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Executive Summary

Iran’s leaders have over the years repeatedly denied allegations of supporting terrorism or intending
to develop nuclear weapons. But the international community remained unconvinced. The country
has been termed a ‘state sponsor of terrorism’ since the mid-1980s and the United Nations, the
European Union, the United States and other countries have all imposed a growing list of sanctions
against Iran, both in relation to terrorism and human rights abuses, as well as to the country’s
suspected military nuclear programme.

With an interim nuclear agreement reached between world powers and Iran in 2013, and the
subsequent Joint Comprehensive Plan of Action (JCPA) expected to be implemented in early 2016,
the sanctions connected to the nuclear programme are expected to be lifted according to the JCPA.

The support to foreign paramilitary groups on the one hand, and the nuclear programme on the
other hand, are both crucial factors in achieving Iran’s geo-strategical goals in the Middle East and
creating lines of defence against its opponents.

Over the past few decades (since 1979), Iran’s foreign policy has not only consisted of traditional
diplomacy but also support for a range of armed militias and repressive governments in the Middle
East. This support has consisted of funds, weapons, strategic advice and military training. The broad
aim, of course, is to consolidate and expand the Iranian regime's influence in the region.

Among the groups provided with Iranian funds as well as material and strategic support and included
in this research are:

* Hezbollah in Lebanon (since 1983)

¢ Several Shia militias in Iraq (since 2003)

* Hamas and the Islamic Jihad in the Gaza Strip (since 2007)

* the Houthirebels in Yemen (since 2010)

* the Assad regime forces and militias in Syria (since 2011).

While there are many indications of this support, it is much more difficult to quantify the levels of
engagement. A lack of verifiable data means that the flow of funds, training, weapons and other
support provided by Iran to foreign militias and governments remains largely subject to speculation.
Based on available, credible information, Iran's estimated support for the above-mentioned entities
over the specified periods of time can be summarised as follows:

* The Iranian regime's closest proxy, Hezbollah Lebanon, has been provided with approximately
USS 100 million to USS 200 million per year since its early years in the 1980s, not accounting for
special payments or arms deliveries. Considering apparent budget cuts, this amount may have
dropped to approximately US$ 50 million to USS 100 million per year between 2010 and 2012.
Another round of cuts was reported for 2014/15. This has been attributed to the difficult
economic situation in Iran due to a range of factors including international sanctions and
decreasing oil prices. The massive support provided to the Assad regime in Syria is certainly
another factor. Iran is also indirectly responsible for Hezbollah's fighters present — by the end of
2015 —in several other conflicts, namely in Syria, Iraq and, to a lesser degree, in Yemen, where
they have been providing varying levels of training, weapons, strategic support and experienced
fighters on the ground.



e A range of Shia militias in Iraq were provided, in the mid to late 2000s, with an estimated USS$ 10
million to USS$ 35 million annually. This increased to an estimated USS$ 100 million to USS 200
million yearly from around 2009 onwards. In addition to cash and weapons, foreign fighters
funded by Iran, as well as Iranian elite units, have increasingly been sent to Iraq since 2014 to
fight against the so-called Islamic State in Irag and Syria (ISIS).

* Hamas was provided with approximately USS 100 million to USS 250 million between 2007 and
2011. Iran also provided training, advice and equipment. For the period from 2012 to 2014, it has
to be assumed that financial backing was reduced significantly or even completely cut off due to
Hamas' lack of support for the Assad regime in the current Syrian war. Since the end of 2014,
however, funding has apparently resumed, although it is likely to be at lower levels than in 2010-
2012.

* The Islamic Jihad was provided with approximately USS 100 million to USS 150 million annually
since 2007. As of the beginning of 2015, it has to be assumed that this support has been cut due
to the group's lack of support for the Houthi rebels in Yemen.

* The Houthi rebels have been provided with approximately USS 10 million to USS 25 million since
2010, partly as cash but mostly in the form of training, strategic advice and military equipment.

* The Assad regime and Syrian militias fighting on its side since the outbreak of the Syrian
revolution in March 2011 have been provided with approximately USS 15 billion to USS$ 25 billion
over a period of five years, equating approximately to USS$ 3 billion to USS 5 billion annually. The
support has taken the form of credit facilities, fuel supplies, training, strategic advice and military
equipment as well as support on the ground by Iranian special forces and Iranian-backed foreign
fighters. Some sources provide even higher estimates of around USS$ 20 billion annually.

Predominantly drawing on estimates and anecdotal evidence quoted in various sources, the findings
suggest that Iran’s expenditure on various paramilitary groups and allied governments in the Middle
East within the considered periods of time totalled between a low estimate of USS 20 and a high
estimate of USS 80 billion.

These large funds provided to various paramilitary groups and allied governments, despite being
heavily constrained by sanctions and continuously decreasing oil prices, show the level of importance
that the Iranian regime has placed on increasing its influence in the region. While there are many
clear indications that various types of support are funneled to these parties, the financial trails of
Iranian funding remain largely non-transparent. There has been ample speculation over the years on
how especially the Iranian Sepah Qods Force is financed and what assets are at the direct disposal of
the Supreme Leader Ayatollah Ali Khamenei, but available data from credible sources is largely based
on assumptions.

When talking about ‘Iran’ as a source of funds, it is important to bear in mind that it is unlikely that
all the financial assistance originating from the country passes through official government channels
and appears in the official budgets. It rather has to be concluded that Iranian support for militant
groups comes from such budgets only partially; for a large part, it originates from funds managed
outside the official government structures. Enormous assets have been found to be at the disposal of
Ayatollah Khamenei and Sepah Pasdaran, the Islamic Revolutionary Guard Corps (IRGC). Religious
foundations and clandestine business networks under their supervision generate billions of dollars of
annual revenues. They are not accountable to the public and cannot therefore be traced.



Similarly obscure as the funding of the foreign engagement of Iran is the country’s investment in its
nuclear programme. The costs of only one nuclear reactor operational in the country are estimated
to be approximately USS 11 billion. This figure increases tremendously to an estimated USS 100
billion when one also takes into consideration the indirect costs, especially those caused by the
international sanctions imposed on the country in relation to military nuclear activities. Moreover,
the nuclear programme makes little economic sense when looking at the costs of electricity
production.

Considering economic factors as well as the geography of Iran, a determined strategy to quit high-
carbon and nuclear energy generation and to rather implement alternative, renewable energy
sources seems to be more economically and environmentally viable. In addition, the potential for
attracting foreign investments when pursuing a renewable energy path may be promising.

The nuclear deal and the subsequent lifting of sanctions would make billions of frozen assets
available to the Iranian regime, as well as offering large growth potential for the economy due to
regained access to international markets. There have been justified fears that part of the released
funds would end up being used by the Iranian regime to further fuel conflicts in the Middle East and
increase military spending and financial assistance to allied Arab regimes and paramilitary groups.
While the risk of additional financing of terror is widely acknowledged, many experts see Tehran's
foreign ambitions to be less influenced by economic calculations than by political and strategic
considerations.



Introduction

Iran’s leaders have over the years repeatedly denied allegations that they support terrorism or
intend to develop nuclear weapons. But the international community remains unconvinced. The US
State Department has listed the country as a ‘State Sponsor of Terrorism’ since 1984 and the United
Nations (UN), the European Union (EU), the United States (US) and other countries have all imposed
a growing list of sanctions against Iran. There are concerns that if Iran spends billions of its limited
resources today to support its proxies in the Middle East, it will spend even more once sanctions are
lifted as part of a nuclear deal.

Iran is reportedly arming and supporting Hezbollah in Lebanon, Hamas and the Islamic Jihad in Gaza,
the Syrian regime forces and militias, the Houthi rebels in Yemen, and a range of Shia militias in Iraq,
Bahrain, Pakistan, Afghanistan and elsewhere.

A key role in this support is played by Iran’s military, the paramilitary Revolutionary Guards Corps
(IRGC) and its elite Qods Force, as well as its key proxy Hezbollah Lebanon. At the same time, Iran has
pursued a nuclear programme for many years, which is seen by the international community not only
as an alternative source for the growing energy needs of the country, but also intended to develop
nuclear weapons.

This study focuses on some of the conflicts in the Middle East in which Iran is reportedly involved.

The specific objectives of this research are to:
* Provide an estimate of the Iranian financing of:
* Hezbollah in Lebanon (since 1983);
¢ Shia militias in Iraq (since 2003);
* Hamas and the Islamic Jihad in the Gaza Strip (since 2007);
* the Houthirebels in Yemen (since 2010);
* the Assad regime forces and militias in Syria (since 2011).
* Provide an overview of economic and political sanctions against Iran;
* Provide an estimate of the impact of the nuclear programme and the related sanctions on the
Iranian economy and to briefly lay out arguments for an alternative energy scenario.

The support to foreign paramilitary groups and with this increasing influence in the region on the one
hand, and the nuclear programme on the other hand, are both crucial factors in achieving Iran’s geo-
strategical goals in the Middle East and creating lines of defence against its opponents, namely Saudi
Arabia, Israel and the US.?

This research focuses on a narrow set of questions and does not provide background information or
detailed historical contexts on the conflicts in question.



Chapterl Methodology and data limitations

In order to answer the research questions, a number of activities have been carried out. Information
on Iran’s financial support to the five conflict areas in the specified periods was sought in
government publications, publications by political research institutes and think tanks, scientific
research papers, reputable international financial and political media as well as national, regional and
international media.

In identifying relevant data to be considered, special attention was given to the competence,
objectivity and accuracy of the selected sources. It is essential to note upfront though that there is
very little precise data on the amount of support provided by the Iranian government or other
Iranian institutions allegedly involved in providing funding to militant groups considered in this
assignment. Due to the general scarceness of substantiated data on financial links and volumes, it
was decided to also consider anecdotal evidence or sources which may be influenced by political
views.

1.1 Financial support to paramilitary groups

1.1.1 Quantifying support

There is broad consensus among experts that Iran is providing critical support to different
paramilitary groups and repressive regimes in the Middle East. In some cases, this is also confirmed
by the leaders of these groups or representatives of the Iranian regime. However, estimates on the
value of these provisions vary considerably. Annual funding figures provided by different sources
generally fall within the realm of speculation due to the lack of verifiable evidence.

The research thus had to rely predominantly on estimates provided by diverse sources and anecdotal
evidence quoted in various publications. These can be political or intelligence experts on the ground
in conflict-stricken countries or close to other governments. The US government and various US
think-tanks in particular publish regular briefings and papers on various conflicts in the Middle East,
including the role of Iran in them.

Estimates carry an inherent risk of under- or over-estimation. The political agendas of the institutions
publishing such reports may also influence their conclusions.

When it comes to quantifying the actual financial volume of the support provided by Iran, institutions
such as the Congressional Research Service or the US Department of State often refer to sources
guoted in media reports. These can be persons close to the command of one of the militant groups
or military or security experts in the concerned country. These sources are mostly anonymous. Often
only the nationality or area of expertise is provided. US analysts, often connected to the US
government or US think tanks of different political orientations, are regularly quoted.

The estimates provided by different sources are sometimes close or similar. At other times, however,
the figures vary considerably. In addition, the available information suggests that, in various conflicts,
the level of support fluctuates over time, influenced by political, strategic and economic
developments. This research quotes several sources in order to identify ranges of overall support
provided to the different groups, giving low and high estimates.



Iran provides the paramilitary groups in question not only with varying levels, but also with different
types of support. Besides direct financial support, this can be in the form of training, strategic advice,
military equipment and fuel supply. Additional types of assistance, which also contribute to a further
spurring of conflicts while impacting negatively on the Iranian economy, are mentioned in the paper
where specific information is available. The financial value of this support can in most cases not be
separately quantified.

Another factor complicating the attempt to quantify financial support in specific conflicts is the fact
that there is often an overlap between the different paramilitary groups in question and their
geographic area of activity. This applies, for example, to Hezbollah, which is not only active in
Lebanon, but also sizably involved in the conflict in Syria, fighting alongside the troops of Syrian
President Bashar al-Assad and the Iranian-supported Shia militias from Iraq. This inter-connection
means that financial flows cannot necessarily be assigned to one group or one conflict.

1.1.2 Sources of financial support

Not only is it difficult to identify the level of support provided, it is also difficult to specify the actual
source of funding. The budgets published by the Iranian government are not transparent enough to
allow drawing conclusions on, for example, a specific ministry providing funds to one of the
researched groups. Many analysts and experts doubt that the transparency and completeness of the
published fiscal breakdowns realistically reflect the actual flow of funds. As with the level of funding
provided to paramilitary groups, the research into the sources of funding has to rely predominantly
on anecdotal evidence and generic research on funds available to key representatives of the Iranian
regime.

