domestic investment, strained government revenues, and forced Iran into massive
new efforts to use third parties and other nations to disguise its economic activities.

This does not mean Iran is being fatde negotiate on tens acceptable to the US and the EU.
Sanctions could still lead to serious and ultimately successful negotiations between Iran and the
P5+1, or could be the beginning of years of more intense but-violent US and Iranian
confrontation at every level, oraate a crisis that leads to armed clashes or serious conflict. In
the late spring and summer of 2012, for example, it looked as though successful negotiations
were possible.

The negotiations between Iran and the P5+1 in the summer of 2012 did sligjatlg tensions

as the first significant meetings in years took place. However, the fact that both parties were
talking to each other in the same room had little impact. The differences between Iran and the
P5+1 derailed the process and there were statsrtf@itno new sessions were planned.

Only an agreement between the two sides can solve the crisis. Since the summer of 2012, Iran
has made new threats, carried out new exercises, and announced that it is deploying more
efficient centrifuges. This follows pattern of more than a decade in which Iran has used
negotiating efforts as stalling tactics.

Yiran Daily Brief, ACBI: Iranoés inflation rate will ri
http://www.irandailybrief.com/2013/02/28/cbiansinflation-ratewill -rise-to-31-by-the-endof-march/

st eve H. Hanke, fAlrands death spiral, o Gulf News, Nov
http://gulinews.com/business/economy/irsdeathspirat1.1105374

Yjames Ball, fATensions over Ilrands currency spark clas
Post, October 3, 201Bitp://www.washingtonpost.com/world/natiorsgcurity/tension®veriranscurrencyspark
clasheshetweenprotestes-securityforces/2012/10/03/e8c956I7e11e2a3132363842b7057 story.html



http://www.irandailybrief.com/2013/02/28/cbi-irans-inflation-rate-will-rise-to-31-by-the-end-of-march/
http://www.washingtonpost.com/world/national-security/tensions-over-irans-currency-spark-clashes-between-protesters-security-forces/2012/10/03/e8c95678-0d7e-11e2-a310-2363842b7057_story.html
http://www.washingtonpost.com/world/national-security/tensions-over-irans-currency-spark-clashes-between-protesters-security-forces/2012/10/03/e8c95678-0d7e-11e2-a310-2363842b7057_story.html
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The | mpact of |l rands Dependence on
Vulnerability

In order tomore fullyunderstand the pressures Iran faces, it is necessary to understand just how
dependent Iran is on petroleum and gas exports. Regardless of what Iranian officials may say,
petroleum exports make wup the bul k anttions,r anods
embargoes, or military attacks. l rands econom
to withstand a large drop in oil exports. The Heag War, sanctions, years of mismanagement,

badly structured state intervention, and enderoicuption have taken their toll on the Iranian
economy.

As Figure V.1 and Figure V.2 show, Iran has massive oil and gas reserves, although it has
politicized its estimates of its reserves ever since the beginning of thkdgawar in order to

increae its relative importance. The EIA reports tf@tAc cor di ng t o Oi | & Ga
January 2013, Iran has an estimated 154 billion barrels of proven oil reserves, nine percent of the
world's totalreserveea nd over 12 per c &MOPECklkased RsR2CL2 Anaumler v e s
Statistical Bulletinin July 2012t h a t raised |l randés proven resel
barrels of crudeSome analysts are skeptical of this estimate, however, as Iran revised its
reserves a week after Iraq had revised\ts, leading some to speculate the move was political.

As for Natural Gas th&lA reported thatif Accor di ng t o Oi | & Gas Jour
Iran's estimated proved natural gas reserves stood at 1,187 trillion cubic feet (Tcf), second only

to Rusfa. Eighty percent of Iranian natural gas reserves are located Hiassoniated fields, and

most of these r eser veéwhildlars notbeen dbke eoriullydkexplie | o p e
these reserves, the EI A asasegodpradicgoh, naturabgas, Al n
development has been slowly expanding. Nonetheless, natural gas production has been lower
than expected as a result of a?lack of foreig

The | ocation of t hese poefadites, ansl key poteratial targetspni p e | i
l rands petr ol eum Figuesvt3eBut massive oikamd gas reserves do not
translate into national wealth unless they are produced and sold.

While such estimates are uncertain, the CIA estinthigdran only had a per capita incoroé
around$13,300 in 2011 even before the US and Europe imposed new and far more draconian
sanctions. l rands pe rMinghe wdrld amd vas by éantlee lotvésterank r a n k
of any major oil producenithe Gulf, except Iraq. Iran also had an unemployment level in excess

of 15%, and youth unemployment somewhere betwee3020i when acute underemployment

was taken into account. Some 18. 7% of the po,
middle dass and business class had already suffered from years of inflation, state intervention,

and government corruptidt.

"ys Energy Information Agency, fACountry Analysis Brief
http://www.eia.gov/countries/cab.cfni@$=ir

Mys Energy Information Agency, fACountry Analysis Brief
http://www.eia.gov/countries/cab.cfm?fips=ir

"2UsS Energy Information Agendmrch2820dintry Analysis Brief
http://www.eia.gov/countries/cab.cfm?fips=ir

WBcI A, World Fact bo o khttpsfHviwwaiagowlibrihdpultidatioss/theoBdt 0 2 |
factbook/geos/ir.html
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|l rands per cdepdagealightlyriost3rh@) itshranlsing in the world has dropped

to 97" place, and the CIA estimates tfigt unemployment rate and youth unemployment rate
remain above 15% and above 20%, respectiVelgflation has also risen, from 22.9% in July
2012to 23.5% in Augus012'* More recent reporting indicates that inflation has continued to

rise over the pastear as sanctions have increased. The figure of 23.6% inflation that the CIA
estimated Iran was experiencing in 2012 has increased to 31.5% according a March 2013 report
by the CBI; this is compared to 30.2% in February 2¢f13.

The EIA hasestimatedthat Iranreceived roughly $6®illion in petroleum export revenues in
2012,down from their previous estimate of $95 billion in February 2012, before new sanctions
were implementedThis $95 billion figure, according to the EIA, translates i§iig409 inper
capita revenuesk roughly onetwelfth of the entire per capita incorttéWith roughly $27 billion

cut from previous estimates this per capita income figure is lower.

Oil revenuesare stilll r ands only major sour csetimaekthdttheyd cur
account for80% of all Iranian exports in 2011, or sor#i87.2billion out of a total of $09.5

billion in annual export§? Their value wasargert o t he nati onds entire toc
($74 billion). The Iranian economy could simphot function without them, and is sufficiently

marginal so every dollar equivalent matterg ar t i c ul ar forgignurrancyeservas a n 0 s
only totaled some $109.7 billion at the end of December 2@dtllhave so far dwindled to $69

billion in Decembe 2012

As another reminder as to the difficulty of
the EIA estimated that l rands earnings from ¢
$87 billion estimated by the CIA. Unfortunately therens way to know which estimate is

better.

Hcl1 A, World Fact bo o khttpsiviwwaiagowlibrihdpukdidatios/theofldt 0 2 |
factbook/geos/ir.html

"Yeganeh Salehi, fAlran Inflation Quickened to 23.5% in
http://www.businessweek.com/news/260205/iraninflation-quickenedto-23-dot5-percentin-12-monthsto-aug
dot20
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Figure V.2: lrandés Oil and Gas Res
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Sanctions and Oil Production Capacity
Sanctionsandembr goes affect four major aspects

its reserves by developing new sites and improve its recovery technology, its ability maintain or

increase its production rates, its ability maintain or increase its exgatiog and its ability to
create new refinery capacity to reduce its dependence on product imports and gaivaadzed
through its own product exports.

Experts di sagree over how sanctions affect

of

increasing itsoil production capacity. The EIA seems to be relatively neutral, and it makes

public analyses that seem to track broadly withanse OPEC and IEA studies.
In the case of oil, EIA reporting iarch 2013noted that?°

International sanctions enacted in 20&nd 2012 have stymied progress across lran's energy sector,

especially affecting upstream investment in both oil and natural gas projects. The United States and the

European Union, in particular, have enacted measures that have affected the Iraniarseatergmore

profoundly than any previously enacted sanctions. These sanctions have prompted a number of
cancellations of upstream projects and have resulted in declining oil production capacity. Sanctions have

also impeded the import of refined produ@Bectively reshaping the midstream sector and forcing Iran to

become selbufficient.

élran faces continued depletion of its production

rates (813 percent), coupled with an already low recgvete of around 230 percent. Sanctions and

prohibitive contractual terms have impeded the necessary investment to halt this decline. Moreover,

sanctions enacted in late 2011 and throughout 2012 have accelerated Iran's production capacity declines.

é | r'safifth five-year development plan covering 262015 calls for an increase in crude oil production

capacity to 5 million bbl/d in 2015. In addition, it identifies a need for $35 billion per year in upstream
investment in both the oil and natural gas eeand anticipates that the majority of the funds would come

from foreign investors under buyback contracts. However, given that the previoy®divé20052010)
plan saw total upstream investment of only about $10 billion, the latest plan likely wdliffloeilt to
implement, even without western sanctions.

€A series of sanctions targeting the oil sector

of foreign companies, while also affecting existing projects. Following the implementétsamations in

late-2011 and mieR012, Iranian production dropped dramatically. Although Iran had been subject to four

earlier rounds of United Nations sanctions, the much tougher measures passed by the United States and the

European Union have severelynaered Iran's ability to export its oil, which directly affected its ability to
produce petroleum and petroleum products.

élran Light crude stream is the other key grade

Khuzestan regi on éhapmduce trdn Lighhhave bdere pratdiscing for decades and are
declining rapidly. NIOC has been workiran offsetting these declines through the use of enhanced oil

recovery (EOR) techniques, mainly using associated gas. However, this effort was devapdyed as a
result of a shortage of natural gas available for reinjection.

€ Al though there were a number of new exploration

several years, which could provide Iran with an increase in its crugeodiliction capacity, sanctions have

negatively affected the Iranian oil industry. In the last year in particular, Iran has seen a significant erosion

of production capacity that is at least in part attributable to the sanctions.

