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MEMOBANDUM FOR THE ASSISTANT BECRETARY OF DEFENLE, ISA

SUBIECT: Finasclag of Iranian Military Acquisitions

For sume time Irap bas been pressing us for sdditional eredits to fund
the military squiprmaent which it wants to buy. Is response to these
initiatives, Ex-Im Bank has decided that it would be willing to loan Iran
$120 milllon in FY 71 instead of the $100 million to which the bark had
committed itsell. Ex-Im is now secking Siste and Defense concurrence
in a cable informing the of thie decision, and State basg agreed in

principls.

We belleve it is unwise, at this time, for the U. 8. t0 offer to increase
Iran’s eredit for porchases of military equipment for the following
reASOnS:

i. The reguireraent for $120 million i¢ baned on the GO acquiring,
ey slia, 32 F-4Es, in sddition to the 64 already porchased, and 30
C-1308. As you are aware, no U.5. decision has yet been made on the
m:pasthﬂs additional alrcraft, which sanvot sasily be justified in
terms of the threst Irvan faces. Notifying the GOI of U8 willlagness to
loan $120 million would imply the decision bas already been made.

2. It appsars that the GO1 has made a firm decision to purchase
32 more Fods but Iran is much less certain that it can afford to buy
the additional 4] ¥-4s locluded in the recently signed Leiter of Intent.
We bolleve there is a strong possibility that if Irsn is informed it can
have $120 million credit fn FY 71, it will assame it can probably get
& similar smount annually over the next three or four years. (The
bistary of our dealings with the Shab suggests that this assumption is
foir.) The prospect of an additionzl $20 million per year over the next
three or four years could well be the deciding factor in Iran's decision
to purchase the lost 41 Fode, Since we are not yet convinced thas it
would be in the best interest of elther Iran or the U. 8. for Iran to
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have as 8 sguadron ¥-4 force {128 alreraft), we do not helieve that
we should do anything te enconrage Iran to make a poszitive decision at
this time.

The GOI must convert the F.4 Letier of Intent to a firm gentract by

i Decamber 70 and hu already sigoed, witheut US approval, the C-130
contract. The US position on thess transactions must therefore be
established by late October. We are sousulting with Systems Aaslysis
and JCB to prepave the Dol recommendation for Secretary Laird and
anticipate having this in about two weeks,

Pending the Becretary's decision on the entire guestion of ¥F-4s and
C~130s, 1 recommend that ISA non-concur in the Ex-tm proposal to
raise the FY 71 credit for Iran to $120 million.

JAMES B, KOYES
Depaty Assistant Secratary
Hear Esstern, African and South Aslan Affairs

STGNED
G. Warren Nutter 9 QCT 1970
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