The paper examines the information available on possible financial links to the Iranian military
budget, and more specifically the Iranian Revolutionary Guards Corps (IRGC), and its special elite
Qods Force. This is partly based on published fiscal breakdowns, complemented with findings of
investigations of other sources of income of these groups.

At the same time, various experts suspect that there are large shadow budgets directly available to
the Iranian Supreme Leader, Ayatollah Ali Khamenei, through a conglomerate of foundations and
companies. The background of these networks is briefly described. While it is alleged that these
revenues are also being used to support various paramilitary groups, it is impossible to identify or
follow a money trail.

1.2 Sanctions

An overview of the economic, financial and political sanctions against Iran has been researched
based on information from governments, international institutions and relevant research institutes.
The large number of sanctions in place can be broken down into terrorism-related sanctions, which
are likely to remain in place even after a nuclear deal has been implemented, and nuclear-related
sanctions, which are expected to be lifted once such as deal is implemented. The overview focuses
on sanctions imposed by the US, the United Nations and the European Union.

1.3 Costs of Iran's nuclear programme

As with the previous questions, hard data on the economic impact of Iran's nuclear programme and
the related sanctions are not available.



A realistic estimate should consider the direct and indirect costs of the nuclear programme, thus, not
only the costs of building and operating the actual civilian nuclear reactor in Bushehr and facilities
related to the nuclear programme, but also the economic impact of nuclear-related sanctions.
Besides some smaller budget items in the official budgets, the research had to rely on best estimates
made by various experts and organisations in order to come up with a likely range for the total
economic costs of Iran's long-term investment in nuclear energy facilities. It is not possible to discern
the costs for civil use from a possible military programme.

1.4 Impact on Iranian economy

While it is not possible to discern the different levels of impact on public finances, estimates on the
economic losses caused by international sanctions and the value attached to a relief of the nuclear-
related sanctions as part of a nuclear deal are available.

1.5 Economic costs of a renewable energy pathway

Leaving aside the discussion on a possible nuclear weapons programme and focusing instead on the
energy needs of the Iranian economy, arguments for a switch to renewable energy sources are
summarised in this paper. Information published by national and international authorities and
research institutes, scientists and civil society organisations forms the basis of this section.



Chapter 2 Iran's financial support to paramilitary groups in the Middle East

2.1 Overview

Since 1979, Iran’s foreign policy has not only consisted of traditional diplomacy; it has also relied on
the provision of funds, weapons, strategic advice and military training to allied governments and
paramilitary groups in the Middle East as an instrument to achieve its objectives.?

In the following sections, an overview of information from a broad range of sources is summarised,
with the aim of quantifying suspected Iranian funding to Hezbollah in Lebanon, Shia militias in Iraq,
Hamas and the Islamic Jihad in the Gaza Strip, the Houthis in Yemen and militias fighting on the side
of the Assad regime in Syria. The aim of the research at hand is not to provide a historical and
political background to these groups and conflicts. It only focusses on their financial and material
links to Iran.

2.2 Hezbollah in Lebanon (since 1983)

Hezbollah (a.k.a. Hizbollah, Hizbullah) was founded in 1982 as a Shia Muslim political group with an
armed wing in response to the Israeli invasion of Lebanon. From the beginning the party had close
ties to Tehran and is seen by many as Iran’s proxy in Lebanon and the Middle East more broadly. This
is clear in the ongoing war in Syria, where Hezbollah has provided crucial military support to
President Bashar al-Assad (see section 2.7).4 The US, the EU, Israel and various Arab Gulf countries
have designated the military wing of Hezbollah as a terrorist organisation.’

In its founding manifesto published in 1985, Hezbollah vowed its loyalty to Iran's then Supreme
Leader, Ayatollah Ruhollah Khomeini. According to various sources, Iran has provided the group with
considerable financial, military and organisational support from the very beginning. Indeed, in its
infancy, the group received critical training and funding from the Iranian Revolutionary Guard Corps
(IRGC), a military and internal security institution (see section 2.8.1 for more details on the IRGC).?In
addition, the IRGC reportedly has an officer appointed to oversee Hezbollah's operations on behalf of
the Islamic Republic.” Top-ranking military officers are also reported to have provided trainings to the
party’s militant arm over the years.?

Historically, Hezbollah has rejected allegations that it was dependent on Iranian support, at least in
official statements. Similarly, the Iranian government insisted for a long time that it provided moral
but not material support to Hezbollah.” However, in recent years, material funding has frequently
been confirmed by Iranian and Hezbollah spokespeople.™®

One of the first public admissions was made in 2009, when Hezbollah's leader Hassan Nasrallah
thanked Iran for providing “[...] all the moral, political, materialist [sic] and financial support."11 In
February 2012, Nasrallah acknowledged openly his party’s dependence on aid from Iran. Claiming
that previously he had not wished “to embarrass our brothers in Iran,” he noted that since Iran had
admitted the support, the time had arrived for Hezbollah to do so as well. “Yes, we received moral,
and political and material support in all possible forms from the Islamic Republic of Iran since
1982.[...] In the past we used to tell half the story and stay silent on the other half.[...] When they
asked us about the material and financial and military support we were silent.”** In July 2015,
Nasrallah was quoted saying: "We say this loud and clear: we receive material and financial support
from the Islamic Republic, and we are proud of that fact." According to Nasrallah, the support
provided by Iran was sufficient for Hezbollah, dismissing claims of money-laundering activities by the
party.”



Few details are publicly available about Hezbollah’s finances. Iran is believed to provide the group
with at least USS 100 million per year. Yet details about the extent and sources of Iran’s financial
support remain hard to come by, as Lebanese political analyst Amal Saad-Ghorayeb explains.™

Estimates often do not include additional Iranian funding for crisis periods, such as the 2006 war with
Israel, for which costs covered by Iran have been estimated at as much as USS 1.2 billion. Nor do they
include exceptional circumstances such as the June 2009 parliamentary election, for which Hezbollah
reportedly received foreign funding.”

Looking at different sources and estimates, the level of Iranian funding to Hezbollah has considerably
fluctuated over the years.

¢ 1980s and 1990s
According to one piece of research on the early years of Hezbollah, Iran’s annual subsidy was
estimated at USS$ 140 million during the 1980s."® In 1997, the Supreme National Security Council
of Iran reportedly decided to increase Iran's military and financial support to Hezbollah from
USS 80 million in 1996 to USS 100 million in 1997."” Matthew Levitt from the Washington Institute
for Near East Policy also estimated Iran’s annual contribution to Hezbollah in the 1990s to be at
least USS 100 million per year.™®

* 2000s to 2010
The estimates for the flow of Iranian funds to Hezbollah in the early 2000s vary depending on the
source, ranging between USS$ 60, USS 100 and USS 200 million per year, reportedly peaking in
2008/09 due to rocketing oil prices.”*°
An article from 2004 referred to Western diplomats and analysts in Lebanon suggesting that
Hezbollah may have received closer to US$ 200 million a year from Iran at that time.?! This figure
has been quoted by various US sources over the years.”” In the wake of the death of Palestinian
leader Yasser Arafat, Hezbollah reportedly received an additional USS 22 million from the Iranian
intelligence to support Palestinian armed factions and provoke instability in Israel and the
Occupied Palestinian Territories in the West Bank and Gaza Strip.”?

The US State Department reported in its 2008 ‘Country Reports on Terrorism’ that Iran provided
an estimated USS$ 200 million in funding to Hezbollah during that year and trained over 3,000
Hezbollah fighters at camps in Iran. This support helped the group re-arm itself to levels beyond
those of the 2006 war between Hezbollah and Israel.**

Similar figures were given by the US Department of Defense in April 2010: between USS 100
million and US$ 200 million a year.” According to Israeli intelligence sources, between 2006 and
2009, Iran provided Hezbollah with more than USS 1 billion in direct aid, equaling to about

USS 250 million per year.?®

During a visit to Lebanon in October 2010, then Iranian president Ahmadinejad reportedly
boasted of Iranian money and weaponry spent reconstituting the Hezbollah military arsenal that
had been depleted in the 2006 war with Israel. According to Hezbollah officials, the group spent
up to USS 1.1 billion of Iranian money on rebuilding destroyed areas in the aftermath of the 2006
war.”” Another source estimated the Iranian aid provided in connection with the war with Israel at
US$ 1.2 billion.”®

Israeli army officials also indicated that Iran and Syria not only re-armed Hezbollah, but also
helped it considerably improve the accuracy of its large arsenal of missiles.”



Iran has long been a major arms supplier to Hezbollah. Iranian shipments of weapons destined to
Hezbollah, with Syria as the main transit country, have repeatedly been intercepted. Iran has also
trained Hezbollah fighters at camps in Lebanon and Iran.*® Reported shipments prior to the 2006
conflict with Israel include the ‘Fajr’ and ‘Khaybar’ series of rockets, over 10,000 ‘Katyusha’
rockets, and ‘Mirsad’ unmanned aerial vehicles.*

In 2002, the media reported on Iran financing and establishing military training camps in the
Beka'a Valley, then controlled by the Syrian army. Trainings for Hezbollah, Hamas and Islamic
Jihad fighters reportedly included the use of rockets such as the short-range ‘Fajr-5’ missile and
the ‘SA-7’ anti-aircraft rocket. According to a report by an unnamed Western intelligence agency,
the Iranian training programme cost USS$ 50 million.*

In August 2006, Jane's Defense Weekly reported that Hezbollah asked Iran for "a constant supply
of weapons" to support its operations against Israel. According to Western diplomatic sources,
the Iranian authorities promised Hezbollah a steady supply of weapons.**

Assistance also came in the form of aid for Hezbollah’s political pursuits. Iranian officials
announced in 2008 that Hezbollah, then making headway into Lebanon’s political life, would
receive USS 600 million in ‘election financial aid’ to help the party’s prospects in Lebanon’s
parliamentary elections in 2009.>*

Despite denials by officials of Hezbollah’s Al-Manar TV channel,* various Middle East analysts and
journalists maintain that Iranian funding also includes Al-Manar, be it direct or indirect via
Hezbollah.*® Al-Manar reportedly received seed money from Iran and incurred initial operating
costs of USS 1 million in the early 1990s.*” By 2002, the annual budget of the channel had grown
to approximately USS 15 million, with Iran reportedly still directly or indirectly contributing part of
the required funds.*®

2010 onwards

According to some analysts, financial support by Iran to Hezbollah has been cut twice over time,
with no prior notice. In at least one of these instances, the cut affected as much as 30 to 40
percent of the support. According to Matthew Levitt from the Washington Institute for Near East
Policy, this triggered a diversification of the group’s financial portfolio beyond the estimated

USS 200 million that they received from Iran.*

In 2010, Israeli intelligence assessments came to the conclusion that the annual direct military aid
from Iran was cut by as much as 40 percent.*”® Others questioned that, however, saying that

USS 100 million to USS 200 million was not a large sum for Iran and that, if aid to Hezbollah was a
high priority, it could easily continue at the same level.*!

Observers believe that Iranian support to Hezbollah may have increased again since 2013 in
conjunction with Hezbollah’s direct involvement in the war in Syria. However, no new estimates
quantifying such an increase have been published.*’ Regional security officials told Reuters that
between 2,000 and 4,000 Hezbollah fighters, experts and reservists operated in Syria in
September 2013.”* According to internal Hezbollah-sources, the militant group had as many as
6,000 combatants paid by Iran fighting alongside al-Assad’s troops.**



In 2014/15, new reports emerged on Hezbollah implementing 'austerity measures', largely due to
the troubled economic situation in Iran due to declining global oil prices, the impact of
international sanctions and the financial support funneled to other trouble zones in the region,
namely Syria.”” In March 2014, the US Treasury Department reported the sanctions regime was
"[...] squeezing Tehran's ability to fund terrorist groups such as Hezbollah".*® The London-based
paper Al-Sharg Al-Awsat reported in April 2014 that Ayatollah Ali Khamenei continues to fund
Hezbollah through his separate budget; however, the government's flow of money to the militant
group was apparently stopped by the Iranian president Rouhani five months earlier during the
reorganisation of Tehran's Foreign Ministry. In addition, the newspaper reported that the US and
Europe are keeping a close watch on Iranian sources funding Hezbollah.*’

As a result of its tightening budget, sources close to Hezbollah’s central command reported that
the group had to fire many employees working within the party’s social, health, media and service
institutions, to impose salary cuts, defer payments to suppliers and reduce monthly stipends to its
political allies in Lebanon.*®

However, while the budget was apparently cut by as much as 40 percent in 2015, this cut
seemingly affected Hezbollah’s social and health services, not its military budget.* The fighters
and their families reportedly still receive an average of USS 1,000 per month, depending on their
rank and responsibilities.”