Virtually all western compaies have halted their activities in Iran, although there are a number of Chinese

and Russian companies that are still participating. The sanctions and lack of international involvement has

particularly affected the upstream projects negatively, as theofagxpertise, technology, and investment

Eng gy I nformation Agency, fACountry Analysis Brief:

http://www.eia.gov/countries/cab.cfm?fips=ir
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has resulted in delays and, in some cases, cancellations of projects. Nonetheless, development of a few
projects continues, albeit at a slower pace than planned.

|l rands devel opment pr ob lteerfest thatdhe danibneNationaldOd mp o u r
Company(INOC) and the Iranian government have done a notoriously bad job of structuring
attractive proposals for outside investment and participation in petroleumi delé®ugh they
sometimes eventually compromaison more financially realistic agreements. Investment in
l ranian oi l and gas does not give the outsid
forces it to sell to the highest bidder at world prices, and presents the constant risk of
nationalizaion, unilateral cancellation without compensation, or sanctidhs. EIA sums up
contractual difficulties foreign companies have in exploiting Iranian oil and natural gas
resources, even without the impact of sanctiéhs:

The Iranian constitution prohibit®reign or private ownership of natural resources, and all production

sharing agreements are prohibited under Iranian law. The government permits buyback contracts that allow

international oil companies (IOCs) to enter into exploration and developmenaasrthrough an Iranian

affiliate. The contractor receives a remuneration fee, usually an entitlement to oil or gas from the developed

operation, leaving the contractor to provide the necessary capital up front. Once development of a certain

field is compete, however, operatorship reverts back to NIOC or the relevant subsidiary. The payback of

the capital cost is deducted from oil and gas sales revenues. According to FACTS Global Energy, the rate

of return on buyback contracts varies between 12 and Temewith a payback period of about five to

seven years.

|l rands internal political debates over foreig
the end result is that energy investments in other more stable oil exporting countries often offer
better terms. Outside powers and companies are also increasingly cautious about dealing with
Iran in ways that lead to tensions with the Arab oil and gas exporting states.

Sanctions andNatural Gas Production Capacity

In the case of gas, Iran hasroughby% of t h e wonvdntbriagas reservesecond
only to RussiaThis distinction is critical since gas extraction technology is changing so rapidly,
and past estimates of conventional reserves are losing much of their meaning.

The EIA estimateghat Iran has the second largest conventional gas reserves in the world at
1,187 Trillion Cubic Feet (TCF) vs1,688TCF for Russia, an890 TCF for Qatar? However,

fracturing directional drilling, deepwater drillingand other technological developmertse
guickly reducing the importance of convention
potentially commercial reserves may be closer to 8% than'#8ean is estimated to be theé"4

largest producer of natural gas and accounts for 5% of the W d 6 s gas maductiom, but

lEnergy Information Agency, fCountry Analysis Brief: |
http://www.eia.gov/countries/cab.cfm?fips=ir
2Energy Informt i on Agency, fCountry Analysis Brief: lran, o M
http://205.254.135.7/countries/cab.cfm?fips=IR
“Energy Information Agency, fiCountry Analysis Brief: |

http://205.254.135.7/countries/cab.cfm?fips=IR
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has limited export capacit§fin contrast the Arab Gulf states have some 26% of world natural
gas reserves and are responsible for 10% of world gas prodtftion.

The EIA reports that®®

Iran's natural gas reserves are located predominantly offshore, although significant associated natural gas
production originates from the country's onshore oil fields. The giant South Pars gas field, only a portion of
which is in Iranian territory, compsés over 27 percent of Iran's total proved natural gas reserves and is
Iran's largest natural gas field. South Pars' proved natural gas reserves are estimated at 325 Tcf, according
to FGE, with 34 billion barrels of condensate in place, as reported bl ®iband Gas Directory.

€As a result of the poor i nvest ment climate and i
companies, including Repsol, Shell, and Total, have divested from Iran's natural gas sector. In response,

Iran has looked towd eastern firms, such as stat@ned Indian Oil Corp., China's Sinopec, and Russia's

Gazprom, to take a greater role in Iranian natural gas upstream development. Activity from these sources

has also been on the decline because of imposition of sanctidastmology and financial transactions.

Under Iran's buypack scheme, foreign firms hand over operations of fields to the National Iranian Oil
Company (NIOC), and after development they receive payment from natural gas production to cover their
investment. National Iranian South Oil Company (NISOC), a subsidiary of NIOC, is responsible for much
of the southern natural gas production.

Gross natural gas production totaled 7.9 Tcf in 2011, increasing nearly 2 percent compared with the year
prior. Nearly three quarters of total production originated in-agsociated gas fields, with the remainder
of gross natural gas being produced associated with oil.

The South Pars field accounts for about 35 percent of Iran's total natural gas production,eatite siz
production coming also from the Kangan and Tabnak fields. In addition, Gonbadli began producing in June
2011 and contributed about 25 thousand cubic feet (Mcf) during the remainder of the year.

éMuch | ike in the oil s e beero mamperédhby intaermational sahctiomsa s s e
Although sanctions targeting the Iranian natural gas exports were only recently enacted by the EU, lack of
foreign investment and sufficient financing has resulted in slow growth in Iran's natural gas production.
According to some analysts, Iran should have become one of world's leading natural gas producers and
exporters given its large resource base. Development of its fields has been hampered by a combination of
financing, technical, and contractual issues.

Noneheless, Iran's natural gas production has grown and likely will continue to increase in coming years.
FGE [FACTS Global Energyestimates that Iran's gross natural gas production will increase to 10.9 Tcf in
2020, but that growth will depend on the patdevelopment of the South Pars field.

€ Because of repeated contractual disagreements among companies involved in the development of this
field [Kish natural gas field]as well as the infrastructure required (which includes the construction of a
natural @s processing plant, gas pipelines, and a new power plant), the first phase of this field is unlikely to
come online before 2020.

€ The North Pars field, adjacent to South Pars, has approximately 50 Tcf of reserves of sour gas. China
National Offshore Oil Grporation (CNOOC) signed an agreement with NIOC to develop North Pars,
however, CNOOC recently halted its activities as a result of U.S. sanctions. According to FGE, this project
is not likely to come online before 2020.

Energy I nformation Agency, fCountry Analysis Brief: |
http://205254.135.7/countries/cab.cfm?fips=IR

“Energy Information Agency, fCountry Analysis Brief: |
http://205.254.135.7/countries/cab.cfm?fips=IR

Energy I nformation Agency, fCountry Analysis Brief: |
http://205.254.135.7/countries/cab.cfm?fips=IR
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éOverall, I r an 'ngptiomia expectad to gyosv sarouadd H eneent annually for the next
decade. The potential for shortfalls in natural gas supply will also increase as domestic natural gas projects
face delays.

In 2011, Iran's imports of natural gas grew to 1,024 MMcf/d, wh#eexports totaled 875 MMcf/d.

Preliminary data for 2012 show that, on average, Iran exported more natural gas (850 MMcf/d) than it

i mported (513 MMcf/d)eéSince 2000, Iran's annual nat
two years (2010rad 2012). In 2011 and 2012, Iran accounted for less than 1 percent of global dry natural

gas imports and exports

This analysis shows that Iran has far greater potential to produce and export gas and oil than it
hasthusbeen abl e to e >dpoil production and axpditation p@dEemsaare
compounded by old facilities, limited upkeep, and the lack of expertise to reach harder shale
deposits. The degree to which past sanctlemse affected delays, bid failures, anelayed or
preventedcontractnegotiationgemains uncertain, but it is clear that new sanctions introduced in

late 2011 and throughout 2012 have had a major impact. As of J@§1P,the EUhasfully

embargoed Iranian oil, India has cut back its purchases, Japan is looking fuataltsurces,

and Chinese imports have dropped. This, coupled with soaring production frognmdragsing

production from Libyaa nd Saudi Ar abi a, -caonndv etnhtd ogqrad wt hs oafr
and gasmakes it easier for countries to find alterrsgarces of oil.

More importantly, new sanctions that the US and EU have imposed will continue toitmake
difficult for Iran find outside investment to develop and exploit their oil and gas faids

additional sanction#n the recenthi nt r oduced | idloclPe&venti on Act
furtherincrease the list of blacklisted Iranian companies, potentially block Iranian assets held in
Euros, designate the IRGC as a terrorist enéihd continue to restrict business dealing with

Iran. Sanctionshavaf f ect ed | rands ability to reinforce
oil companies from Iran in the past few years
| r aabilitysto maintain and expand its production capacity is fragilesamdtions will hit hard

over time.

Sanctions and Iranian Oil Exports

The practical 1 mpact of I ranés export potent.i
10% of the wor |l do ¢bilion barr@snversus Zbbilliorefer Saud Agabia, ( 1 5

297 billion for Venezuela, and 173 billion for Canada), and its percentage of potential reserves is
substantially lowet?” Iran currently only produce8.6% of world conventional oil liquids
according to December 2012 EIA data. Without large itnwests into the oil sector it is unlikely

that this figure will increase dramaticalfy.

I n contrast the Arab Gulf states have some 7
produce some 25% of world &ff. Iran lacks refinery capacity, and its layggeadily growing

population consumes a significantly larger part of its total production than in the Arab Gulf
states. Moreover, Iran has already tapped 75% of its known reserves, so the likelihood of new,
major discoveries is low. Recently discoveredrses have allowed Iran to hold oil production

UsS Energy Information Agency, f@ACountry Analysis: |lran
http://www.eia.gov/countries/cab.cfm?fips=ir

ys Energy Information Agency, fdlOl2.ernational Energy S
http://www.eia.gov/cfapps/ipdbproject/IEDIndex3.cfm#

129B8p BP Statistical Review of World Energy, June 2011, bp.com/statisticalreview. pp. 6, 8
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relatively steady, and they may even help production levels to grow somewhat in the immediate
future, but new sources will not be able to offset natural declines beyond théestmorAAs a

result, Iran will fave to rely heavily on proven but undeveloped reserves, which will require
major new investments’

Impact on Production and Exportation

It i s also clear that the i mpact of sanctions
determined by cuent production and has been far more immediatd-igsre V.4 shows, Iran

has had major cycles of problems in its oil production and exports ever since the fall of the Shah

Ta time when ITrands export dAttheesare ddeFigue V.3 mi | | i

shows that I rands exports have dropped since
The EIA reports thalran exported approximately 2.2 million bbl/d of crude oil in 2010, and that

|l rani an Heavy Crude Oil fwdd olwrean dsy Ilaragd satn d.
l rands net oi l export revenues amounted to ap
of Il randés government revenues, while crude o
percent of I|lr@&nbés total exports

EIl Abs updated March 2013 report detailed Iran
received $69 billion in 2012. Production was down as well fronmh@ad in 2011 to 3.5nbpd

in 2012 However, again illustrating the difficulty of gettimgcurate information on the Iranian
energy sector, the EIA reported t hambtpd,owands F
from 2.35 mbpd in February 2013.

Datasuggest that the additional US and Billand insuranceanctions, especially the lgul®

EU embargo, have had dramatic effects on 1lran
were down 45% from a month before due to import reductions from China (down 28%); India
(42%); Turkey (71%); and zero imports from Japan, South Affieaayan, and South Kore&.

Revenue was also down in Jiil$2.9 billion compared to July 2011 at $9.8 billiéh.

At the same timehe effectiveness of sanctions is partially dependent on the ability of importing
nations to cut back on Iranian oil imporgs)d there are several important cases where US and
EU sanctions have not been fully appli€gure V.4 shows that China, Japan, and India were

far more dependent on Iranian exports than others before the US and EU imposed new sanctions.
Therefore, Sectiori245 of the FY2012 NDAA included a provision for a 180 day sanctions
wavier if a country had significantly reduced its purchases of Iranian oil. This has allowed
countries that depend on Iranian oil time to find alternate sources of supply.