According to analysts, Tehran is not the only source of funding for Hezbollah. The group has
acquired a reasonable degree of financial autonomy over the years through its own investments
and charities. Revenue streams also come from import-export activities, the collection of
donations, and operating an overseas network of legal and illegal businesses.”

Experts at the ‘Iran Project’ think that, while Hezbollah will be able to find financial sources
without its main sponsor, Iran is above all an important supplier of weapons, particularly rockets
and missiles. Maintaining this supply line is also seen as one of the key reasons for Hezbollah's
involvement in the Syrian conflict.”?

Overall, Hezbollah continues to rely on significant funding from Iran. The impact of Iranian budget
cuts on Hezbollah’s ability to bankroll its social welfare network of schools and hospitals
illustrates the level to which Hezbollah is still dependent on Iran.>?

2.3 Shia militias in Iraq (since 2003)

Iran’s support to Shia armed groups in Iraq dates back to the 1979 Iranian Revolution. Following the
US invasion of Iraqg in 2003, this support continued as Iraq’s exiled Shia parties returned with Iran’s
help.”*

2003 to 2007

From 2003 onward, the key Iranian-backed militias were the Mahdi Army, the armed wing of the
Sadrist movement, and the Badr Corps.> They reportedly received from Iran training, funding and
weapons, including mortars, rockets, rocket-propelled grenades, as well as highly-lethal
explosively-formed penetrators (EFPs).>® Mahdi Army fighters also received training in Iranian
camps as early as 2004.



In 2005 and 2006, the IRGC Qods Force reportedly expanded this effort with the help of Hezbollah
Lebanon. Ali Mussa Dagdug, a senior member of Hezbollah, went to Iran to instruct Iraqi militants
alongside the IRGC Qods Force commanders. According to the US-led Multi-National Forces in
Irag, the Qods Force provided Dagduq with a budget as high as USS$ 3 million on a monthly basis.?
The supply of explosives and bomb-making material to Shia militants via the Iranian border was
already a concern in 2005, as reported in classified US military documents. Nonetheless, figures
quantifying the support before 2006 are difficult to find.®
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According to a US government intelligence analyst, the support provided by Iran to Iragi militias
increased in the second half of 2006, with the aim of forcing the US military out of Iraq. In 2007, a
US military representative quoted information provided by detained members of Shia militias
confirming that the IRGC Qods Force backed Iragi Shia militants by supplying weapons, training
and monthly allowances worth between USS$ 750,000 and USS 3 million.>®

In 2007, a US government official in Iraq estimated the annual financial support provided by Iran
to different actors in Iraq at USS 150 million to USS$ 200 million. In addition, significant support in
the form of training, technical support and arms, including rockets and mortars, was provided to
various Iraqgi Shia militias by the Qods Force.®

2008 to 2010

Iraqi officials and the US military estimate that Iran in 2009 provided weapons and financial
backing worth an estimated USS$ 36 million to the Mahdi Army and other Shia militias. In addition,
the Qods Force, together with Hezbollah Lebanon, was suspected of training Iragi Shia militants
and providing them with armor-penetrating explosives.®! In the period from 2008 to 2010, the
small Asa’ib Ahl al-Haq militia grew significantly in influence due to Iranian support.®

Leaked US embassy cables from November 2009 explain that the financial and operational
support provided by Iran to competing Shia, Kurdish and some Sunni groups aimed to create a
broad range of groups dependent on Iran’s generosity among Iraq’s political players. For lack of
exact figures, the US State Department estimated Tehran's financial backing of Iraqi proxies at the
time at USS 100 million to USS 200 million annually, with US$ 70 million going to Islamic Supreme
Council of Iraq (ISCI) and its Badr Corps militia.®*

2011 onwards

After the US troops officially left Iraq in 2011, Iran helped reactivate and empower some of the
Shia militias to support the Iraq Security Forces against the so-called Islamic State (IS). These
included As'aib Ahl Al Hag, Kata'ib Hezbollah (Hezbollah Brigades) and the Badr Organization.®*

As of 2014, up to 50 Shia militias were recruiting in Irag, at least 37 of them with ties to Iran.®> The
majority of these militias are part of the so-called ‘al-Hashd al-Sha'bi’, or the Popular Mobilisation
Forces (PMF), an umbrella organisation of predominantly Shia militias set up in June 2014 and
sponsored by both the Iragi and Iranian governments.® Asaib Ahl al-Haq, Badr Brigades, and
Kataib Hezbollah are seen as key players in the fight against IS. Together they are described as
being the most powerful military force in the country.®’ Other important members of al-Hashd al-
Sha’abi include Kata'ib Imam Ali and Harakat Hezbollah al-Nujaba.®®

As'aib Ahl al-Haq has close connections to Lebanon's Hezbollah and ideological links to Iran's
Supreme Leader, Ayatollah Ali Khamenei. According to an Iraqgi intelligence official quoted in
2014, the group receives USS 1.5 million to USS 2 million a month from Iran.®® Another Iraqi
source close to the extremist group estimated in 2011 that As'aib Ahl Al-Haq relies on Iran for
approximately US$ 5 million in cash and weapons on a monthly basis.”



In addition, Iranian opposition groups estimated in 2014 that approximately 7,000 members of
the IRGC Qods Force under the command of Iranian General Qassem Soleimani were on the
ground in Iraq, both fighting and training militia forces.”*

According to the US State Department, Iran increased training and funding to Iraqi Shia militia
groups in 2014 in response to IS’ advance in Irag.”> Quoting an unnamed senior Iranian cleric with
close ties to Tehran’s leadership, the Washington Post reported in December 2014 that Iran had
sent elite units and more than 1,000 military “advisers” to Iraq since the capture of much of
northern Iraq by IS in June of the same year. In addition, Iran reportedly conducted air strikes and
spent more than US$ 1 billion on military aid. ”> The source did not specify whether the funds
went to the Iragi government or to Shia militias.”®

In March 2015, the secretary-general of Hezbollah al-Nujaba, Sheikh Akram al-Kaabi, stated in an
interview that “[/w]e do not hide the fact that the technical and logistical support comes from the
[Iranian] Islamic Republic at all levels of training, arming and with the provision of advice through
the presence of leaders and field advisers from the brothers in the Quds Force of the Revolutionary
Guards.””

In March 2015, Hezbollah Lebanon decided at a meeting of the Jihad Council headed by Hassan
Nasrallah to send 800 elite fighters to Iraq to take part in the battles for Tikrit and Mosul.
Equipped by Iran's Revolutionary Guards already present in the town, the Hezbollah troops also
provided training to Iraqgi Shia militia fighters.”

According to an internal Iraqi intelligence report leaked to the media, the number of armed
militias in Irag in mid-2015 was 53, up from 43 in December 2014, with a total membership of
120,000 militiamen. The “only common factors” among them, the report adds, are the “extremist
religious cover” and the source of their funding: Iran. Each militia is said to receive from Tehran
between 100,000 and 500,000 US dollars per month, depending on its size and its achievements,
in addition to Russian- and Iranian-made weapons.”’

In a series of interviews by Reuters published in February 2015, key figures inside the Iraqi
Popular Mobilisation Forces detailed the ways in which these militias cooperate with Baghdad and
Tehran, and the role that Iranian 'advisers' play, both inside the groups and on the frontlines. The
interviewees included two senior figures in the Badr Organisation and the commander of a
relatively new militia called Saraya al-Khorasani.”® Saraya al-Khorasani was founded in 2013 and
advised by IRGC General Hamid Taghavi, who was killed in northern Iraq in December 2014.”°

Iraqi officials told Reuters that former Badr commander Jamal Jaafar Mohammed, better known

by his nom de guerre Abu Mahdi al-Mohandis, is General Qassem Soleimani's right hand in Iraq,

and militiamen praised him as "the commander of all troops," whose word is “like a sword above
all groups."®

Several of the Shia militias receiving Iranian funding in Iraq also sent fighters to Syria in recent

years.®! The Guardian reported in March 2014 that the families of 'martyrs' receive a one-time
compensation of up to USS 5,000 from Iran.®
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2.4 Hamas in Gaza (since 2007)

According to various different sources, the Palestinian Islamist group Hamas, which controls the Gaza
Strip, receives external support from several states and non-state groups or networks. Historically,
however, Hamas fighters were supplied with most of their funding and weapons by Iran.®*> While
otherwise focusing its support on Shia militias, Iran seems to be willing to put aside its sectarian
differences and back this Sunni militant group. This cooperation provides the Iranian Revolutionary
Guards with access to the southern border of Israel, a joint enemy of both Hamas and the regime in
Tehran.®

2007 to 2010

Quoted in Arabic-language Raya News in early 2014, Ali Nourizadeh, Director of the Center for
Iranian Studies, estimated that Hamas has received more than USS 2 billion from Iran since the
group’s inception in 1987. According to Nourizadeh, Hamas received the aid through various
channels, either in cash, when Hamas leaders visit Tehran, or through Hezbollah Lebanon.®

Sources inside Gaza as well as international analysts have estimated Iran’s support to Hamas to be
somewhere in the range of USS 250 million annually provided to cover the budget of the Hamas-
led government in Gaza.?® At the same time, Iran also reportedly provided the armed wing of
Hamas, the Izz ad-Din al-Qassam Brigades, with weapons, technical know-how and military
training.®” However, no more than 500 Hamas fighters were apparently trained by Iran.®®

Other sources give somewhat lower figures for the financial support. According to a 2009 article
quoting Saeb Oraikat, then an official from the Palestinian Authority, Tehran awarded Hamas at
the time a monthly budget of US$ 10 million, or an estimated annual budget of US$ 120 million.*
The Washington Institute, quoting Israeli intelligence services, estimated annual Iranian subsidies
to Hamas to be approximately USS 100 million in 2010. According to this source, the Iranian funds
were at the time mostly flowing through the Hamas Political Bureau in Damascus and used
primarily for weapons purchases and shipments.”

2010 to 2013

Between 2010 and 2012, the relations between Sunni Hamas and Shia Iran deteriorated and the
latter reportedly decreased its funding significantly, or even stopped it altogether. Most experts
explain the development with Hamas' refusal to show public support for the Syrian regime against
the uprising.”* Although the exiled Hamas leadership had been hosted by the Assad regime in
Damascus for a decade, it refused to back the government against the mainly Sunni rebels,
incurring the wrath of Assad’s close allies in Tehran. Consequently Khalid Meshaal, the head of
Hamas’ Political Bureau, and other members of the external Hamas leadership left Syria in 2012.%

In May 2013, media reports quoted Hamas leaders stating that Iran cut up to USS 23 million a
month in funding due to the movement's position on the uprising in Syria.”®> Ghazi Hamad,
Hamas's deputy foreign minister, described the relations with Iran as "bad," adding that “/ can say
it is not like the past. | cannot give you the exact amount. For supporting the Syrian revolution, we
lost very much.[...] | cannot deny that since 2006 Iran supported Hamas with money and many
[other] things.[...] | cannot say there is military cooperortion."94

The cut of Iranian support was also confirmed in October 2013 by Moussa Abu Marzouk, the
deputy head of Hamas’s Political Bureau, who was quoted saying that “Iran used to be the most
supportive state to Hamas in all aspects: money, arms and training. We don’t deny this [...]. Our
position on Syria affected relations with Iran. Its support for us never stopped, but the amounts [of
money] were significantly reduced.”®
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The drying up of funding apparently caused a serious financial crisis in the Gaza Strip. This was
exacerbated in the second half of 2013 by the closure of the smuggling tunnels between the Gaza
Strip and Egypt by the new regime in Cairo.’® Nevertheless, some reports indicate that Hamas’s
military capabilities have nevertheless been augmented through Iranian technological assistance
and training, either provided directly or indirectly via Hezbollah Lebanon.”’

e 2014 onwards
Taher al-Nounou, an aide to Gaza's Prime Minister, Ismail Haniyeh, was quoted in early 2014
saying that the ties with Iran were weakened by the war in Syria, but not severed. In reply to the
question whether Tehran had resumed its financial support, Nounou said that "[w]e don't
announce these things because there would be efforts to stop it.">® The relationship reportedly
improved further during 2014, with financial support being raised around March, but to levels
lower than the ones at the end of 2012.%° At the same time, reports emerged about alleged
rockets shipments from Iran to the Gaza Strip.'®

In August 2014, the Head of the Political Bureau of Hamas, Khalid Mashaal, praised the important
role of Iran’s financial and military assistance.'®" In December 2014, Palestine Today news site
quoted Senior Hamas Leader Mousa Abu Marzougq stating that “Iran is the only country that has
stood beside Hamas and provided the resistance movement with financial, weaponry and training
assistance”. He also mentioned Iran's contributions to the improvement of Hamas’ military wing,
the Izz ad-Din al-Qassam Brigades.102

According to an April 2015 article in the Wall Street Journal, intelligence reports indicated that
relations between the IRGC and the Izz al-Din al-Qassam brigades had been restored towards the
end of 2014 and Iran had revived funding, facilitating tunnel reconstruction and medium-range
missiles procurement in early 2015. According to a senior Western intelligence official, Iran’s
Revolutionary Guards transferred tens of millions of dollars to the Qassam Brigades in the first
months of 2015. Funds were allegedly transferred on the direct orders of General Qassem
Soleimani, the commander of the IRGC Qods Force, who also dedicated an annual budget to
finance Hamas’s military operations.’®

In August 2015, the Iranian Foreign Ministry underlined its support for the Palestinian Hamas, as
well as other ‘resistance groups’ in the region, without specifying the type of support provided.
This came in response to media reports claiming that a member of Hamas had criticized Iran for
weakened support. A senior Hamas official was quoted saying that “Iran’s various supports [sic]
for Palestine have been precious, abundant and greatly influenced the Palestinian resistance”.***
Iran publicly confirmed to be arming Hamas, among others, and providing the militia with ‘Fajr-5’

missiles.'®
2.5 The Palestinian Islamic Jihad (since 2007)
While Hamas pursues a goal of establishing an Islamic Palestinian state in place of Israel, the Islamic
Jihad is almost exclusively focused on terrorist acts to achieve its goals. And where Hamas in recent

years faced cuts in Iranian financing due to a lack of support for al-Assad in Syria, the Islamic Jihad
saw a cut-back in its funding due to a lack of support for the Houthi rebels in Yemen.'®
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In the past, the Islamic Jihad was seen as having the closest ties with Iran out of all the Palestinian
factions, as well as close relations with Iran’s allies Syria and Hezbollah.'®” Quoted in Arabic-language
Raya News, Ali Nourizadeh, Director of the Center for Iranian Studies, estimated that the Islamic
Jihad received between USS 100 and USS 150 million annually until 2014. The group allegedly
received its Iranian money via Hezbollah or through banks in Beirut or Malta. According to
Nourizadeh, Islamic Jihad fighters were trained in Iran and the group’s weapons all came from Iran,
with Hezbollah playing an important role in the supply line.'®®

Since Tehran pulled its funding for the group earlier in 2015, the Islamic Jihad in the Gaza Strip has
reportedly been suffering a severe financial crisis. A television station belonging to the group was
shut down, and so did some of its few non-military institutions. Salary payments also had to be
stopped temporarily, both to its military wing (the al-Qods Brigades) and civil staff.'®

2.6 Houthi rebels in Yemen (since 2010)

Iran's involvement in Yemen goes back years. One of the key reasons for Iran to arm and finance the
Shia Muslim rebels is the common adversary of Saudi Arabia, even though the Houthis had previously
been supported by Saudi Arabia."™® According to media reports, Yemeni analysts and US officials, the
Iranian support ranges from political and religious support for Houthi leaders to military training,
provision of weapons and active involvement in the fighting, as well as humanitarian support.***
According to US analysts, the support to Yemen's Houthi rebels is managed by Lebanese national
Khalil Harb, a former special operations commander and a close advisor to Hezbollah leader Hassan
Nasrallah.™*

The level of Iranian support received by the Houthis is uncertain. Various analysts voiced opinions
that it appears to be not nearly as systematic or significant as that provided to closer allies such as
Hezbollah in Lebanon (see section 2.2).""> Domestic tensions are seen as the key underlying reasons
for the conflict rather than the Houthis acting as Iran’s proxies, as is the case in other conflicts in the
region.114

Iranian support seems to be mostly provided in the form of training and military support.'*® Several
US official and intelligence sources, as well as UN experts, assert that Iran has transferred weapons
to the Houthi rebels and provided military trainings.'*® In March 2012, US officials stated that there
appeared to be “[...] a relatively small but steady stream of automatic rifles, grenade launchers,
bomb-making material and several million dollars in cash” sent by Iran to the Houthi rebels.**” US
intelligence sources estimated in 2011 that Iranian operatives had provided “millions of dollars” to
Houthi leaders.'*® While no concrete figures are given, Houthi leaders admitted already in 2012 that
they had received Iranian funds.'* In 2013, the US Department of State’s terrorism reports stated
that, “Iran actively supports members of the Houthi movement, including activities intended to build
military capabilities.”**

In October 2014, Ali Akbar Velayati, a spokesman for Ayatollah Ali Khamenei, was quoted saying in a
meeting with a group of Yemeni clerics in Tehran that "the Islamic Republic of Iran supports the
rightful struggles of Ansarullah [the party of the Houthis] in Yemen, and considers the movement part

of the successful Islamic Awakening".***
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In December 2014, Reuters quoted unnamed Yemeni, Iranian and Western sources confirming
Iranian military and financial support to the Houthi rebels before and after their takeover of Sanaa in
September 2014. According to Yemeni security officials, "[b]efore the entrance into Sanaa, Iran
started sending weapons here and gave a lot of support with money via visits abroad." These
transfers apparently also continued in the following months. An unnamed senior Iranian official
confirmed to Reuters that the Iranian Revolutionary Guard’s Qods Force had several hundred military
personnel in Yemen who train Houthi fighters. The official also stated that the pace of money and
arms provided to the Houthis had increased since their seizure of Sanaa in September 2014."** An
unnamed Western source familiar with Yemen was quoted by Reuters in December 2014 stating that
“[w]e think there is cash, some of which is channelled via Hezbollah and sacks of cash arriving at the

. 12
airport” ***

A Houthi official visiting Washington in early 2015, Ali Al-Emad, denied major financial backing or
arms were coming from Iran. However, around the same time, a Houthi official in Yemen confirmed
that assistance was provided by Iran in the form of logistics, intelligence and cash. He was quoted
saying that “Houthis have received tens of millions of dollars in cash from Iran over the past couple of

yearsn 124

Sources in the Lebanese government confirmed that Iran sent fighter pilots to Lebanon, where they
received Lebanese passports and travelled on to Yemen to join the Houthi rebels.'” David Weinberg,
a Yemen analyst at the US Foundation for Defense of Democracies, asserts that "Tehran does not
exercise command and control over Ansar Allah (the Houthi militia). [...] But credible reports confirm
that it has been providing on-the-ground advising ...training overseas, major sums of money and
weapons by the literal ton."**®

In the first months of 2015, Iran reportedly put pressure on Hezbollah to send advisors to Yemen in
support of the Houthi fighters, to help them secure cities they had captured. Hezbollah had already
been training Houthi officials in the previous year in the use of media tools.'”’ In an analysis for the
EU Policy Department on External Policies, Ahmed Saif from the Sheba Centre for Strategic Studies in
Yemen talks about Iran providing “[...] remarkable direct financial and technical support to the
movement through the Lebanese Hizbullah” .**®

In April 2015, a spokeswoman for the US Department of State was quoted saying that “[t]here is a
well-documented history of (Iranian) support for the Houthi, including in various State Department
reports — money, weapons — support for a very long time” .**° These statements are confirmed by a
confidential UN report presented to the Security Council in April 2015, finding that Iran had supplied
the Houthi rebels with weapons since at least 2009, the beginning of the Shia militia's uprising. The
UN experts found “[...] a pattern of arms shipments to Yemen by sea that can be traced back to at
least 2009" and reported that "[t/he analysis further suggests that the Islamic Republic of Iran was
the origin of these shipments and that the intended recipients were the Houthis in Yemen or possibly
in some cases further recipients in neighboring countries".**° According to US government sources,
Iran supported the Houthis among others with unknown quantities of ‘AK-47s’, rocket-propelled

131
grenades and other arms.™
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2.7 The Al-Assad regime in Syria (since 2011)

The foreign support received by the Syrian regime, especially from Iran, but also from Russia and
China, is seen as crucial in allowing Bashar al-Assad to stay in place for so long."* Different levels of
Iranian involvement in the ongoing war in Syria have been reported from early on in the conflict.”*
As put by Karim Sadjadpour, a senior associate of the Middle East programme at the Carnegie
Endowment for International Peace, “[a]bsent Iranian largesse, Assad would not be financially
solvent today” .** According to the UN's envoy to Syria and other outside experts, Iran is spending

billions of dollars a year to prop up the Syrian regime since the start of the revolution in March 2011.

Five groups play a crucial role in maintaining Assad's rule in Syria, all of which are directly or
indirectly financially supported by Iran:

* the Syrian armed forces, namely, the Syrian Air Force, the Military Intelligence (Mukhabarat),
and the Syrian Army;

¢ Syrian paramilitary forces, which operate under the banner of the National Defence Forces;

* Hezbollah Lebanon;

¢ Other foreign Shia militias, mostly from Irag and Afghanistan; and

* The Qods Force of Iran's Revolutionary Guard Corps.**

Despite Iran’s banks and businesses being cut off from the international financial systems, many
experts in the field estimate Iranian support to Syria to be substantial, especially when factoring in
credit lines, oil subsidies, conventional and unconventional military aid, intelligence and training
provided to the above-named groups.**®

* Fuel supplies
In 2012, Iran and Syria had arranged a gasoline-for-diesel swap, but the loss of Syria's main oil
producing areas to IS and other armed groups meant that the Assad regime no longer
commanded over the light crude it produced, nor the extra gasoline and naphtha it used to
export. Iran also sealed a free trade deal with Syria granting the Syrian exports a low four percent
customs tariff.**’

According to statements by the US State Department, Iran has begun to direct shipments of crude
oil to Syria in the first months of 2014. These had been done from time to time before but their
frequency reportedly increased at that point.**®

The shipments are said to be vital to the Assad regime as the war ravaged Syria’s crude
production, which fell from about 400,000 barrels a day to roughly 20,000 barrels. Analysis
conducted by Bloomberg suggests that Iran sent about 10 million barrels of crude oil to Syria
between January and June 2015, equaling approximately to USS 600 million in aid in those six
months, or around USS 1.2 billion annually. At the same time, it is highly unlikely that the Assad
regime is paying for the deliveries, considering the state of its economy and diminishing currency

reserves.®

* Credit facilities
In January 2013, Syrian state media announced a US$ 1 billion credit facility agreement with Iran.
Along with the agreement between the Commercial Bank of Syria and the Export Development
Bank of Iran, seven contracts on energy transmission and electrical equipment were signed, with
around half of the credit amount dedicated to the electricity sector.**

-15-



According to banking sources, Tehran also agreed in early 2013, during a visit by Syrian Prime
Minister Wael al-Halki, to deposit USS 500 million in Syria's central bank vaults to prop up the
local currency.™

In June 2013, another credit line provided by Iran with a value of USS 3.6 billion was announced,
with proceeds destined to finance the purchase of petrol and associated products, including diesel
for the country’s army. The credit, which was channelled through the state-owned Commercial
Bank of Syria and Iran's Bank Saderat, allows Iran to acquire equity stakes in investments in
Syria.142

Preliminary approval for another USS 1 billion credit line was reportedly given by Iran in May
2015." In July 2015, al-Assad signed a law to ratify the agreement, according to Syria’s state

1
news agency.™**

Overall estimates of support

As with other armed conflicts in the region, Iranian activities in Syria are overseen by the IRGC
Qods Force. The United States first exposed Iran’s assistance to the Syrian government in the
ongoing conflict in April 2011, when President Barack Obama announced new sanctions against
the Qods Force pursuant to Executive Order 13572, which blocks property of certain persons with
Respect to Human Rights Abuses in Syria.**® In addition to the Qods Force, Western analysts say
the IRGC Ground Force, members of Iranian intelligence services and law enforcement forces
have also been providing material support to the Syrian regime.**

Based on US sources and Iranian official statements, the Qods Force and its Lebanese proxy
Hezbollah (see section 2.2) have provided training, high-level advisers, weapons and equipment
to a 50,000 strong Syrian alliance of local Shia and Alawite militias known as al-Jaysh al-Shabi (the
Popular Army, which was later rebranded as the National Defence Forces) to aid Syrian regime
forces since mid-2012."*" Hezbollah leader Nasrallah stated to be fighting alongside Assad’s troops
to prevent Syria falling "into the hands" of Sunni jihadi radicals, the US and Israel.*®

Iranian recruiters reportedly offer Syrian militiamen training and monthly salaries ranging
between USS$ 200 and USS$ 500."° According to the US government, Iran has also “[...] provided
routine funding worth millions of dollars to the militia.”*>*?

In addition to Syrian and other foreign Shia militiamen fighting on the side of al-Assad, there have
also been hundreds of Iranian fighters and commanders from the Qods and Basij forces
participating in and directing battles in Syria, particularly since mid-2013.%*" Lebanese sources
quoted by Reuters in early October 2015 reported that hundreds of Iranian ground troops had
entered Syria recently. Backed by Russian air strikes, they were expected to join Syrian regime
and Hezbollah forces in a major ground offensive in the northern parts of the country.'*?