130Bp, BP Statistical Review of World Engy, June 2011, bp.com/statisticalreview. pp. 6, 8
BIEI A, DOE, Country anal ysi sht®B/05854.435.7/¢olntriescab.ofmMpsHR uar y 1

13 |nternational Energy Admisit r at i on, fAMont hly Oil Market Report, o Mar
http://omrpublic.iea.org/omrarchive/13mar2013fullpub.pdf

¥The Rhodium Group, fAlran Sanctoi oSesptlepnbaetre :5,A 2F0alr2t.i c u |
http://msnbcmedia.msn.com/i/msnbc/sections/news/IranSanctionsUpdate.pdf

¥patti Domm, Alran Oil Revenue <0B12inks as Sanctions St
http://www.cnbc.com/id/48928507/Iran_Qil_Revenue_Shrinks_as_Sanctions_Sting
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Yet, these sae importing states have to carefully consider what happens if they do not comply
in the future. As the EIA noted in November 20%1:

l rands oi l exports also have been affected by sanct
receiving payrents from India for its exports, when the Reserve Bank of India halted a clearing mechanism

due to sanctions. Some of the payments have been cleared through Turkish and UAE banks. More recently,
NIOC announced that India has cleared all oil debts to heyugh Gazprombank of Russia and Iran has

already received all overdue payments for its exports to India.

¥EI A, DOE, Country anal ysi sht/f05854.435.7/¢olnriesicab.ofm@msHR uary 1



http://205.254.135.7/countries/cab.cfm?fips=IR

Iran V: Sanctions Competition April, 19 2013 25

Figure V.4: l rands Oil -Ram@e Gas Exports

Iranian total supply and consumption of oil, 1980-2012
thousand barrels per day

4,500
4,000

3,300 production decline
because of lranian

3,000 Reyolution

2,500
2.000
Iran-lrag War

1,500
1,000

consumption

500
0

1980
1982
1984
1986
1988
1980
1982
1984
1905
1998
2000
2002
2004
2005
2008
20310
20z

’“—_-s,l Source: U.5. Energy Information Administration, International Energy
Cla' Statistics Database and Short-Term Energy Outlook

[__Iran’s Refining Capacity, 2011 _|
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Figure V.4: Il rands Oil TRantdwoGas Exports
Iranian Marketed Matural Gas Production and Consumption,
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FigureV4:lran 6 s Oi | andPatahsee Exports
Country 000 bblid Share of total (percent)
China 426 20
Japan 362 17
India 345 16
ltaly 208 10
South Korea 203 g
Other 610 25
Total Exports 2,154 100

IRAN CRUDE OIL AND CONDENSATE EXPORTS FOR KEY COUNTRIES
January - June 2011

Total Volume of Iran as a
Percent of Iran's Crude Imported Percentage of
Exports from Iran (‘000 Total Crude
bid) Imported
European Union 18 452
[taly 7 183 13
Spain B 137 13
France 2 49 4
Germany 1 17 1
UK <1 11 1
letherlands 1 33 2
DOthers 1 22 1
Japan 14 341 10
India 13 328 11
South Korea 10 244 10
Turkey 7 182 M
South Africa 4 98 25
Sri Lanka 2 39 100
Taiwan 1 33 4
China 22 243 11

Average Iranian imports and exports of natural
gas, 2012 (million cubic feet per day)
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Total 805 770
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Figure V. 4: I randisParodr and Gas Export
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Figure V.5: Iranian Oil Production SinceNew US and EU sanctions Have Been
Implied
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Impact of Domestic Consumption

Iran faces another set of problems because it has very high domestic consumption of petroleum
producs. In 2011, the energy intensity in Iran was as high as the Middle Eastern average, but
twice as high as the world average, and the energy factor, the ratio of final energy use growth to
GDP was more than triple the world average at £2Ihhis means thdtan is relatively energy
inefficient and has relied on energy subsidies in the past to reduce the price burden on its
population. Subsidized prices, coupled with a population that has doubled since 1979, has
created excessive demand and inefficient enesgg.

Natural gas and oil accounted for 59% and 39%, respectively, of domestic energy consumption;
Iran consumed 5.4 TCF of natural gas in 2012 and 1.7 million bbl/d of oil (mostly diesel and
gasoline) in 2011 The majority of Iranian petrochemical exports are crude oil (mostly the
Heavy variety), condensate, naphtha, fuel oil, kerosene, and a small amount of gasoline (3,000
bbl/d in 2011 to Pakistan and Afghanistan).

In the past Iran was forcdd rely on impeots for higher valueadded refined products, such as
gasoline, jet fuel, and dieseBut recent improvements and expansions of refineries have
increased the level of domesticaffyoduced gasoline and the EIA estimates that gasoline
imports will end in 203.**® Previous analysis by the EIA stated that Iran could become a
gasoline exporter by 20E5While reliable numbers are hard to come by, the EIA estimates that
in 2010, Iran imported 78,000 bbl/d of refined oil products, roughly 70% of total imports.

The HA noted in February 201that*

Iranian domestic oil demand is mainly for diesel and gasoline. Total oil consumption was approximately
1.8 million bbl/d in 2010, about 10 percent higher than the year before. Iran has limited refinery capacity

fortheprodict i on of l'ight fuel s, and consequently i mpor

total refinery capacity in January 2011 was about 1.5 million bbl/d, with its nine refineries operated by the
National Iranian Oil Refining and Distribution C@any (NIORDC), a NIOC subsidiary.

The Iranian government subsidizes the price of refined oil products, however price reforms instituted in
December 2010 removed some of the subsidies, which significantly affected gasoline consumption in Iran
(see Gasolinesection below). Iran is an overall net petroleum products exporter due to large exports of

residual fuel oil.

éSanctions i mposed on |Iran have made it difficult

The government has attempted to controhstomption by implementing accelerated subsidy reform,
resulting in a sharp increase in the price of gasoline. The subsidy reform spurred political opposition
because of inflationary fears in the midst of an economic downturn. Furthermore, petrochemisal pla

®Atabi, et. al, fLong Run Energy Demand in Ilran; Effi

States Association for Energy Economid®e International Association for Energy Economics Working Paper.
March, 2011, p. 5.

¥"US Energy Information Agency, fACountry Analysis: Ir
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were converted so that they can produce gasoline as atstrormeasure. However, the converted plants
produce low quality gasoline, causing significant environmental problems.

In 2010, Iran consumed around 400,000 bbl/d of gasoline, about 4 p&setitdn consumed in 2009. Iran

does not currently have sufficient refining capacity to meet its domestic gasoline and other light fuel needs.
However, the government has approved a number of expansions of existing as well as construction of new
refinerieswith the aim to make Iran setufficient (and an exporter of gasoline).

The updated March 2013 analysis contains roughly similar nurtfbers:

Iranian domestic oil consumption is mainly diesel and gasoline. Total oil consumpticapp@asimately
1.7 million bbl/d in 2011, about 1.5 percent lower than the year before.

éln response to international sanctions and the re
expanded its domestic refining capacity. As of January 2043pial refining capacity was nearly 1.5

million bbl/d, with all nine of its refineries operated by the National Iranian Oil Refining and Distribution
Company (NIORDC), a NIOC subsidiary.

Iran plans to increase refining capacity to becomesdffcient n gasoline production. Over the last
several years, Iran's gasoline import dependence has decreased significantly as a result of increased
domestic refining capacity and lower demand. According to FGE, Iran's gasoline imports will cease
sometime in 2013 asome upgrades to refineries take place. Furthermore, following the installation of
crackers, fuel oil upgrading facilities, and upgrades to existing refinerie2@b5t fuel oil exports are
expected to decline.

élran's ener gy pr ied gadicularly for ghselinev At they end ofi 2050j tlikigavernment
decreased the subsidies on energy prices to discourage waste. Over the next couple of years, the
government plans to further reduce subsidies so that Iranian consumers would pay priveseticitsely

reflect the market value of energy. Removal of subsidies includes both petroleum and natural gas.

As part of an effort to reduce the wasteful and expensive Iranian government energy subsidies
that reportedly cost around $70 billion year, oramel y 20% of Il rands Gl
Ahmadinejad instituted a Targeted Subsidy Plan in 261his plan has since reduced subsides

on staple goods such as bread and gasoline and compensated lower and middle class people with
monthly cash handoutxqualing$40. Prices for bread and some other foods have increased and
gasoline is now priced at $1.60 to $2.60 per géffon.

An International Monetary Fund (IMF) report indicated the plan has eliminated about $60 billion

in expenses for Iran, but some Iranian econtsrbelieve that the number of people taking cash
handouts has all but eliminated the savings from the subsid$f Aista result, it is unclear what

has affected the Iranian economy most: the Targeted SubsidyaBthtional sanctions or | r an o
underlyingstructural problemsWhat is clear is that Iran is suffering from stagnant or negative
economic growth.

The EIA reported ifFebruary2012 that!*

s Energy Information Agency, 3%Country Analysis: I ran
http://www.eia.gov/countries/cab.cfm?fips=ir

“2Djavad Salehl sf ahani, flran: Subsidy Reform amid Regional T
http://www.brookings.edu/research/opinions/2011/03/a8-salehtisfahani

Kenneth Katzman, #Alran Sanctions, o Congressional Rese

“I'nternational Monet Boarg CoRcluded 2011fAitiddeAV ddmseltatiort withvttee Islamic
Republic of Iran, o0 August 3, 2011. http:// www.imf.org/

“SEl A, DOE, Country anal ysi shtB/f05854.435.7/¢olnriesicab.ofm@msHR uary 1
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Iran has had other difficulties with refinery capacity expansion recently. During the inauguration ceremony
(led by Il rands president Mahmoud Ahmadinejad) of th
as a result of a gas leak. It took NIORDC four months to rebuild the unit and bring it online.

Finally, Iran plans to increase refining capacity with #ira to become seBufficient for gasoline. Plans

for capacity increases through expansions at existing refineries as well as planned Greenfield refinery
construction have been announced. Iran has issued permits to construct six new refineries witheal comb
refining capacity of 1.2 million bbl/d; however there has been little progress because of financing
difficulties.

Iranian gasoline imports were approximately 78,000 bbl/d in 2010, nearly 70 percent of total product
imports. Current and proposed expans of Iranian refineries likely will come online between 2012 and
2017. Iran is expected to remain a gasoline importer next year, however if proposed expansions occur as
planned, it is possible the country will become a gasoline exporter in 2015.

Otherreports indicate that Iran has been able to cut its imports while increasing its domestic
refining capabilities. AReuters report in early 2012 stated that Iranian imports of gasoline have

been reduced from around 40% of total imports to roughly 5% dfitoperts*® This reporting

may have beeworroboratedoy r ecent EI'A analysis which sta
consumption was 1.7 mbpd but i n January 2013,
and has increased over the last severalsy&arhis report underscores one of the current
guestions over sanctions in the past few years, notwithstanding the questionable accuracy of the
data, if the sanctions have pressed Iran into moving towardsustfiency in gasoline
production.