Overall estimates on Iran’s support to the Assad regime and militias fighting on its side vary
widely. In June 2015, the special UN envoy to Syria, Staffan de Mistura, was quoted saying that
Iran is spending approximately USS 6 billion a year to sustain the Syrian dictator Bashar al-
Assad.™® Somewhat higher estimates of US$ 7 billion to US$ 8.5 billion per year were made by an
Arab security source in 2013."*

Details on how these salaries are paid can be found in Naam Sham’s 2014 report Iran in Syria — From an Ally of the
Regime to an Occupying Force, available at http://www.naameshaam.org/wp-
content/uploads/2014/10/report_iran_in_syria_201411.pdf.
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Nadim Shehadi, the director of the Fares Center for Eastern Mediterranean Studies at Tufts
University, gave even higher estimates, as his research showed that Iran spent between USS$ 14
and USS 15 billion in military and economic aid to the Syrian regime in 2012 and 2013.%**
Hokayem (2014) quotes Western intelligence estimating Tehran spent USS 15 billion to USS 19
billion to directly support to al-Assad between 2011 and 2014."° Similar estimates were made by
experts from the Iranian oppositional Green Movement.”’ Even though the Obama
administration never disclosed its own estimates on how much Iran is spending on backing the
Syrian regime, these estimates are considerably higher than what has been implied by the US
government about Iran's spending on its destabilisation policy in the Middle East.™®

Steven Heydemann, until recently vice president for applied research on conflict at the US
Institute of Peace, estimates that the value of Iranian oil transfers, credit lines, military personnel
costs and subsidies for weapons for the Syrian government was likely between USS 3.5 and USS 4
billion annually. Factoring in indirect support through Hezbollah and other militias fighting Assad's
opponents in Syria, he estimates the total support from Iran to al-Assad would total between

US$ 15 billion to US$ 20 billion annually.*®

A Beirut-based diplomat and Western security sources estimated in early 2015 that Iran funnels
between USS 1 billion to USS 2 billion a month into Syria, equivalent to approximately USS 12
billion to USS$ 24 billion annually. Of that, some USS 6 billion is supposedly spent on military
assistance, mostly for the Syrian National Defence Forces.™®°

In reaction to the expected nuclear deal between the United States and Iran, Syrian President
Bashar al-Assad stated in July 2015 that he expected more support from Iran, his main ally in the
region. He was quoted saying in a telegram to Iran's Supreme Leader Ayatollah Ali Khamenei that
“[w]e are confident that the Islamic Republic of Iran will support, with greater drive, just causes of

nations and work for peace and stability in the region and the world".***

2.8 Sources of financial support

Iranian decision makers have made large funds available to various groups involved in Middle East

conflicts over the years in order to increase their regional influence. Doing so despite being heavily
constrained by international sanctions shows the level of importance that the Iranian regime places
on this goal.'®® While there are clear indications that various types of support are channeled to

paramilitary forces in various countries, the financial trails of Iran funding any of these groups remain

largely non-transparent. There has been ample speculation over the years on how the IRGC Qod
Force in particular is financed and what assets are at the direct disposal of the Supreme Leader
Khamenei, but the available data is still largely based on assumptions.

When talking about ‘Iran’ as a source of funds, it is important to keep in mind that it is unlikely that
the financial assistance originating from the country passes in its entirety through official
governmental channels and appears in publicly available budgets. Rather, it has to be concluded that
Iranian support for militant groups is partly disguised in government budgets, but for a large part
comes from funds managed outside of the official government structures.'®?

The following sections briefly describe some suspected sources of funding. Due to the mentioned

knowledge gaps around actual budgets and money flows, it is not possible to confidently link them to

specific conflicts or militias.
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2.8.1 Military and defence spending

In the mid-1980s, the Iranian government budget included an item for “promoting revolutions
abroad”, in all likelihood referring to the financing of Hezbollah’s activities in various countries as
well as other foreign paramilitary groups linked to Tehran. Until 1998, the Iranian Foreign Ministry

had an office, headed by a Director-General, for “exporting the Islamic Revolution”.***

While defence and military spending does show up in the official budgets signed off by the Iranian
Parliament, there is a lack of precise information on how much funding is allocated to each branch of
Iran's military or to special operations forces. Additionally, defence spending may not reflect all of
Iran's expenditure in defence-related activities.'® US experts claim that Iran’s defence budget
excludes much of its spending on intelligence activities and support of foreign non-state actors
through the IRGC and its special forces.'® Similarly, the defence expenditure overviews of the
Stockholm International Peace Research Institute (SIPRI) also state that the paramilitary forces are
not included in its figures.'®’

The official defence and military spending in Iran has been relatively low over the years when
compared with the rest of the region.'®® As a percentage of GDP, it has stayed relatively stable,
between 2.4 percent to 3.6 percent between 2000 and 2010. In the financial years 2011 and 2012,
the share decreased to 2.5 percent and 2.3 percent respectively.'® As previously mentioned, these
figures from the SIPRI do not include the budgets allocated for paramilitary forces though.

In recent years, official military and defence spending by Iran has significantly increased again,
despite the economic difficulties that the country has been facing. For 2015/16, the Iranian
government reported that it intends to spend IRR 282 trillion (USS 10.4 billion) or 3.4 percent of its
total budget on defense. Compared to the previous fiscal year, the official 2015/16 defence budget
increased by about 33 percent from the IRR 212 trillion (US$ 7.9 billion) in 2014/15.>*"°

* Islamic Revolutionary Guard Corps
With IRR 174 trillion (USS 6.2 billion) of the defence budget officially assighed to the Islamic
Revolutionary Guard Corps (IRGC), this represents 62 percent of the defence budget, or 2.2
percent of the country’s total budget in 2015/16. The official budget assigned to the IRGC
increased by more than 50 percent from the 2014/15 budget of IRR 115 trillion."”*

The IRGC is the second military force in the country besides the regular army. It was created by
Ayatollah Khomeini in May 1979 and is responsible for protecting the 'Islamic Revolution' and its
achievements. The IRGC is seen as the key link to militias supported by Iran in various Middle East
conflicts, providing training, funding and arms.'’”?

The elite Qods Force (IRGC-QF) was established within the IRGC in 1990. Its current leader,
General Qassem Soleimani, reports directly to the Supreme Leader Ayatollah Ali Khamenei.'”® The
Qods Force maintains operational capabilities around the world - in the Middle East, in North
Africa and, more recently, in Latin America - using military, political and economic power to
advance Iran’s national interests. The groups that the force backs do not always share Iranian
revolutionary principles, but are sometimes also chosen on the basis of common interests or
enemies. This is the case, for example, with the support provided to Palestinian Hamas (see
section 2.4)."

Including official budget lines for the regular army, IRGC and Basij Guards.
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Having acquired large economic power under the presidency of Ahmadinejad (2005-2013), the
IRGC is still seen to hold a very strong position in the country also under the more moderate
Rouhani due to its ability to tap into state funds as well as presiding over vast independent
resources.'”” As Al-Jazeera reported in February 2014, when US Foreign Minister Kerry tried to
talk to his Iranian colleague Mohammad Javad Zarif about Syria during the Munich Security
Conference, Zarif said that “he does not control the Syria portfolio”, which is explained with the

IRGC being the decision-makers on Iran’s military support for Hezbollah and the Syrian regime.'’®

In addition to the contributions from the military budget, the Revolutionary Guards preside over a
vast business empire that generates a substantial income. Businesses acquired during a
privatisation wave since the early 2000s include mobile phone networks, oil companies, and car
manufacturing and construction companies. Many of the firms the force owns allegedly do not
have to pay taxes or open their books to government inspectors.’’” In an unusual move, Rouhani
suggested in early 2015 that he would support a resolution passed by the Iranian parliament to
tax organisations overseen by the Supreme Leader Khamenei and the armed forces (see section
2.8) which so far are exempt from taxation, some of them probably even benefiting from the
sanctions.'’®

There have been accusations for years that the IRGC also controls smuggling networks.”
Circumventing international sanctions, experts are convinced that the IRGC was able to thrive due
to its control over smuggling of illegal commodities into the country and exports of state-
subsidised oil.*® Such allegations have also been voiced by members of the Iranian Parliament
(‘Majles’) in 2007."8

Over the years, the funds available to the IRGC have been investigated by several analysts and
experts. In 2004, a study of the Tehran University estimated the annual turnover of IRGC
businesses at USS$ 12 billion, resulting in a net profit of USS 1.9 billion."®? Quoting local
businessmen and economists and foreign political analysts, a 2007 media report estimated that
the IRGC had ties to over 100 companies, controlling over US$ 12 billion in revenues.'® A similar
figure was quoted by an unnamed Western diplomat recently, estimating the IRGC’s annual
turnover at USS 10 billion to USS$ 12 billion.™* These enormous funds have allowed the IRGC for
many years to exert influence in Iran and finance military operations abroad, largely
independently from the constraints of the official budget.'®

However, it seems that the tightening of sanctions in 2012, imposing additional restrictions on the
banking and oil sectors, also impacted IRGC-affiliated companies and individuals. Many of them
have been blacklisted by the US and the EU. As a consequence, even the IRGC was reportedly
faced with economic problems in a number of business areas.'®®

Ministry of Intelligence and Security

The Iranian Ministry of Intelligence and Security (MOIS) is also suspected of being involved in the
funding of Iranian operations related to various conflicts in the Middle East and beyond. US
government analysts see it as being closely related to the IRGC.'®’ In 2012, the US Treasury
Department designated the MOIS for human rights abuses and support of terrorism, such as
providing Hezbollah and Hamas with financial, material or technological support.*®® Already in
2003, the district court of Columbia in the US stated during a case around Hamas suicide
bombings in Jerusalem that “Iran funnels much of its support to Hamas through MOIS, a ministry
with approximately 30,000 employees and a budget of between S100,000,000 and 5400,000,000.
[...] With Iranian government funds, MOIS spends between 50,000,000 and S100,000,000 a year
sponsoring terrorist activities of various organizations such as Hamas.”*®
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In the current fiscal year 2015/16, the publicly announced, yet unlikely to be fully reported,
budget available to the Ministry is US$ 790 million."®°

2.8.2 Bonyads

Another sub-system of Iran’s religious civil society which is suspected to not only fulfil a charitable
role but also to provide funding for foreign militias, namely Hezbollah, is the network of charitable
religious foundations known as 'bonyads'.

Following the money trail and identifying which bonyads are involved proves to be difficult though,
as researched by Saad-Ghorayep in 2012."°* Bonyads are described as ‘parastatal revolutionary
foundations’ with large assets controlled by key religious leaders at their disposal, allegedly for
charitable purposes. Apparently some of the largest bonyads are controlled by IRGC members.**?

Besides funds accumulated from decades from individual donations, these foundations also control
large business and industry conglomerates that together control a large portion of the Iranian
economy. The biggest bonyad of all is the ‘Bonyad-e Mostazafen va Janbazan’ (Foundation for the
Oppressed and Disabled), which reportedly is the second largest company in Iran after the state-
owned National Iranian Oil Company. Another major bonyad that is also alleged to finance
Hezbollah’s activities, is the ‘Shrine of Imam Reza Foundation’, reportedly the largest landowner in
Iran.'®?

They have been characterised as a parallel economy that competes with and undercuts the private
sector. They fall outside of formal state control as they are so far not obliged to publish financial
accounts or to pay taxes. At the same time, they possess a significant degree of political power. Close
ties with influential government members and religious leaders mean that they are not exactly
operating outside of the Iranian state.”*

2.8.3 Maraji taglid

Iranian ‘maraji taglid’ (religious sources of emulation) are allegedly also a source of financial support
to Hezbollah. Iranian Shiites pay a religious tax known as ‘khums’ to the maraji, with annual revenues
estimated to reach several millions of dollars. These are meant to be distributed to people in need;
however, the choice of recipients lies to a large degree with the maraji.*> Hezbollah’s representative
in Iran, Abdallah Safieddine, was quoted in Lebanese newspaper Al-Akhbar in 2012 explaining that
“Hezbollah is entitled to a share of these “religious legal rights,” [...] on account of the fact that “it
defends Muslims everywhere.”**®

2.8.4 Setad Ejraiye Farmane Hazrate Emam

Hezbollah leader Nasrallah revealed in a speech in Beirut in 2006 that the USS 300 million the party
had paid in compensation to families who had lost their homes during the 2006 war, was “all
religious legal money (amwal shariyeh) from Sayyid Ali Khamenei.” Abdallah Safieddine, Hezbollah’s
representative in Iran, stated in an interview in 2012 that his party receives funding directly from the
Wali al-Fagih, or the Supreme Leader of Iran himself, as “Khamenei has his own budget outside the
state,” which is financed by certain “religious associations other than the awqaf /bonyads [...].”**’

The Saudi newspaper Al-Sharq Al-Awsat reported in September 2014 that Ayatollah Ali Khamenei
continued to fund Hezbollah through his discrete budget, even after the government's flow of money
had been stopped by the president a few months earlier.’® Such a direct financial relationship with
Khamenei would also explain why a group like Hezbollah remained largely unaffected by changes of
government in Iran over the years.™
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Iran’s Supreme Leader controls an extensive yet clandestine business conglomerate called ‘Setad
Ejraiye Farmane Hazrate Emam’ (Setad), or 'The Execution of Imam Khomeini's Order' (EIKO)).%*%
Little details are known about the activities of related entities. Reuters investigated and published
more detailed information about Setad for the first time in 2013. Figure 1 shows a simplified
structure of Setad’s estimated holdings.