Previousreporting makes it apparent that Iran may still have a refined oil shoAagport by
Reutersin November 2012d et ai |l ed | randés plan to ration
methanol, and only accept cash from domestic airlines for jet*fueladdition the ticket prices

of national flag carrier Iran Aihave drastically increased double for some international
destinations, and between-%0% for domestic destinations because of fuel pritds.another

report in the Washington Post, Seyyed Abdolrétausavi, head of the Iranian Airlines
Association, stated that most flights from Tehran, Mashhad, and other airports were canceled due
to the failure of domestic airlines to pay their debts. He also said that fuel would only be given to
airlines on a casbnly basis?®

Official pronouncements of domestic Iranian gasoline production seemingly run counter to other
news about ri sing gas prices and new gasolir

BN

equati ono when it ¢ o me sexports because sd nauoh obthellraniam d n &

“Reuters, Alran gasoline demand falls as natural gas u
http://english.alarabiyaet/articles/2012/01/29/191249.htmi

“UsS Energy Information Agency, fACountry Analysis: I|ran
http://www.eia.gov/countries/cab.cfm?fips=ir

“8Dani el Fineren alnrdaryetgakieesh sTtoaepsattia manage diesel, ot
14, 2012. http://www.reuters.com/article/2012/11/14fas-diesetrationingidUSBRES8AD0X420121114

951 ran plans new oil storage, airl20e hikes fares, o As

http://www.usnews.com/news/world/articles/2012/11/26/tarrierhikesfaresoninternationaiflights

) ran Daily Breif, AOil Ministry stops selling fuel to
cancel |l ed, Q01D kettp:/&nwmwy.ieandail@brief.com/2013/01/08/wilinistry-stopsselling-fuel-to-airlines
dueto-unpaiddebtsmostflights-onjanuary7-werecancelled/
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data and news is politicized to such a degree that they are useless. Therefore, it is only possible
to investigate the trends in the aggregate.

Data from November 2012 indicate that the combined US, EU, and UNosenbave had a

large effect on the amount of oil that Iran has exported in the past year. Exports have declined to
about 1.25 million barrels a day in December 2012, down from 2.5 million barrels a day that Iran
exported in 201%' The loss in customers duto sanctions and provis®imn the FY2012

NDAA that required countries to reduce their Iranian oil purchases has caused Iran to reduce
their oil production to about 2.6 million barrels a day, down from a baseline of 4 million barrels
per day*>

Sanctionsand Iranian Gas Exports

Gas exports are far less important to the Iranian economy than oil exports, but the EIA @stimate
in February 2012hat ***

Iran's natural gas production has increased by over 550 percent over the past two decades, and the
consumpbn has kept pace. As demand growth rates persist, the potential for shortfalls in natural gas
supply grows. Iran's natural gas exports likely will be limited due to rising domestic demand, even with
future expansion and production from the massive Soarth project, and other development projects.

In 2010, Iran produced an estimated 6 Tcf of marketed natural gas and consumed an estimated 5.1 Tcf. A
sizeable volume of the gross natural gas produced (7.7 Tcf in 2010) was reinjected (1.2 Tcf). As Iran
implements its plans for increased crude production through EOR techniques, however, the share of natural
gas used for Fnjection is expected to increase dramatically.

The updated March 2013 analysis contains similar numtfers:

Over the last two decaddsan's dry natural gas production has rapidly increased, rising from 0.9 trillion
cubic feet (Tcf) in 1991 to 5.4 Tcf in 2011, and accounts for around 5 percent of the world's natural gas
production. Domestic consumption, also estimated at 5.4 Tcf in 2a$Xkept pace.

Gross natural gas production totaled 7.9 Tcf in 2011, increasing nearly 2 percent compared with the year
prior. Nearly three quarters of total production originated in-amsociated gas fields, with the remainder
of gross natural gas beipgoduced associated with oil.

éln 2011, more than 67 percent of the gross natur
percent (1.2 Tcf) reinjected to enhance oil recovery. Approximately 0.6 Tcf of total natural gas produced
was flared, with stinkage, loss, and flaring representing 17 percent of the total.

Much like in the oil sector, the natural gas sector has been hampered by international sanctions. Although
sanctions targeting the Iranian natural gas exports were only recently enactedHy, tlack of foreign
investment and sufficient financing has resulted in slow growth in Iran's natural gas production. According

to some analysts, Iran should have become one of world's leading natural gas producers and exporters given
its large resourcdase. Development of its fields has been hampered by a combination of financing,
technical, and contractual issues.

51 Kenneth Katzman, Iran Sanctions, Congressional Research Service, RS20871, Washington, DC. December 7
2012pp. 2

152 Kenneth Katzman, Iran Sanctions, Congressional Research Service, RS20871, Washington, DC. December 7
2012pp. 2

El A, DOE, Country anal ysi shit®/@05.85.$35.7/duntries/oap.ofmpsHR uary 1
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Nonetheless, Iran's natural gas production has grown and likely will continue to increase in coming years.
FGE estimates that Iran's grosstural gas production will increase to 10.9 Tcf in 2020, but that growth
will depend on the pace of development of the South Pars field.

While I rands production of natur al gas has in
well, reducing the amout of gas available for export. Thi
exports. In 2011, Iran imported a total 47.983 Tcm with its imports coming from Turkmenistan

and Azerbaijai® And in 2012, Iran exported 9.11 Bcm, mostly to Turkey and less so to
Armenia™® EIA estimates that Iran was a net importer of gas in 2011, IM4f/d and

exporting 875 MMcf/d*’

This has an impact on an important American ally. Iran plays an important role in Turkish efforts

to meet its energy needs and improve its energywdsve f i cat i on, even i f Tu
energy have decreased due to newly instituted EU and US sanctions. According to the Turkish
Ministry of Foreign Affairs, oil and natural gas purchases account for 90% of Iranian exports to
Turkey. Turkey importedver 50% of its oil and 21% of its natural gas from Iran in 2011. After

US and EU sanctions on I|Iranods oi l and gas i ni
imports have decreased to roughly 30% and 19% respectivtely. an was st it | Tur
oil supplier as the next largest supplier, Irag, only accounted for 11.28% and Russia was third

with 8.45%"°

Iran supplies Turkey with natural gas through the TaRnkara Pipeline that connects Iranian
natur al gas reser ves tdn metwbrk rHeweye suppliea bf ggasnta | di
Turkey have been routinely disrupted by unexplained Iranian stoppages, Iranian mechanical
failures, and PKK attacks in the border region between Iran and Turkey. Iran has repeatedly
failed to supply Turkey with itgontractually obligated 10 bcm of gas a year and has recently
increased the price of gas more than $100/1,800tis has lead Turkey to sue Iran. The

pipeline was supposed to reach its full capacity of 10 bcm by 2007 but only 6.05 bcm had been
pumped though in that year. Later years had still not reached capacity: 4.11 bcm in 2008, 5.24
bcm in 2009, and 7.77 bcm in 20%0.

The main I mpact of sanctions and US dipl omat
capacity to export. The EIA reped in February 2012hat®

®*OPEC, Annual Statistical Bietin, 2012.
http://www.opec.org/opec_web/static_files_project/media/downloads/publications/ASB2012.pdf

®®OPEC, Annual Statistical Bulletin, 2012.
http://www.opec.org/opec_web/static_files_project/media/downloads/publications/ASB2012.pdf

"US Energy I nformation Agench®820BCountry Analysis: |ran
http://www.eia.gov/countries/cab.cfm?fips=ir

¥csl1's, Proceedings of an International Workshop, #AThe
Di mensi ons, 0 Malcss.brg/ilicatiof/tOrkefussiaitan-rtexpuseconomieenergydimensions

Gareth Jenkins, fAOccasional Allies, EnduQaicasgs Ri val s:
Institute, Silk Road Studies Program, Johns Hopkins University, May, @l 56.

Gareth Jenkins, fAOccasional Allies, EnduQaicasgs Ri val s:
Institute, Silk Road Studies Program, Johns Hopkins University, May 2012, Pg. 55.
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Due to the poor investment climate and international political pressure, some international oil companies
including Repsol, Shell, and Total have divested from Iran's natural gas sector. In relspohse, looked

toward easterfirms, like stateowned Indian Oil Corp., China's Sinopec, and Russia's Gazprom to take an
increased role in Iranian natural gas upstream development. Activity from these sources has also been on
the decline due to logistical difficulties experienced agsult of sanctions on technology and financial
transactions.

éln May 20009, Il ran began exports of natur al gas to
Armenia totaled 24 MMcf per day of gas in 2010 in exchange for electricity. Pipelinet®xpdrmenia
are expected to increase to 224 MMcf per day in 2020.

élran has an extensive natur al gas pipeline system
and gathering and distribution lines. The backbone of the domestic pipeline sgsteenlranian Gas
Trunkline (IGAT) pipeline series, which transport natural gas from processing plantstsendnsumers.

Devel opment of | GAT pipelines, fed by South Pars d
transport. IGAT8 (20122 013 ) wi | | run nearly 650 miles to I rané
Tehran. IGAT9 and IGAT10 are still in the planning phase and are not likely to become operational

before 2017. Iran exports natural gas via pipeline to Turkey and ArnigmalranTurkey pipeline began

exports in 2001 with 34 million cubic feet (MMcf) per day and exports gradually rose to 762 MMcf per day

in 2010.

Future pipeline projects (at various stages of planning) include theUK&n pipeline, IranPakistan
pipeline,and IranEurope gas export project. Additionally, the governments of Iran and Syria have signed
several MOUs to build a pipeline linking the two countries. However, this project is becoming less likely as
a result of the unrest in Syria and is predicafiedn the survival of the Assad regime.

A controversial pipeline proposéFigure V.6) is the $7.4billion Iran-Pakistarlndia (IPI) line that would

transport Iranian natural gas south to the Asian subcontinent. With a proposed 1,700 miles and a 5.4 Bcf/d
capacity, the pipeline has been stalled in the past due in part to disputes over the cost of the shipments. Iran
and Pakistan have finalized gas sales and purchase
negotiations. It is probable that Iramuld extend its domestic Iran Gas Trunkline 7 (IGATpipeline into

Pakistan, avoiding the creation of a new, parallel pipeline.

It again is unclear how much US sanctions and diplomatic efforts have really limited these
pipeline developments. Their castd the risk of going through Afghanistan and Pakistan is a
major deterrent without any other factors. This is less true in the case of Turkey, but Iran also has
not always presented viable business terms.