Figurel Setad’s estimated holdings

Source: Internal Setad documents, Tehran Stock Exchange, company websites, US Treasury Department, in
Stecklow, S., Dehghanpisheh, B. and Y. Torbati (2013, November 11), “Khamenei controls massive financial empire built on property
seizures”, Reuters.

The investigation revealed that Setad oversees a major network of 37 supposedly private businesses
through two main subsidiaries: one managing and controlling Setad’s international front companies,
and another managing billions of dollars in investments.?%!

The secrecy of the organisation’s accounts makes it impossible to accurately identify the value of its
holdings. Based on an analysis of statements by Setad officials, Tehran Stock Exchange data,
company websites, and information from the US Treasury Department, the Reuters calculations
come to the conclusion that Setad’s holdings of real estate, corporate stakes and other assets have a
value of about USS 95 billion, an amount approximately 40 percent bigger than the country's total oil
exports in 2012.°%

The name refers to an edict signed by the Islamic Republic's first leader, Ayatollah Khomeini, shortly before his death in
1989, creating a new entity to manage and sell properties ‘abandoned’ by its owners after the 1979 Islamic Revolution.
Many of these properties belonged to supporters of the pre-1979 Shah regime or to leftist and progressive Iranians
opposing the Shah and Khomeini’s theocracy.

A graphical illustration of the international financial network of the ‘The Execution of Imam Khomeini's Order (EIKO)’ is
available on the website of the US Department of the Treasury (see US Department of the Treasury (2013, June), The
Execution of Imam Khomeini's Order (EIKO) International Financial Network, online: http://www.treasury.gov/resource-
center/sanctions/Programs/Documents/eiko_chart.pdf, accessed in September 2015)
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The US Treasury Department estimates that Setad has made tens of billions of dollars in annual profit
through favourable loan rates from Iranian banks and the sale and management of real estate
holdings. This includes property donated to Setad, as well as property confiscated from Iranian
dissidents. The Treasury Department concluded that “[iJn addition to generating revenue for the
Iranian leadership, EIKO has been tasked with assisting the Iranian Government’s circumvention of
U.S. and international sanctions. Because of this unique mission, EIKO has received all of the funding

it needs to facilitate transactions through its access to the Iranian leadership”.*®

It is unknown how much of Setad’s revenues is being allocated to the groups and conflicts that are
the focus of this paper. However, as the Reuters investigators concluded, Setad certainly puts
Khamenei in a position to operate independently from parliament and the national budget.’®* While
the funds accumulated via religious donations and investments in property and commerce are likely
also affected by Iran’s difficult economic situation, analysts see the solid money reserve as sufficient
to keep up financial backing for militant groups like Hezbollah.?®
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Chapter 3  Sanctions against Iran

3.1 Overview

The US first imposed economic and political sanctions against Iran in 1979, in response to Iran’s
Islamic revolution and the 1979-81 hostage crisis. Additional US sanctions were imposed in 1984 due
to the implication of Iran’s proxy Hezbollah (see section 2.2) in the bombing of the US Marine base in

Beirut. In the same year, the US for the first time designated Iran a ‘state sponsor of terrorism’.?%

While the focus of these sanctions changed over time, they generally pursue a range of objectives
simultaneously. Until the 1990s, they were intended to force Iran to cease supporting acts of
terrorism and to generally restrict Iran’s strategic power in the Middle East. Since the mid-2000s, an
additional aim is to ensure a purely civilian use of Iran’s nuclear programme.’®’ Besides the US, the
United Nations Security Council and various regional and national authorities, including the member
states of the European Union, Japan, South Korea, Canada, Australia, Norway, Switzerland and others
have also imposed escalating rounds of sanctions on Iran.?®

An increasing number of nuclear-related sanctions imposed since 2010 target Iran’s ability to sell
crude oil, import refined petroleum products and make it more difficult for Iran’s Central Bank and
other financial institutions to engage in international transactions.”®® The overall aim was to prevent
Iran from manufacturing nuclear weapons and to pressure the Iranian government to meet its
obligations under international agreements, including the Nuclear Nonproliferation Treaty (NPT),
International Atomic Energy Agency (IAEA) safeguards agreements and UN Security Council
resolutions.?*°

Among the implemented sanctions different types can be distinguished, namely those targeting:
* Financial and banking services;
* QOil exports;
* Trade;
* Financial assets and freedom of travel;
* Weapon development.

According to currently available information, Iran will receive limited sanctions relief as specified by
the 2013 interim nuclear deal.® Upon implementation of the Joint Comprehensive Plan of Action
(JCPA), which was signed in Vienna on 14 July 2015, more sanctions relief is envisaged. In the case of
the US, the detailed implications require new guidance by the Department of the Treasury.*"!

US sanctions to be suspended in line with the JCPA are primarily those that sanction foreign entities
and countries for conducting specified transactions with Iran (the so-called ‘secondary sanctions’).
While US sanctions that generally prohibit transactions of US firms with Iran are not being changed,
the JCPA allows the sale to Iran of commercial aircraft and related parts exclusively for civil aviation
use, and the importation of Iranian luxury products. The US will revoke the designations of numerous
specified Iranian economic entities and persons, including the National Iranian Qil Company (NIOC),
various Iranian banks, and energy- and shipping-related institutions. In addition, some entities
sanctioned under the Iran-North Korea-Syria Non-Proliferation Act (INKSNA) will be removed from
that list, while the overall Act will remain in force.?*?

This preliminary sanctions relief included Iran’s purchase and sale of gold and other precious metals, export of
petrochemical products, automotive industry and certain associated services.
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Restrictions imposed by UN Security Council resolutions related to the purchase and sale of
conventional arms and related material, as well as those related to ballistic missiles and technology,
will remain in place for, respectively, another 5 and 8 years, or until the International Atomic Energy
Agency (IAEA) confirms that all nuclear activity in Iran is serving peaceful purposes, depending on
what is earlier.”?

Exemptions to these expected relieves as stipulated in the Plan of Action include:

* USsanctions on Iran related to human rights abuses, terrorism and missile activities will
remain in place.

* 8years after the adoption date and if IAEA concludes that all nuclear activity in Iran remains
peaceful, the US will seek legislative action to terminate or modify nuclear-related sanctions.

* The EU’s arms embargo and restrictions on transfer of ballistic missiles will remain in place
for another eight years.

e After 5 years, UN sanctions on conventional weapons that were linked to Iran’s nuclear
activities will terminate.

* After 8 years, UN sanctions on Iran’s ballistic missiles programme that were linked to Iran’s
nuclear activities will terminate.

* US and international sanctions on Iran’s conventional weapons and missile capabilities will
remain in place.”"

In addition, UN Security Council resolutions on arms embargoes against entities of concern and that
receive Iranian arms will remain in place, including the Houthis in Yemen, Shia militants in Iraq and
Hezbollah in Lebanon.”*

3.2 US, EU and UN terrorism- and nuclear-related sanctions

Table 1 provides an overview of key economic and political sanctions imposed on Iran by the
international community over the years. The table focuses on sanctions imposed by the US, the UN
and the EU. Those sanctions which have been suspended in connection with the 2013 interim Joint
Action Plan, or are currently expected to be fully or partially relieved upon implementation of the
July 2015 nuclear deal, are marked in italics.”*

-24-



Im.NI

'§324N0s3J wnajoJiad
dojanap 03 upuj Jo Ao ay3 Jo Juawazubyua aya o3 buiangriauod Ajpupaifiubis
vee pup Aj12341p SIUIWIISIAUI UIDII3D A]4DIN2134Dd ‘UDJ| YIM SSauIsng Bulop Su0SIad SUOI12UDS 2IWOU0IT 966T Jo (VSI) 1y suoioupns ubJ| | 966T sn
"SJUWIUJDAO0S 3S1|-WSIJ04493 YHM SUOIIIBSUEI) [BIDUBUIY }INPUOD 03 SUosiad (Z€T-¥0T "1'd 40 9T€ pue sz€
S 40} 92UDJJO [BUIWIID B 3| SIYBW OS[e TZE UOI3DS “S314IUNOD 1SI|-WSII011) SU0I1323S) 10V AljeUad Y1eaQ 9AI11034)3 pUB WSII0ID] -13UY ay) Aq
€ce 0} SW.JE [|3S JO 3SISSE 1By} S31J3UN0I 03 ddURISISSE USI404 SN SPIOYYHM SUOIIDUBS J]WIOU0D] | PApPPE Se 10y 2JUe1SISSY USIa104 9y} JO HOZ9 PUB DOZ9 SUOIIILS | 966T sn
'suolpdwaxa paywi| yum
‘ued] ul Sunnsaul Jo ued| wody Suiuoduwi ‘ues| 03 Suipodxs WO swaly SN sueg SUOIIOUES J1WOoU0d] (€£T9ZT 49p40 3A1IN29XT Sulpuswe) 6SEZT J9PJIO DAIINIAXT | S66T SN
'$924N0SaJ WN3|0J433d uejued| Jo Jusawdo|ansp
[444 9Y1 01 103dSaJ YHM S313IUD 40 SU0sIad SN 404 SUOIIDBSURI} UIBMIDD S}IGIYodd SUOI}OUBS J]WOU0d] /S6TT J9P40 DA1INI3XT | S66T sn
suonesiuedio
yons Suipsoddns sa1313uUd 40 (Ye||joqzaH g seweH |aul) ssadouad soead
Tce 15e3 9|ppIN 2Y1 Sunndnusip suoijesiuedio 151404433 YUMm uoioesuedy Aue syoo|g SUOIIOUES J1WOoU0d] Sjuswpusawe pue /67T 49p40 dAIINI9XT | S66T SN
‘'suodeam |BUOI3USAUOD PIDUBAPE JO JB3[INU
‘|eai8ojo1q ‘|eaiwayd jo uonisinboe s,A13unod eyl 03 INQIIIUOD PINOI J34SUBI)
4ons 1eyl 9A31|9q 0} UOSE3J S| 343Y3 JOASUSYM ued| Jo beu| 03 ASojouyday
0ce 10 spoo3 jo uajsuesy Aue ul unsisse Ajjus 4o uosiad Aue Sujuonoues uoy sjjed SUOIOUES J1WOoU0d] 10y uoiesajljosduon swuy beuj-ueld| | z66T SN
6TC ‘SN @Y} 01Ul |10 uejued| Suipdodw] wody saluedwod |10 SN sueq SUOI3OUBS J]WOU02] €T9¢T 42p40 2A1IN23XT | /86T sn
‘UBJ| Ul 3JOM SUOIINIISUI 3SBY] I SUOIINGIIZUOD SN Ul SIND d1euoliodold
8T¢ 'Suoljes|uesJo |eUOIIBUIIUL 0} SUOIINQIIIUOD SN WOJ) 11}dUdq 03 3|qeun ued| SUOI}OUBS J]WOU0d] VV4 3yl JO £0€ UOII3S | G86T sn
([2€T-v0T "1'd] 966T 40 12V
"SUOI30141S3J J2Y10 pUE [BloUBUL SNOBUR||DISIA "Suosead Adljod AleU3d Y1BD(Q 91309443 PUB WISII0IID]-13UY Y] JO /ZE UOIIDAS
ug19404 40 A}11N23S |BUOIIRU 404 D2JI3WWOD) JO Juswiedaq syl Aq paj|oJluod Aq pappe) papuswe se ‘STT-S6 "1°d) VId] Y3 40 TZIT uU0123S
aJe 1eyy ASojouyoal 4o spoo3d ul apeuy 4oy (jeluap jo uondwnsaid parjduwi pue !{(papuswe
ue YIM) sasuadi| 140dxa palepl|eA Jo Juswalinbadg {swall asn-jenp Jo syuodxa sjuswaJinbau Se ‘76-S6 "1°d) 19V |043u0) HodX3 Swuy SY3 JO O UOIIISS
JAAO S|0J3UO0D UIB1IDD {S3|BS pUB SJJ0dXd 9IUBJ3P UO Ueq ‘dduelsisse udialoy Suisuadlq ‘suoijoues | pue (56-£8 "1'd) V4 10V doueisissy usiaio4 ay3 40 Y09 UoI1das
LT¢C SN UO SUOI3D143S3J 01 SPED) 1SI| ,WISII04ID] JO SI0SuodS 931e1S, Ul UoISN|dul S,uel| |eIOUBUL} 3 D]WIOUOD] {(z£-96 1°d) (1)9 uo103s) 30y uonesISIUIWPY odXT | #86T sn
'sa1ndsip |eloueuly 3sed J2Y10 03 UOIIIPPE Ul ‘P3I0|g UlBWDJ S}UNOIJE
pue Ariadoud oinewo|dip uelued| ul uolfjiw 0g $SN INOQY 'S21L1S Paun sjasse
9Y3 Ul p|ay S1SSE UBIUBI| PAX20|q SI9PJO DAIINIDXT UOIIBIISIUIWPY J214eD) 3 Ajiadoud payoo|g SJ9PJO 3AIINIAXT | T86T sn
Aq
924n0 sjuawalinbay / sallAlde pauoidue adA Aoyiny | Jes
S 1 Inbay / saniAnde pauondues L WOYINY | B3R | oduuy
judwdo|anap uodeam Jeajdonu pue suolle|ola s3ysia uewny ‘wsii0443) Suinasiel ues| ysujese suolpues N3 pue NN ‘sn T 9|qel



I@NI

S€¢ JUAWYILIUS WNIUDIN UO SUOIIN|0SAJ N[ 431[A03 swlffpay | 213pwojdip 1 djwouo3 GEST UoIInjosay [1ouno) A11un23s | 8002 NN
's0b4p2 123dsul 03 S31DIS SAIDPUDN “SHUDG UDIUDI| JOA0 IUD|IBIA suoI3oups
1474 pPaspa4aul [S3131A139D ID3|INU dAISUIS-UOIIDISf1]04d UO SUOII211Sa4 paualybly | 21pwoydip % J1wouod3 £08T uoinjosay [1ouno) A114n23s | 8002 NN
'$1aqUIaW DDY| p31a3|as fo 3za3a.f 13sSy
'sasodund |pjuawdojanap pub uplipjupbwny 4of 1dasxa ‘upndj 03 buubulf 13y10
J0 supoj apinoJd 03 30U SUOIINIIISUI [DIDUDULL PUD S31DIS UO SUOIIIIIISAI SPPY suo132ups 213pwojdip
234 '(9002) £££T uonnjosay NN swulffoay | [pIdUDULf DJWOU0IT LY/ T uonnjosay [1auno) A11undas | £L00Z NN
*2J9Y3 Selyjiw elys 031 spuny
Jo swue uipinosd Ag Ajgewnsaud ‘Anjigels 1bed| 03 1ea4yy e Suisod ase oym
(414 ‘el|iw e1ys tbea) 03 payul| sa4ndiy pue sia214J0 92404 SPOY Suipn|dul ‘suosiad SUOI}OUBS |BPUOSIDd SEVET 49PJO dAIINIAXT | £00T SN
‘suodeam [BUOIJUDAUOD padueApe jo ,sadA}
pue siaquinu 3uizijiqeisap,, (¢) 10 (QIN/W) uo1dNIISaP ssew Jo suodeam
T€¢ Joj |njasn ASojouyaay (T) ued| 01 p|os 9ABY 01 PaUIWIIAP suostad Jo swl SUOI}OUES J]WOU02] (uoisu@1x3 yS|) 1V 1oddng wopaaid uel| | 900¢ SN
'$313/13U3 pup suosiad paipubisap uo 3z33.f S1ASSD PUDL UDG |IADJ]
‘upJ| 03 [31131bW PIID[3J PUD SUOADIM [DUOIIUSAUOI SNOLIDA
Jo Ajddns uo pup ‘unij woif [pliaIOW PaL[al pub SWID f0 JUaWaIN204d/1i0dxa suoPuDs
0g€¢ uo sawwnibo.d 3Issiw 213SIj|pg puD ID3J2NU 03 UOIID[3J Ul ubg | 213pWo|dIp ® 2IWou0IJ /E/T uoiinjosay [1ouno) A111n2aas | 9002 NN
suoJouUDS
6¢¢ JUaWIYIIIUS Wnjubin puadsns 03 upJj | d13pwoldip % J]WoU023 9697 U0IINj0say [1ouno) A114n23as | 900Z NN
£00¢
8¢c ‘sio0ddns J19y) pue gIAIM 4O Si01euajijoad JO S39sSe S)20|g SUOI}OUES J]WOU02] ZSEET J9pJQ 2A1IN23XT | /S00C SN
(o1109ds
-UeJ| J0U) WsLI0419] |euolleulalul Suiioddns ag 01 paulWwIR1P SSIIUD
Lee ‘UHM SUOI1DBSUBI} SN UO Ueq B s3sodwl pue ‘4o S19sSe paseq-Sn S9zaa.4 SUOI}OUBS J]WOU02] (19 uoISU3IX] VS|) ¥ZZET 49PJ0 SAIINIBXT | TOOT SN
‘A313U3 pauodups
ay1 wouf sn ay1 03 spuodwil Uo pup JUdWIn20.4d JUaWUIdA0D SN UO
unq b ‘gEGZT 43P0 dNIINIXF Japun ‘pup ‘A1IUa pauoIIoUDS 3yl 03 SWa3 asn
-|pnp pup sw.Jp o uoiIpI0dxa SN Uo uoiIqIyold apnjaul pasodwi SUOIIIUDS (P66T WOoIf 8E6ZT 139pI0 3AI1INIAXT
9¢c ‘sawwpiboid QWM S,upd| paisISSp IADY 10Y3 SUOIIDJ0dI0 4O S|DNPIAIPU| SU0I12UDS JIWOU0IT ‘Jour) (WNSYNI) 19 uoiipaafijosduopn pliAs-paioy yaoN-upif | 0002 sn
ueJ| 0} paunsap
s3onpoud ojul uoiresodiodul 404 Aiqunod paiyl e 03 spood Suipuodxa AjSuimouy
144 saluedwod SN Sulpnjoul ‘ued| 03 309dsaJ YIIM SUOIIDBSUBI] UIBIIDD S}GIYOdd SUOIIOUES J1WOoU0d] (6S6¢CT 49pJ0 2A11N29X] Sulpusawe) SOET 49PJ40 dA1INIAXT | L66T SN
A
ERILIN syuawalinbay / saiyAlde pauoipues adA)L AMuoyiny | 1eap 9

pasoduwij




INNI

144

‘Ainsnaiy SN Aq paipubisap suoiiniasul (DI2UDULL UDIUDI| YIM JO (,19D,,) ubJj
Jo yupg |p13ua) 3yl Yyum suoildpsuniy [proubuLf Jupaifiubis 3103111204 Albuimouy
1oy3 suonnaiasul [ppuoulf ublaiof Aub waisAs (proubulf sn ayr woif ffo sind

SuoIIOUDS [DI2UDUIH

SyZT UuonIas —
ZT0Z 1034 [DISIH 10 (YYAN) 10V UoipzIIoYINY asuafaq [DUOIIDN

Zroc

sn

[444

'5103235 [D21W3Y20433d pup AB1aua s,und| Jof Juoddns o ‘ABojouyaal ‘sadinias
‘spoob Jo uoisinoid ayi 03 122dsaJ Y1Im SUOII2UDS UIPII3D JO uorysoduif

SUOIIOUDS JIWOU0IT

06SET 19pJ10 2A11N23X3

Iroc

sn

1444

‘PapuaWD SD ‘966 T JO 10V SUOIIDUDS
upJj 3yl uj y340f 13s sU0IIOUDS UIDIIAD Jo uonpIudwWaldwi 3yl bujziioyiny

UoI32UDS [DI2UDUIS

p/SET 49pI0 2013N23XT

Iroc

sn

ove

9|doad uelAs ay3 jo uoissaidas pue sasnge sy uewny
40} 3|qisuodsal 90 01 PaUIWIIIBP ‘UBWID|OS WISSED JOPUBWWOD Ja1Yd
Suipn|oul s19214J0 92104 SPOY ‘92404 SPOD-IDY| Y1 Suipnjoul ‘sjenpialpu]

Suolloues |euosiad

CLSET 49p40 9A1INI9XT

T10¢

sn

6€C

's@snge s3y3 uewny suol3d3|3 uelued|] g00g-1sod ui 31 dwod
J0 40} 3|qisuodsal g 01 PauUIWIdI3P Suelued| Isulede suoldues yYavysid

SUOI3OUES JIWOU0I]

(YAVSID 40 GOT uo1das Sulpudwe) EGGET 49PIQ AIINIDXT

0T0¢C

sn

8€¢

‘WISIJ0143) |BUOI}RUIDIUI

1Joddns Jo QA 24inboe )oYl 8y d|ay 03 S140443 dueg |eJiud) S ueld|

s1sisse 1ey3 A}13ua Aue suoljoues osje 3| “JapJQ 2AIINI9XJ Aue Japun pauoloues
2Je 1Y} S93e||I4je J0 S3uade s3I Jo Aue Jo DDY| Y} YHM Suolloesuel)

1uedIU8IS 1oNPUOI 1Byl syueq udialo) 03 sia4aJ Ajjedaiy0ads 0T U0I13S
*10309s A3Jaua s,ued)

uj uooesuedy Jo adAl Aue 30NpuUOd 1By} SWL UO SUOIIDUES ‘BUdUBULY 1514011}
10 [NyME[UN JBQUIOD 0} S10443 J04 Ajjoeded paseaJdul ‘SUoj}oues 4O SUOIIe|OIA
104 saljjeuad |eujwld JO UOlIBZIUOWJEY ‘UBJ| 01 ASOjOUYDI) BAINSUIS

140dxa 1ey3 suosiad yum s3oesauod uswalindold uo uoniqiyosd ‘sasnqge sy
uewny ul 121/dwod Jo 404 3|qisuodsal aJe oym suostad uleliad uo Suolldues
40 uonisodwi ‘suoiinyiisul [elpueuly 03 193dsal yum suoizoues Alojepue|n
'SUOI}OUES SNOoIARJId S21epI|OSU0)

ueq esIA
‘Suoljoues J1Wou0dd
‘uoloues |elpueuly

(3uswaoe|dau/uoisuedxa ys|) 90T ‘SOT ‘vOT “€0T UOIIBS YAVSID

0T0¢C

sn

LEC

‘Abojouydaz asn-jpnp ‘suonunwwp pupb sulip Abojouyaay

p3aip|aJ-131bm AND3Y 10 BuISSa204dal ‘paipjal-juawiyaliua buipnjoul
‘suodpbam upajanu 03 paipjat Abojouydaz pub spoob qQuawdinba ‘sipliaiow
‘swajl Jo 4afsupiy 10 3|ps ‘Ajddns 123.41puil 40 123.41p UO SUOIIIIIISI] dPDI]