However, sanctions have been less effective apamagural gas exportation and field

devel opment . And as sanctions have squeezed |
increase its reliance on the production and use of natural gas. While Iran does export gas to its
neighbors, mostly Armeniadn Tur key, the positive i mpacts or
the | ow amounts exported, Il rands high i mport

l rands neighbor s ar Moreaversto colunt@rrsgnetiong and thepdifficultyu c e r s
of using the international banking system, Turkey has paid Iran for its natural gas imports with
gold . This leaves China, South Korea, and other countries as possible targets for Iranian gas,

but US and EU sanctions have prevented Iran from obtainingréeisite technology
infrastructureand financing necessary to export liqguefied natural gas

Mark O'Byrne, fAlran | mports F$38 Biliof Wortk @ BulisrunQe To $8 B
2 0 1 2 ,SteetFSeptember 11, 2012tp://www.fxstreet.com/fundamental/analyséports/goldinvestments
marketupdate/2012/09/11/
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| randés Energy Target s

Iran also has to consider what happens if sanctions are replaced by preventive strikes and
military escalationFigure V.3 has already showthat Iran has many highly vulnerable energy
targets that are potenti al hostages to any I
[ (Part 11). l rands main oil export terminals and o
hit surgically wit precisiorguided munitions or cruise missil&s.

l rands main oil terminal is at Kharg I sl and a
missiles, and stardff air munitions. The EIA reports that Kharg Island has a crude storage
capacity of 2@ million barrels of oil and a loading capacity of 5 million bbl/d, but it is along the

upper coast of the Gulf, and any ships or tankers moving in or out could be easily embargoed or
attacked. Lavan Island is closer to the Strait, but only has the tafmstore % million barrels

and load100,000 bbl/d. Other terminals that are poteritiddut much less important targéts

include Kish Island, Abadan, Bandar Mahshar, and Neka (which helps facilitate imports from the
Caspian region’f!

As Figure V.3 has alsoshown, many of I rands refinerieis are
and present an attractive follewp target to any Iranian reprisals or a preventive strike.
Similarly, Il rands internal gas di s éexporthamd i on s

the global economy, but has many critical points that could cut off gas to key cities and areas in
Iran. Such strikes could be combined with attacks on electric facilities that will have a major
i mpact on Irandés electricity supply.

| r an 6 sgridpioanather attractive set of targets and one where attacks could be combined
with attacks on Irandés domestic gas distribut
some of its neighboiisincluding Iraqi its power grid is extremely vulndske, as are many of its
generating facilitie$® The EIA reports thatran generated 312.715 billion kilowatt hours

(Bkwh) of electricity in 2010, and consumed 173.094 Bkwh in 2009. This was generated from a
network capacity of 56.171 gigawatts (GW) in 208éich is strained during times of peak

demand. Approximately 97% of total electricity supply was generatezbbyentional thermal

electric power that inevitably creates highly vulnerable targets and distribution systems.

Moreover, the EIA repoedin February 2012hat **°

Some power plants are running as |l ow as 10 percen
infrastructure is largely in a state of dilapidation and rolling blackouts become endemic in summer months.

The amount of generatiolost in distribution is a central indicator of the disrepair of the electricity

net wor k, with wupwards of 19 percent of tot al genet

3 Thistargetanalyi s uses the data in EIA, DOE, Country Analysi :
http://205.254.135.7/countries/cab.cfm?fips=IR

EI A, DOE, Country anal ysi sht®B/05854.435.7/¢olntriescab.ofmMpsHR uary 1

1% The EIA reports that Iran is a net exporter of electric power and currently exports electricity to neighboring states
including Armenia, Pakitan, Turkey, Iraq, and Afghanistan. Azerbaijan and Armenia supply electricity to Iran.
Armenia and Iran will increase the volume of electricity that they deliver to each other on a seasonal basis,
according to a November 2011 agreement. Total volumewépswapped between the two countries will rise from
350MW at present to 1,200MW following the completion of construction of a thirdk¥Gansmission line

connecting Iran and Armeniaxpected for mie2012

¥E|] A, DOE, Country Rebraaly{7s20EhitB/R05.854.435.7/¢olntriesicab.ofm?fips=IR
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meeting higher demand by expanding -fiesd combineecycle and hydroeledt power capacity.
Expansion of electric power generation capacity will require significant investment, made much tougher by
international sanctions. The government has announced that it has opened the sector to foreign investment,
but sales of existingtateowned facilities as well as new independent power projects have been almost
non-existent.

In March 2013, the EIA reportéeff:

In 2011, Iran generated approximately 220 billion kilowatthours (Bkwh) of electricity. This power was
generated from a netwodapacity of 64 gigawatts (GW), which is strained during times of peak demand.
Approximately 95 percent of total electricity supply during the year was generated by conventional thermal
electric power. The remaining portion was from hydroelectric and ogm&wable sources, with marginal
generation from a nuclear power plant that came online in the third quarter of 2011 and operated below
maximum capacity for most of the next 12 months.

In addition to nuclear power plants, the Iranian government is foarsedpanding power generation from
thermal sources, with a number of new projects being developed as independent power projects, including a
station near Assaluyeh (natural ¢aed), one in the East Azerbaijan province (fjasd combineecycle),

and anther at Parehsar on the Caspian Sea coast.

Increasing its generation capacity will help ensure that Iran can meet its increasing domestic demand and
continue to export electric power to neighboring countries. Preliminary data show that as of 2011, Iran was
a net exporter of electric power to Armenia, Pakistan, Turkey, Iraq, and Afghanistan. Azerbaijan and
Armenia supply electricity to Iran under a swap agreement.

It should be stressed that while Iran has many targets, and its lack of modern aircraftaaed sur
to-air missiles make it highly vulnerablany such strikesvould have a major impact on the
Iranian civil populationi particularly if theydid lasting damage to key facilitieshey will suffer

most from attacks on gas or electric facilities andrithgtion, and not the government. Like
sanctions, the people will suffer before the ruling elereover, it is far easier to talk about
precision that avoids civilian casualties as well as unnecessary collateral damage and lasting
damage than it is texecute such strikes.

The fact remains, however, that no discussion of the vulnerability of the Gulf, or closing the
Strait of Hormuz, should ignore the fact tlifasanctions should lead Iran to try to use military
action in responsegnything Iran initites can lead to US and allied strikes that are far more
damagi ng t o | nleasdranscaneaclicallyamprpve itsUnilitary capabiligesldeter
outside attacks, it will lose virtually any conflict that involves serious escalation both in terms of
terms of military and economic losses. This is the reason why Iran is building its nuclear
program, to hedge against preemptive military actionraddce the risk and loss associated with

a military confrontation.

The Sanctions Game

This complex mix of vul nerup belps explainevby sanations r an 6
and related diplomatic efforts have become a key instrument for the US and its allies in
competing with Iranian ambitions. It must be stressed that the historymcticses is complex,

their exact impact is often impossible to measure or is controversial, and their ultimate success
remains uncertain. However, even a brief survey of this aspect of US and Iranian competition
shows that sanctions have already put senassures on Iranpressures compounded by the
economic policies and mistakes of the Iranian regime, despite Iranian claims to the contrary.

¥"US Energy Information Agency, fACountry Analysis: |Ilran
http://www.eia.gov/countries/cab.cfm?fips=ir
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Moreover, the history of sanctions shows they have forced Iran to shift its strategy. Iran has
responded by tryig to leverage its international economic position through its energy exports, by
talking about its right to peaceful nuclear programs, and by trying to exploitiguadl tensions

in order to shift the focus ©nrspokestoAaab statesa.nd awa

US Unilateral Sanctions Background

As Figure V.7 shows, sanctions have been the main diplom@at the US has usedn
competing with Iran across a broad spectrum of issues since the overthrow of the Shah.
Washington has impodea growing range of sanctions on Tehran, focusing on Iranian activities
ranging from petroleum exports and investments to arms control afgroliferation measures.

Sanctions now block US companies from operating in Iran and give foreign firms a strong
incentive not to operate there as well. And while their aim has been broad, the sanctions have all
sought to push the current Iranian regime into changing its behavior by isolating it politically and
economically from the international community.

Sanctions: 19862009

The first major period of US sanctions began in 1979, as US and Iranian relations deteriorated
sharply following the Islamic Revolution and the hostage crisis. In response, President Carter
laid out a series of economic sanctions that weended to both punish Tehran and change its
behavior®

The Reagan Administration continued this trer
terrorism,0 making I ran ineligi bl*Reaganralsovar i o
prohibited Iranfrom receiving US arms under the US Arms Export Control’Aahd through

Executive Order 12613, in which a ban was imposed on US imports of Iranian crude oil and all
other Iranian imports in 1987-

The George H.W. Bush Administration continued to in&itsanctions, signing the Irdraq

Arms NonProliferation Act into law in 1992. It included provisions regarding -disa& items

with potential military purposes and called for the sanctioning of any person or entity that
assisted Tehran in weapons deved@pt or acquisition of chemical, biological, nuclear, or
destabilizing numbers and types of advanced conventional wedpons.

¥8Richard Sabatini, fAEconomic Sanctions: Pressuring Ira
Studies, Nuclear Threat Initiative, June 24, 2010. http://www.nti.org.

9 Richard Sabatini iEconomi ¢ Sanctions: Pressuring lIrands Nucl e:
Studies, Nuclear Threat Initiative, June 24, 2010.
http://www.nti.org/e_research/e3_economic_sanctions_pressuring_iran_nuclear_program.html#fnl.

10ys Departmenof State. The Arms Export Control Achttp://www.pmddtc.state.gov/regulations_laws/aeca.html.

"1 Executive Order 1261&rohibiting imports from Iran, The National Archives, October 29, 1987.
http://www.archives.gov/federakgister/codification/executiverder/12613.html.

Her man Frannssen and El aine Morton, AA Review of US U
http://www.mafhoum.com/press3/108E16.htm.
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Unilateral sanctions against Iran were expanded further under the Clinton administration.
Executive Order 12957 banned all U.S. jggration in the Iranian petroleum industfy.
Executive Order 12959 broadened the sanctions to encompass a total trade and investment
embargd,* and in 1996 Congress overwhelmingly passed the Iran and Libya Sanctions Act
(ILSA), expanding US sanctions lelgison to cover foreign compani€S§The ILSA received an
extension during the George W. Bush Administration in 2001 and again in 2006 when it was
renamed the Iran Sanctions A€tExecutive Order 13382 froze the assets of proliferators of
WMD, their suppomrrs, and isolated them financially eight Iranian entities and external
organizations that were believed to be supporting Iranian WMD programs were santtioned.

In 2000, President Clinton signed the Iran Nonproliferation Act, which authorized saranibns
other measures against persons, entities, and governmials are providing assistance to
WMD programs in Iran. Allows implementation of any or all sanctions pursuant to Executive
Order 12938 (opposition of Multilateral Development Bank assistameealdof credit or other
financial assistance, prohibition of arms sales and national security sensitive goods and
technology, import and export restrictions, and landing rights termination), arms exports
prohibition, and dual use export prohibition.

In 2006, Congress passed the Iran, North Korea, and Syria Nonproliferation Act (INKSNA),
which provided penalties for the transfer to or acquisition from Iran of equipment and technology
controlled under multilateral control lists (the Missile Technology CorRegime, Australia
Group, Chemical Weapons Convention, Nuclear Suppliers Group, and Wassenaar
Arrangement}’®

Sanctions Since 2010

The Obama Administration and Congress have drastically increased the size and scope of US
sanctions as | rhasg®sn intcraasihgly elaser  nuclear waeapons production
capability. In 2010, Congress passed the Comprehensive Iran Sanctions, Accountability, and
Divestment Act (CISADA).

CISADA imposed sanctions on any person that makes an investment of $20 oniltimore in

Iran's petroleum industry; any person that provides Iran with goods, services, technology or
information with a fair market value of $1 million or more for the maintenance or expansion of
Iran's production of refined petroleum products; anadfoy person that exports more than $1

173 Executive Order 1295 March 15, 1995. http://www.iraniantrade.org/12957.htm.
"4 Executive Order 1295March 15, 1995. http://www.iraniantrade.org/12959.htm.

" ran and Libya Sanctions Act @996, from the congressional record.
http://www.fas.org/irp/congress/1996 cr/h960618b.htm.

Her man Frannssen and EIl aine Morton, AA Review of US
http://www.mafhoum.com/press3/108E16.htm..

7 Executive Order 13382une 29, 2005. http://wwfas.org/irp/offdocs/eo/e®3382.htm.

178.S. Department of Statian, North Korea, and Syria Nonproliferation Act Sanctions (INKSXDxtober 13,
2006. www.state.gov.
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million worth of gasoline to Iran or provides $1 million worth of goods or services that could
contribute to Iran's ability to import gasolifié.

Since 2010, the United States has focused on isolating Iran econormbicglly t ar get i ng |
financi al and commerci al syst ems. Il n doing so
to international markets and dismantle the means by which it conducts economic transactions.

This makes sense give&bP:.t he composition of 1Ira

f Industry, including lIranian petroleum ant# petrochen
f  Services, including banking and tradsated services, account for 49.5% of its GBIP.

As a result, US sanctions have affected a number of key seatordir ands economy,
steady increase in the number and scope of other national and international sanctions.

On December 31, 2011, President Obama signed into law the FY2012 National Defense
Authorization Act that implemented new sanctions thro8ghtion 1245. These new sanctions

froze the assets of the Iranian government and prevented all Iranian financial assets in the US
from being Atransferred, pai d, e Theoarderealdq  wi t
implemented new sanctions thaguired US banks to seize the funds of those on the Specially
Designated Nationals (SDN) list, even if the funds are not destined for a US entity or firm.
Previously, US banks were required to block the transaction and return the funds to the sender.
This order effectively blocks the Iranians from using the US banking system.

On August 10, 2012, President Obama signed i
and Syria Human Rights Act of 201206 which st
importantly, the Act makes US firms liable for their foreighu b s i dinvelverneatsird
sanctionable activities with Irdf. It further required the President to sanction US companies

who violate this act and increases the minimum number of sanctions the President is required to
impose from three to five. The Act further widened sanctionable actions under CISADA to
include thedevelopment of petroleum resources, transporting oil from Iran, the production or
manufacture of Uranium, the issuance of underwriting services or insurance to ships transporting
Iranian oil, or the purchase, facilitation, or issuance of sovereign dehet&overnment of

Iran.®

On November 30, 2012, Senators Robert MenendddXDand Mark Kirk (RIL) introduced an
amendment into the FY2013 National Defense Authorization Act that would implement stricter

"%Comprehensive Iran Sanctions, Accountability, and Divestment Act of 2@tf)/frwebgate.access.gpo.gov/cyi
bin/getdoc.cgi?dbname=111_ cong_reports&docid=f:hr512.111.pdf.

180 Central Intelligence Agenc§;he World Factbook [IranJupdated January 2, 2013.
https://www.cia.gov/library/publications/theorld-factbook/geos/ir.html.

181 Central htelligence AgencyThe World Factbook [Iranjupdated January 2, 2013.
https://www.cia.gov/library/publications/th&orld-factbook/geos/ir.html; 2011 estimate.

The White House, Office of @&BloekingRrapertygof BeQ@ernee¢ntof y, AEXxec
Il ran and Il ranian Financi al Il nstitutions, o February 6, .

Ronald | . Meltzer, David J. Ross, and David M. Horn,
2012, 0 Au g bt/ wwivsilmerBale.tain/publications/whPubsDetail.aspx?publication=10209

BEH. R. 1051 ¢hh2Threat Reduction and Syria Human Right
http://www.govtrack.us/congress/bills/112/hr1905
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sanctions on | ran i n stehegy, party smppiag, and shipbuildihg st i n
sectors while restricting Iran from obtaining insurance on those industridss amendment

was inserted and passed as part of the FY2013
Freedom and Countétroliferat i on Act of 2012.0 The new pro
sanction implementation methods currently used under the CISADA sanctions act. However, the
Administration has opposed the new round of sanctions saying that they are not needed, will
complicate cwent actions, and will impose a new burden on the Intelligence Community;
specifically Section 1272 mandates that the President submit a list of vessels docked at Iranian
ports and airports that have been used by Iranian air cdffidisese new sanctionwill

continue to squeeze the Iranian economy but also perpetuate the cat and mouse game between
the i mplementations of sanctions and I ranb6s a

A little known part of thei The | ran Frededohidred aCo statesbatct o f
funds used to pay for oil must remain in a bank account in the purchasing country and can only
be used for nowsanctioned trade, mostly related to food or medical imports. The result of this
provision is that it will prevent more hard currency froaing to Iran to pay for other sanctioned
imports. Iranian oil dues are piling up in both China and South Korea, the latter of which
reportedly has $5 billion due to Iran for oil purcha$és.

On Febrwuary 27, 2013, H. R. 8f502 0 1t3hoe wiaNsu cil netarro c
bipartisan support to Congress. The legislation would increase the list of blacklisted Iranian
companies, potentially block Iranian assets held in Euros, designate the IRGC as a terrorist
entity, continue to restrict businessatieg with Iran. The billwasreferred to committeeand it

is clear that more US sanctions will folld’

Josh Rogan, fACongress set t oForeignPelicydlNevember@dy2012r an sanct i
http://thecable.foreignpolicy.com/posts/2012/11/29/congress_set_to_consider_new_iran_sanctions_package.

18 National Defense Authorization Act for Fiscal Year 2013, H.R. 4310" Chihgress, Second Session.
http://www.govtrack.us/congress/bills/112/hr43 &t

"O0samu Tsukimori and Nidhi Ver ma, @Fr eRettersDec@nbersdanct i on
2012. http:/fin.reuters.com/article/2012/12/19/isamctiongpaymentsdINDEE8BIOC620121219.

Rick Gladstone, fLaiwsmeark eMead wnrte otdawcleo Bgpeanm tl rani an Sar
Times, February 27, 2013. http://www.nytimes.com/2013/02/28/world/middleeast/|lawnrudlezrbill -to-toughen
iraniansanctions.html
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Figure V.7: SelectedJS Sanctions Against Iran

Sanction
Executive Order 12170

Executive Order 12205

Executive Order 12211

US Arms Export Control Act
Executive Order 12613

Iran-Iraq Arms NonProliferation
Act

Executive Order 12957

Executive Order 12959

Iran and Libya Sanctions Act

Iran Nonproliferation Act

ExecutiveOrder 13382

Iran, North Korea, and Syria
Nonproliferation Act

Content

Blocked all property owned by the Central Baanid
the government of Iran within U.S. jurisdiction.

Created an embargo on US exports to Iran.

Imposed a ban on all imports from lIran a
prohibited US citizens from traveling to Iran
conductingfinancial transactions there.

Prohibited the sale of U.S. arms to Iran.
Banned all Iranian imports to the US.

Imposed sanctions on any entity thalped Iran
develop or acquire weapons of mass destructiot
Adestabilizing numbers
weapons.

Banned any American firm or individual fror
investing in or developing Iranian petroleu
products, not inclding natural gas.

Banned all American trade and investment in Iran.

Sanctioned foreign firms that conducted busin
with Iran.

Authorizes sanctions and otheneasures agains
persons, entities, and governments that are provi
assistance to WMD programs in Iran. Allov
implementaibn of any or all sanctions pursuant
Executive Order 12938 (opposition ddultilateral
Development Bank assistance, denial oédir or
other financial assistance, prohibition of arms s¢
and national security sensitive goods and technolt
import and export restrictions, and landing rigl
termination), arms exports prohibition, and dual 1
export prohibition.

Froze the assets of proliferators of WMD and tf
supporters and isolated them financially. Eic
Iranian entities and external organizations believe:
be supporting Iranian WMD programs we
designated under the executive order sauictioned.

Penalized entities and individuals for the transfel
or acquisition from Iran since January 1, 1999,
equipment and technology controlled unc
multilateral control lists (the MissileTechnology
Control Regime, Australia Group, Chemic
Weapons Convention, Nuclear Suppliers Gro
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2010

2011

2012

2013

2006

Comprehensive Iran Sanctions,
Accountability, and Divestment Act

of 2010

Iran Freedom Support Act

FY 2012 National Defense

Authorization Act(Section 1245)

Iran ThreatReduction and Syria

Human Rights Act

FY 2013National Defense

Authorization Act(Subtitle DA | r
Freedom and Countétroliferation

Act

of

20120)

April, 19 2013

Wassenaar Arrangement).

Codifies Executive Orders 12957, 12959, ¢
sections 2, 3, and 5 of Executive Order 13053
remain in effect. Amends the Iran and Liby
Sanctions Act of 1996 to mandate the presiden
impose two or more sanctions to persons that in
way assist Iran to acquire or develop chemi
biological, or nuclear weapons or technology
acquire or develop dedtiizing numbers and types ¢
advanced conventional weapons. Authorizes

president to provide financial and political assistal
to people and entities promoting democracy in Irar

Imposes sanctions on any person that makes
investment of $20 million or more in Iran's petrolet
industry, any person that provides Iran with goo
services, technology or information with a fair marl
value of $1 million or more for the maimance or
expansion of Iran's production of refined petrolel
products, and/or any person that exports more tha
million worth of gasoline to Iran or provides §
million worth of goods or services that cou
contribute to Iran's ability to import gasadin

Includes language that sanctions any internatic
bank or financial institution that does business w
the Central Bank of Irafncluding purchases of crud
oil.

Makes US firms liable for their foreiga u b s i d
involvement in sanctionable activities and increa
the minimum number of sanctions required to imp
from three to five; widens sanctionable actions un
CISADA to include, among others, the developm
of petroleum resources, the issuance of underwri
services or insurance to ships transporting Iranian
or the purchase or facilitation of the issue

sovereign debt to the Government of Iran.

Blocks property and imposes at least five sancti
on entities that provides goods or services to
energy, shipbuilding, shipping, port operations,
provides insurance for those operations and black
foreign banks who do provide such services fr
using the US banking system. Prevents Iran ft
repatriating money from oil sales and allows Iran
purchase nosanctioned goods only. These sanctic
do not apply for countries with exemptions or ap|
to purchases of natural gas from Iran. Imposes at |
five sanctions on any entity that provides preci
metals to Iran (such as gold) or sefimished metals
or software for integrating industrial gresses.
Imposes human rights abuser sanctions on the Isli
Republic of Iran Broadcasting.

44
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Sources:
Kenneth Katzman, Al ran Sanctions, 0 Congressional Reseal
Ri chard Sabatini, i Ec o n oNwiccl eSaarn cPtrioognrsa: m, For eMsosnutreirnegy |lrnasnt

Studies, Nuclear Threat Initiative, June 24, 2010.
http://www.nti.org/e_research/e3_economic_sanctions_pressuring_iran_nuclear_program.html#fn.

US Department of Stat&he Arms Export Control Achttp://www.pmddtc.state.gov/regulations_laws/aeca.html;

Executive Order 1261Brohibiting imports from Iran, The National Archives, October 29, 1987.
http://www.archives.gov/federakgister/codification/executiverder/12613.html.

Herman Frannssen and Elaid® r t o n , fA Review of US Unil ater al Sanctio
http://www.mafhoum.com/press3/108E16.htm.

Executive Order 1295March 15, 1995. http://www.iraniantrade.org/12957.htm.
Executive Order 1295March 15, 1995. http://www.iraniamaide.org/12959.htm.

Iran and Libya Sanctions Act @996, from the congressional record.
http://www.fas.org/irp/congress/1996 _cr/h960618b.htm.

Executive Order 13383une 29, 2005. http://www.fas.org/irp/offdocs/eeld382.htm.
U.S. Department of Stateran, North Korea, and Syria Nonproliferation Act Sanctions (INKS .State.gov

Ronal d I . Mel t zer , David J. Ros s, and David M. Hor n, fi |
2012, 0 Au g btpf/wwivilmerBale.ton/publications/whPubsDetail.aspx?publication=10209
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International Sanctions- A Competition for Influence

International sanctions have grown in importance since 2006 when the UN Security Council
passed Resolution 1737 banning nuclear cooperation with IranUNheas now passed seven
resolutions on Iran, four of which have imposed sanctionsKgpee V.8). The US and Iran

have competed for Russian and Chinese support
European allies (Britain, France, and Germany) have played a growing role in shaping sanctions
and the diplomatic process that has followed.

Not only has the UN implemented new multilateral sanctions, but both the EU and the US have
crafted additional sanctions and consistently pushed for broader international adoption of these
optional constraint¥? This USled coalition has rolled out strong new ltations on Iranian
financial institutions, energy exports, and weapons acquisition. Kenneth Katzman explains that
the expanded sanctions regime has been widely implemented by US allies, though compliance
from lIlrandéds neighbBbrs remains a challenge.

U.S. andEuropean/allied approaches have converged since 2002, when the nuclear issue came to the fore.
Previously, European and other countries had appeared less concerned than is the United States about

l rands support for militdnmtanfev esme ratt e giirc ddpadveMi d dl d
had been reluctant to sanction Iran to address those issues. Since 2010, this convergence of views has
produced an unprecedented degree of global cooperation in pressuring Iran.

Many U.S. allied including seeral neighbors of Iran, such as UAE and Saudi Adalliave joined a

US-l ed infor mal coalition called the #@Alike minded ¢
l rands nei ghbor sd anrslt chused my theggrowilgeconeefduabo t1 r andés nucl
intentions. Some countries have joined the burgeoning sanctions regime not necessarily out of conviction of

the efficacy of sanctions but rather as a means of perhaps heading off unwanted military action by the
United StatesorIsraelagmn st | randés nuclear facilities.

Iran has tried to counter additional UN sanctions by leveraging its economic resources and
relationships with notWestern powers such as Russia and China. Iran has also increasingly
sought ties to powers, such as Brazil &hgeria, and to noemocratic governments, including

the regimes of Hugo Chavez in Venezuela and Robert Mugabe in Zimbabwe. However, it is
debatable how deep and significant the ties are to Venezuela and Zimbabwe, two countries that
are, at most, marginaégional powers. And the cooling of relations with Brazil in the wake of
Dil ma Rousseffdos election due to her focus on
more than Venezuela and Zimbabwe could help, as trade between Iran and Brazib&&ded

billion in 2011™* Furthermore, with the election of Ms. Rousseff, Iran lost the support of her
predecessor, Luis da Silva, who had attempted to insert Brazil into international politics by
championing the Iranian nuclear issue.

¥Matthew Levitt, AFinancial ®mberedlD.ons, The Il ran Pri mer
http://iranprimer.usip.org/resource/finanesnctions.

199 Kenneth Katzmarlran SanctionsCongressional Research Service, September 13, 2012. p. 36.

Y1Brazil Trade Statistics, o European Commission, March
http://trade.ec.europa.ewdib/docs/2006/september/tradoc_113359.pdf
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Figure V.8: UN Sandions Against Iran

Year Sanction Content

2006 Resolution 1737 Hal ted nuclear cooperation wi
with the IAEA, and froze the assets of persons and organiza
l'inked the I rands nucl eestablished €

committee to ensure that sanctions were implemented correctly.
2007 Resolution 1747 Banned Iranian arms exports.

2008 Resolution 1803 Strengthened travel and financial restrictions on designated Ir:
individuals and companies.

2010 Resolution 1929 Imposed a complete arms embargo on Iran, banned Iran fron
activities related to ballistic missiles, authorized the inspection
seizure of shipments violating these restrictions, and specifii
targeted the assets of the Iranian &etionary Guard Corps (IRGC
and the Islamic Republic of Iran Shipping Lines (IRISL).

Sour ce: Uni ted Nations, iSecurity Council Re

The European Union and Other Western Nations

Since 2010, the EU has instiggtsix major Council Decisionthat sanction Iran, and which are
summarized inFigure 9. On July 27, 2010, the EU countries imposed sanctions on Iran that
exceeded those mandated in Security Council resolutions. Norway, Canada, and Australia all
announced siilar, though less sweeping, sanctions at the sametifiee EU did make it clear

in late October 2010 that these sanctions did not then prohibit importation of Iranian oil and gas,

nor did they ban exports of gasoline to It&nThis was consistent witthte EUd&s ef f ort
diversify its gas supply options and reduce its reliance on Russian gas imports, which amounted

to around 32% of total EU demand in 2088.

This policy changed, however, as Irands nucl e
led by France and Britain in late 2011 culminated in an agreement by the EU at the end of
January 2012 to implement a full import embargo on Iranian crude oil and petrochemicals. This

move potentially affected some 450,000 barrels a day of Iranian exportls,ynea2 0 % o f I r a
average crude exports in 2011 and the source of some 25% of its oil export income. It also
affected international i nsurance coowmedage of

company and its main tanker fleé&t.

192Kenneth Katzmariran SanctionsCongressional Research Service, June 22, 2011.
193 Kenneth Katzmariran SanctionsCongressional Research Service, June 22, 2011.

YMark Rowely, fAThe NubscBoi ®Pg e Pipeine &d Gas [iogrRe®36:9 (2009).
http://www.pipelineandgasjournal.com/nabugaipelineprojectgasbridge-europe.

I'ndira A.R.lLaks8maoanond§ Bid Targets @odombergfanker Com
February6, 20121 ndi r a A. R. Glomknsurensal argeted in Latést U.S. Bid to Expand Sanctions on
| r aBlopndbergMa r c¢c h 8 U.S. la@nlakers take next step on new Iran sanctions on heels of European



Iran V: Sanctions Competition April, 19 2013 48

There was hatation by some European governments that centered on ensuring that there would
be sufficient excess suppiymainly from Saudi Arabiato prevent a major supply shock. Saudi
Arabia, however, stated it would seek to make up the difference, which tdgderssive
European actioff?

The EU decision also tracked closely with the language of Section 1245 of the FY2012 NDAA
that required the President to phase in sanctions on foreign purchases of Iranian oil and the banks
that facilitated those payments byrtiag transactions with the Central Bank of Iran or any-lran
affiliated or owned bank.

The Europeans acted in spite of threats by Ir
Iranian officers to shut off the flow of oil from the Gulf. They also actedr &fiohammad Al

Khatibi, | r an6s OPEC governor sai d, on January 17
sanctions on I|Irands oil exports to EU member
countrieséRegarding the econamiyc sarnicsiioni mnt H
will push European c&untries into a deeper cr

These threats were so exaggerated that they would have rung hollow under any circumstances,
but they were particularly holl ow,  ARAI-Nainhi,i s t i m
had stated on Januaryéhat i We are prepared to meet the in
result of a n ¥ While fran uhers responded by. indirectly threatening Saudi

Arabia, it had no more impact on the Saudis than it did on Europe.

Moreover, the EU took another critical step, directing the Society for Worldwide Interbank
Financial Telecommunication (SWIFT) fodi sconti nue its communicat
financi al institutions thatSWirFel d uwbjeescste nttd akE
international banking because it provides secure communications for more than 10,000 financial
institutions ad corporations in 210 countries.

SWIFT reported in 2010 that 19 Iranian member banks and 25 financial institutions used the
network over two million times during the course of the y&arhese institutions included the

e mb a r gAbAeabiyadJanuary 31, 2012 http://english.alarabiya.net/articles/2012/01/31/191608.html; Associated
Press, fiCongress to seek newVashmgtonPastdanck 6,2042. get i ng al | [

) ndira A.R. Irah8adidnsBidiTargets OifiTerer Compani es Bloombe@ut Exports
February 6,2012; ndi r a A. R. Gblakrsuiersal argeted in Latést U.S. Bid to Expand Sanctions on

| r aBlopndbergMa r ¢ h 8 U.S. ;a@niaRers take next step on new Iran sanctions on heels oEBnrop

e mb a r dAbAeabiyadlanuary 31, 2012 http://english.alarabiya.net/articles/2012/01/31/191608.html; Associated
Press, fiCongress to seek newVashagtan Postdanch 6,2042. get i ng al | I

Y"Associ atled OiPemieasgso, nieans 6 e c on o FoxblewsJaruaryild €2.f or EU, o
http://www.foxnews.com/world/2012/01/17/iraml -embargemeanseconomiesuicidefor-eu/.

Associ atlerdarP:r e@isl, d@mbar go me anBoxNeswglannaoyrh7, 20125 ui ci ded f or
http://www.foxnews.com/world/2012/01/17/iranil-embargemeanseconomiesuicidefor-eu/.

Rick Gladstone and Stephen Castle, fAGlobal Network Ex
I t s Ec dlewororl TinkesMarch 16, 2012, http://wwwytimes.com/2012/03/16/world/middleeast/crucial
communicatiometworkexpellingiranianb an ks . ht ml ?2 _r =1; Thomas Endbrink and

on Nuc !l eWashinbtan PestMaroh 16, 2012, p. A7.

WRick Gladstone andNSBtwphé&nECpset keasfi®haahs 30 of Ira
I t s Ec dlewororly TintesMarch 16, 2012, http://www.nytimes.com/2012/03/16/world/middleeast/cfucial
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Central Bank of Iran and other majoanian banks, including Bank Melli, Bank Mellat, Tejarat
Bank, Bank Refah, Future Bank, Persia International Bank, Post Bank, and Eurdiistdine
Handelsbank; unlike with import sanctions, Iran had no alternative to the use of SWIFT.

On October 152012, the EU instituted new sanctions that affected the Iranian financial industry
and central bank; shipping industry; oil and gas sector; and restricted Iranian importation of
graphite, steel, and other raw materials. The sanctions also prohibit theqraf flagging and
classification services to Iranian tankers and cargo vessels in the EU or by EU nationals, bans
vessels owned by EU citizens or companies from transporting or storing Iranian oil, and forbids
EU companies from providing shipbuildingchnology and naval equipment to Iran.

The Council of the European Union adopted the following conclusions:

1. The Council reiterates its serious and deepening concerns over Iran's nuclear programme and the
urgent need for Iran to comply with all its intetiomal obligations, including full implementation by
Iran of UNSC and IAEA Board of Governors' Resolutions.

2. The Council condemns the continuing production of enriched uranium and expansion of Iran's
enrichment capacity, including at the Fordow site, amotioued heawwater activities in breach of
UNSC and IAEA Board of Governors' Resolutions, as reflected in the most recent IAEA report. The
Council notes with particular concern Iran's obstruction of the IAEA work towards the clarification of
all outstanéhg issues, including with respect to the possible military dimension to Iran's nuclear
programme. Therefore, the Council welcomes the adoption with overwhelming majority by the IAEA
Board of Governors of its Resolution on 13 September 2012 decidingréims tooperation was
essential and urgent in order to restore international confidence in the exclusively peaceful nature of
Iran's nuclear programme.

3. lIran is acting in flagrant violation of its international obligations and continues to refuse tadully
operate with the IAEA to address the concerns on its nuclear programme. In this context, and in
coherence with previous European Council and Council conclusions, the Council has agreed additional
restrictive measures in the financial, trade, energy ®adsport sectors, as well as additional
designations, notably of entities active in the oil and gas industry. In particular, the Council has agreed
to prohibit all transactions between European and Iranian banks, unless authorized in advance under
strict conditions with exemptions for humanitarian needs. In addition, the Council has decided to
strengthen the restrictive measures against the Central Bank of Iran. Further export restrictions have
been imposed, notably for graphite, metals, software for indugprocesses, as well as measures
relating to the ship building industry.

4, The restrictive measures agreed today are ai med a
the Iranian regime used to fund the programme and are not aimed at the fvanple. The Iranian
regime itself can act responsibly and bring these sanctions to an end. As long as it does not do so, the
Council remains determined to increase, in close coordination with international partners, pressure on
Iran in the context of #ndual track approach.

5. The Council reaffirms the longstanding commitment of the European Union to work for a diplomatic
solution to the Iranian nuclear issue in accordance with the dual track approach.

communicatiometworkexpellingiranianbanks.html?_r=1; Thomas Endbrinkand Jetbg r r i ck, AGri m Out |
on Nuc !l eWashinbtan PestMaroh 16, 2012, p. A7.
The Council of the European URFOREIGN AFEMRSICouncdl concl usi o

meeting, Luxembourg, 06 October 15, 2012.
http://www.consilium.europa.eu/ueds/cms_data/docs/pressdata/EN/foraff/132833.pdf.
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6. The Council reaffirms that the objective of the EU remains to achieve a comprehensive, negotiated,
long-term settlement, which would build international confidence in the exclusively peaceful nature of
the Iranian nuclear programme, while respecting Iiagfimate rights to the peaceful uses of nuclear
energy in conformity with the NPT, and fully taking into account UN Security Council and IAEA
Board of Governors' Resolutions. The Council welcomes the determination for a diplomatic solution
expressed b¥3+3 Foreign Ministers on 27 September in New York and fully endorses the efforts led
by the High Representative on behalf of the E3+3 in this regard. E3+3 have made a credible and
substantial confidence building proposal for negotiations guided by thedagrinciples of reciprocity
and a step by step approach. The Council urges Iran to engage constructively, by focusing on reaching
an agreement on concrete confidence building steps, negotiating seriously and addressing the concerns
of the international@mmunity.
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Figure V.9: EU Sanctions Against Iran

Year Sanction Content
July, 2010 Council Decision Establishes an embargo on nearly all dusg goods, military arms, ar
2010/413/CFSP*? nuclearrelated items. BangU export of key equipment and technolo
for oil and natural gas production, exploitation, and refining. B
technical assistance, training

Bans access to EU airports for Iranian cargo flights and the provisi
bunkering or ship services to Iranian or Iranian contracted vessel
aircraft if they have been involved in sanctions violations. Require
cargo to and from Iran to be inspected. Money transfers of more
040, 000 require aout hoarie atth am ;
notification. Bans Iranian banks from establishing a presence in th
and any relationships with EU banks. Prohibits the sale, purchase
facilitation of public or publigguaranteed bonds to and from t
Government of ran or any Iranian bank. Bans the provision
insurance and reassurance to the Government of Iran or any e

connected”
April, 2011 Council Decision Freezes the funds and prevents entry into Europe of people respc
2011/235/CFSP* for humarrights violations.
January, 2012 Council Decision Amends Council Decision 2010/413/CFSP. Bans the import, purcl
2012/35/CFSP or transport of all Iranian oil products and financing, facilitation

financing, or participation in the Iranian petrochemhindustry. Freeze:
the assets of additional Iranian entities. Bans the direct or indirect
transportation of, or facilitation of gold, precious metals, and diamc
to or from the Government of Iran or its associate entities. Expand
list of prohibited dualuse items or technology. Prohibits the delivery
newly minted or unissued Iranian banknotes and coiff&ge.

Council Decision Council Decision 2011/235/CFSPEstablishes an embargo ¢
March, 2012 2012/168/CFSP telecommunications monitoring, interception equipment, and ¢
equipment used for internal repression.

g Council Decision of 26 July 2010 concerning restrict
2007/ 14 QOfficdr BWnalof the European Unigduly 27, 2010http://eur
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:2010:195:0039:0073:EN:PDF

BHEconomi ¢ S a nEcdnomicrSanctibhg & latermational Law Practi€@ctober 19, 200.
http://www.erenlaw.com/pdfs/Eren%20Lawyers%“a20EU%20Sanctions%20
%201ran%2010%2019%202010.pdf

MHCouncil Deci si on 2 R2011lcobn2eBnid r€skiQive measures @irecteg against certain
persons and entiti es iOfficialJownal ofdghe Europbean Unipiprl &4t 206ln i n | ran,
http://eurlex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:1.:2011:100:0051:0057:EN:PDF

HREU tightens Ilran Sanctions with embargo on Il ranian o
metals, diamonds and key equipment &tecol ogy f or the petrochemical sector,
http://www.whitecase.com/files/Publication/5367deB$1942ad8c64
daab919f74dd/Presentation/PublicationAttachment/8ec86296845deb426-e20ad9ca050d/aleftightenediran
Sanctions01262012.pdf
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Council Decision Amends Council Decision 2010/413/CFI®ohibits the provision o
2012/152/CFSP specialized financiaimessaging services to any financial instituti

subject to EU Iranian sanctioff8.
October, 2012 Council Decision Amends Council Decision 2010/413/CFSPohibits any transaction
2012B35CFSPY’ between European and Iranian banks except for thoseorized in

advance and under strict conditions. Bans the export of graf
aluminum, steel, industrial facility control software, and their rele
technical or financial assistance. Prohibits the importation of Na
Gas from Iran. Bans sherrm credits, guarantees, and insuran
Prohibits the provision of flagging and classification services to Ira
tankers and cargo vessels in the EU or by EU nationals. Bans v
owned by EU citizens or companies from transporting or storing Ira
oil. Forbids EU companies from providing shipbuilding technology
naval equipment to Iran. Broadens the export ban on equipmer
l rands oi l, gas, and petrochen
with asset freezes and travel bans including theistties of Petroleurr
and Energy, the lranian Central Bank, and various Iranian oil
petrochemical companié¥®

®HEU | mpl ement anStSaecgti heised ICl eary Gottleib Alert Menm
http://www.cgsh.com/files/News/afee398@1449ea8896
6df1ca39d946/Presentation/NewsAttachment/c451-80€54c28ae966f77c3424ee9/CGSH%20Alert%20
%20EU%20Implements%20Strengthened%20Iran%20Sanctions.pdf

A Counci | DB635/CESP of h5 O2tOber2012 amending Decision 2010/413/CFSP concerning
restrictive mea@ffcaldamsal af thaBunomean Uhigdatoberd6, 2012http://eur
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:2012:282:0058:0069:EN:PDF

5 COUNCIL | MPLEMENTI NG REGULATI ON ( EUpleMentng 45/ 2012 of
Regul ation (EU) No 267/ 2012 c on Officianloumg of the Butopeanct i ve me a:
Union, October 16, 2012http://eur-

lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:2012:282:0016:0022:EN:PDF
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The Role of Other Importers

As has been pointed out earlier, much depends on the policies of other importing states. For
sanctions to fully succeed, however, other key importers and trading partimersations shown

in Figure V.10 andFigure V.11 - must agree to major reductiomsimports and actually make

these reductions over time.

It is far too early to determine how well such efforts to broaden reductions in imports from Iran

will succeed, but key exporters like Saudi Arabraq, and Libyshave increased production to

help make up for the loss of Iranian exports, and key nations like China, India, and Japan have
already reached out to Saudi Arabia and other Arab exporters to help reduce their dependence on
Iranian oil Chi na, l rands | ar gest cedxtp purchasepracerttyner b
importing 454,000 barrels per day in July 2012, compared to 522,000 barrels per day in May
2012%° However these first quarter cuts was mostly due to contract negotiations and not, it
seems, because of pressure from the We&thi n a 6 s s af mapianroil averaged 550,000

bpd in April 2011 and have now decreased to an average of slightly above 400,000 bpd in
February 2013.

Nevertheless, the general treoder the past two yeatss been downward as these countries
reduce their ranian oil imports, despite the morttrmonth spikes or drops in Chinese,
Japanese, arlddian imports However, these cournés have previously stated thtaey will not,
either because of the difficulty of finding additional suppliers or due to otkssyes, be able
to completely remove Iran as an oil source.

@jJjudy Hua and Chen Aizhu, f@AChinads JulRputessAdgusti2imports fr
2012.http://www.reuters.com/article/2012/08/2 1{tisinaoil-iran-idUSBRE87K0OLK20120821

WHUPDATGEhiI3na, I ndia sl ash oReutersAmusi21i2812f rom | ran in July
http://www.reuters.com/article/2012/08/21/chini&iran-idUSL4E8JL.2D12012082.1
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Figure V.10: Major Importers of Iranian Crude Oil in Januaryi September 2011

(Iran exported some 2.2 million barrels a day in 2011)

Iranian crude oil imports
By country, in thousands of barrets a day from Janeary to September 2011
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Japan 32T
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Source Intemational Enengy Agency. The Washingion Post. Published on January 13, 2012, 7-51 pum.
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