SUOIIOUDS JIWOU0IT

dS42/€T1/0T0Z U0is23Q [12uno)

oroc

ni

9€¢

‘auy buiddiys
|DUOIIDU 3Y3 pUD SHUDG ‘Aiasnpul dU3fap DDY| Y1 01 payull saslidiajua
Buipnjoul ‘s|pnpiAipul pup $31313Ua PaWDU T 1SUIDDD P31I3JIP S2INSDAW SPPY

suoyoups d1pwWoldip
%® [pi1oupulf OjUIoU023

6Z6T U0IINj0SaY [12uno) A11inIas

oroc

NN

suoIUDS

321n0§

sjuawaiinbay / saniande pauondues

adAl

Auoyiny

SEY

Aq
pasoduwij




IWNI

‘suonpauNwWwod bujwwol ur paisissp 4o ‘UoIssaldxa aa.f paywiy ‘diysiosuad

[4°T4 Y1 pa1WUWIod ALY 0] pauluwiialap suwdif/suosiad Jo Aladoud aya syo0/g SU0I3oUDS JIWOU0IT (VY41 01 1upnsind) §Z9€ET 49p10 dAIINI3XT | ZTOZ sn
"SUOIJOUES |BJ1R[I}NW pue SN SpeAd
(elAs 4o) ueaj djay oym suosuad sn-uou Aue (1934ew SN Y3 J40 Wayl Sunnd
T6¢ Aq) uonoues pue Ayinuapi 03 Aujige ay3 Ainseau| ayi Jo Juswiiedaq ayil SIAID SUOIOUES J1WOoU0d] 809€ET 49p40 dAIINIXT | ZTOT SN
‘A80jouyda3 uoIleWIOJUI BIA BIUAS pUB UBI| JO SJUSWUIDAO0D
9y3 Ag sasnqe s3y3i uewny aAeJ3 03 payul| S313IUS pue suostad ylim apeuy
0S¢ SN Aue sueq pue Aijua sn sieq Ajjennuasss pue Ajuadoud paseq-sn ayi s300|g SUOIIOUES J1WOoU0d] (ALIAVYHD) 909€T 49pJ0 9A1IN29XT | ZTOT SN
'sdi0) pieno Aseuoiin|onay s,ued| 03 30adsal
YHM SuoIldueS "ueq esia 3uipnjoul ‘sasnge s3ysiu uewny 03 pale|aJ SaINSes
*213 ‘QIAMW ‘S|lo apnud ueq esin
6v¢ jo uoneyiodsuesy ‘ASisus Suipnjoul ‘s10329S [eUOI}IPPE 0] VS| JO UOIsuedx] {SUOI1OUES JIWOU0D] (Tzz ‘07z ‘TTZ SU01399S 1dadx3) WYl | ZT0T SN
‘siaquiaw Ajlwey) J19yl pue ued| JO JUSWUIIA0D
9Y3 JO S|BID1}}O JOIUDS ‘U0 SUOIID1JISAI UOIIRISIWWI PUE ‘JO UOIIBDIIIUSP|
'SUOIINIIISUI [DIDUDULL UDIUDJ| PaUOIIIUDS 1310 pub upJj Jo yung
|D43U3) 3Y3 03 $32IAI3s buibpssaw [pIoubULf Pazijpidads Jo UOISINOId
'S312IA1390 WISIJ0413] JO UOIIDJ3flj0Jd 03 pa31p|aJ ueq esiA /SuojauUbs
144 spoob 1io0dsupJy 03 $321A43s buiddiys 4o sjassan Jo uoisinoid uo suordups [p1oupULf % 2IWOU0IT 12T ‘022 ‘TIZ Su01193S WYl | ZT0T SN
'S|p3aW SN01234d 40 sajou yupq aspyaind o3 upJj buidjay o ‘sponpoud
LT 1D21WaY20.433d pup [10 3pNJd UpIUDLJ| fO asbydind ayl UO SUOIIIUDS [DUOIIPPY SU0I32UDS |DI2UDUI ZZ9ET 43P0 an1IN23XT | ZTOZ sn
"S91313US YoNns yum
s3uijeap Aue wouj panqiyoud aie suosiad N "ANlud paj|0JIU0I-JUSWUISAOS
ove uejued| Aue Jo Jo ‘uel| JO Jueg [eJIud) JO S13SSE paseq-Sn spunoduw| UOI1doUes |elueuld 66SET 49pJ0 9A1INI3XT | 2TOT SN
‘upuj fo yung [013ud) 3y} Jo 31fauaq ay3
J0f 10 03 abpUI0d pup sajouxupq pajulid Aimau o A1aA1ap ‘UbI| Ylm spuowpip
pup sjpiaw snoida.d ‘pjob ui apo.i Jo UoIqIYOId “Aiasnpul [DIIWSYI0433d Y3
ul Juawisanul fo uoiqiyold ‘saonpoud [pa1uay20433d pup s1anpoad winajosiad E£T1/0T0Z UoIsI2a@ [12uno) buipuawp pun (600Z/8Z
‘l10 apnJd upjupf fo 1odwi uo ung ‘Abojouysa pup Juawdinba Aizsnpui suoioups | (23) uonpinbay [19uno) 01 | Xauuy ul 1no 13s s Abojouyaal pup
144 |p21WaY20.433d A3y ‘“ABojouy233 pup Spoob asn-|pnp uj 3ppJ3 UO SUOIIIIIISIY [p1dUDULf % 1WOU02F | SPoOb asn-|pnp buliapisuod) Z10Z/£9Z (N3) uoipinbay [1ouno) | ZT0Z ni
Juswdinba yons Joj souejsisse [ejpueuly 4o Supueuly Jo ‘Ajpoauipul
40 Aj303.41p ‘uoisinouad o ‘uoissaidau [eulalul 404 pasn 39 1ySiw yaym
juswdinba jo ‘Aj3oauipul Jo Ajpaauip ‘1odxa Jo uaysuedy ‘Ajddns ‘sjes Suipnjoul suoloues
e ‘Ued| ul suolie|olA s1ySiu uewny o1 SulINGIIIUOD SBIHAIFIE UO SUOIDIIISAY |BIOUBUL} 3 D]WIOUOD] 2102¢/192 (n3) uonenday [1ouno) | 10T n3
A
ERILIN syuawalinbay / saiyAlde pauoipues adA)L AMuoyiny | 1eap 9

pasoduwij




ImNI

'309(0ud UeJ| By :$9181S PALUN YJOA MAN ‘UbJ| ISUIDBY SUOIIOUDS [DUOIIDUIAIU| JO S150D pub siifauag buiybiapi ‘(Z210T) SIMaT "d pue °| ‘ualg “M ‘sian
{921AJBS Y2Jeasay |euolssau3uo) :s91e1s panun ‘uoldulysepn faug uj :s1a1awpind aAIID|SIBaT—WSII0443 ] [DUOIIbUIAIU] Jo SOV fo siosuods aip1s ‘(ST [Udy ‘STOT) "3°a “Peuusy
921AJBS Y2Jeasay |euolssai3uo) :sa1e1s pallun ‘uoldulysepn ‘suoiouns upJl ‘(y 1sndny ‘STOT) ) ‘uewziey|
!GTOZ 1SN3Ny Ul passadde ‘Ueli-Uo-SUOI1dUeS-S-N-1B3|2NU-UOU-J0-uodlIdsap-pue-1sl|/28n/sapind-|e8s| /wod 0AAR MMM //:d11Y :3UljuUO ‘,uel] UO SUOIIDUES *S M Je3jonu-uou Jo 1si7,, ‘(judy ‘STOZ) 'S ‘lueylog
!GTOZ 1sn3Nny Ul passadde ‘WY €6E86T/CT0T/SY/SI4/q3/a/n08 311 MMM/ /:d11y
:2uljuo ‘a1e1s Jo Juawiiedaqg sn ¢, (VYHSYLI) 19V S1y3iy uewnH elIAS pue uoidNPay 1eaJ4y] UeJ| 9yl Ul pauleIuO) SUOIdUeS Uel|, ‘(g7 Jaquiaidas ‘2T0Z) Silejy Ssaulsng pue djwouod] JO nealng
‘GTOT 4290100 Ul passadde ‘ xdseueli/saded/sweld01d/SUo11oues/i31Ua2-824n0sa4/A03 Aunsealr MMM/ /:d11y :3uljuo ‘,SUOI1DUBS UBl| — J31U3D 324Nn0say,, ‘(*p-u) Aunseal| Jo Juswiiedsqg SN
:pue ‘9|qe} 995 :5924N0S

‘uo1oNIsaqg
sse|Al Jo suodeap — QIANM 9V S1YSiy uewny elJAS pue uondNpPay 1eaJy] Ueld| - YY1 10y SUOIdUeS uel| — S| ‘sdio) pieno AJeuoiinjoAsy uelued| - DOY| 19y uoljesajijoiduoN eliAS-ea10) YLON-Uel| - YSNYINI ¢ 1Y
SUOIINISU| [BIDUBUIS [BUOIIRUIDIU| - 4] ‘1Y Siamod Aduadiawg |euoineusalu] - Yd33| 10y 22uelsissy udialiod - Y4 ‘0T0Z 4O 10V 1uawWisaAIq pue ‘A1ljigeiunoddy ‘suoildues ued| aalsusyaidwo) - Ygys|d :suoieinalqqy

€5¢

'SU0SIad Pax20|g 40 (SNAS) s|puoibN paioubisag

AJp123ds fo 151 ay1 uo A33ua upbiupj AUb YIUM SUOIIIDSUDIY SIONPUOD

1oy uosiad Aup Jo Ariadoud paspg-sn $)20|g Sjamaf 1o sauois snoidaid
a41nbap upJj buid|ay 01 (anoqn) zz9€T 13p10 dAI1INI3x3F Jo uoipaijddo spupbdx3
'S]UN0J2D [DII PJOY 4O “IDII Y3 “AIUSJIND S,UbJ| Ul SUOJIIDSUDIY 3INPUOD IDY] SU0132UDS
syunq ubiaiof sof s3uno022p yunq SN sHqiyo.d pup Aluadoid pasng-sn sxy20/g |p1ouDUL % 2]WOU0IT SP9ET 43P0 anIIN23XT | €TOZ sn




Chapter 4 Costs of Iran's nuclear programme and the potential for
renewable energy sources

4.1 Costs of Iran's nuclear programme

Iran currently has one operating light-water reactor in Bushehr, with a total capacity of almost 1,000

MW. It reached commercial operation in 2013. The energy supplied by the reactor in 2014 accounted
for a mere 1.5 percent of the total domestic production.”” Overall, the nuclear programme currently

includes at least 15 facilities throughout the country.f255

Due to a lack of detailed information, as a result of the Iranian government’s prohibition of open
media coverage of the nuclear issue, the financial implications of this programme are largely
unknown. Apparently not even the budgetary committee of the Iranian Parliament was provided
with access to a cost report on the country’s nuclear reactor.”*®

The official budget of the Atomic Energy Organisation of Iran has been reported at IRR 2,992 billion in
the financial year 2010/11. It continuously increased to IRR 8,382 billion in 2015/16, which is
equivalent to an annual amount of around US$ 300 million, based on official exchange rates. >’
While these budgets exceed those of many other ministries and state-affiliated agencies, they are
hardly high enough to account for the full nuclear programme.

The programme's direct financial costs are estimated to be around USS 1billion to USS 2 billion per

year.”®

In 2007, an analyst estimated the costs of the nuclear programme up until then to be over USS10
billion.”® Based on publicly available information in relation to contracts agreed with German and
Russian suppliers, the costs of only the Bushehr nuclear reactor have been estimated at
approximately USS$ 11 billion.#**°

However, this figure increases tremendously when one also considers the effect of sanctions
imposed on Iran as a consequence of its nuclear activities.

In 2013, analysts of the Carnegie Endowment for International Peace were the first to attempt to
estimate the direct and indirect costs of the nuclear programme. In calculating the costs, the study
considered the construction of reactors, operation and research, as well as the effect of sanctions
placed on Iran and the resulting loss of foreign investments and oil production. This resulted in
estimated costs of the controversial nuclear programme of more than USS 100 billion. The extremely
high construction costs are also caused by the concealed nature of most of the facilities, including
dummy buildings, bunker facilities and anti-aircraft systems.?*

In June 2015, one of the study’s authors gave an even higher estimate, referring to figures from
former Iranian ministers, suggesting an amount close to USS$ 500 billion for the Iranian nuclear

262
programme.”®

Including, among others, nuclear research centres, uranium mines, mills and conversion facilities.
& Measured in 2012 dollars; obtained by converting the US$4.3 billion of 1975 and USS 1.24 billion of 1995 to 2012 dollar
based on the inflation and exchange rates reported by the Central Bank of Iran.

30



With the help of the 'Nuclear Fuel Cycle Cost Calculator' set up by the Bulletin of Atomic Scientists,
estimates can be used to calculate the cost of one kilowatt hour of electricity based on the input,
start-up, maintenance and financing costs of three different configurations of the so-called nuclear
fuel cycle.”®® Using ballpark figures for the different variables and assuming a purely civil use of the
various nuclear installations in the country, a cost-benefit analysis of the Iranian nuclear programme
clearly shows that the programme based on a single 1,000 MW reactor does not make any economic
sense due to comparatively high production costs.”®*

4.2 Impact of the nuclear programme and sanctions on Iran’s economy

The nuclear programme, the related sanctions and the large military expenditure have undoubtedly
taken a heavy social and economic toll on Iran over the years. While it is not possible to discern the
impact of nuclear- and terrorism-related sanctions, and of Iran's engagement in various Middle East
conflicts, the tightening of sanctions related to the nuclear programme in 2011/12 showed
considerable repercussions on the economy of the country.

Since 2012, Iran has suffered from recession due to sharply declining crude oil exports, its currency
dramatically loosing value and resulting in spiraling inflation. As Reuters reported at the end of 2012,
at that point even Iranian officials had to acknowledge the impact of sanctions on the country’s
economy.’® For the first time in January 2013, Iran's oil minister acknowledged that the fall in oil
exports resulted in monthly losses of between USS 4 billion and USS 8 billion. According to some
estimates, Iran suffered a loss of about USS 26 billion in oil revenue in 2012, compared to a total of
USS 95 billion in 2011.%°° According to US analysis, Iran was still exporting approximately 2.5 million
barrels of oil a day to some 20 countries in 2012. This was reduced to around 1.1 million barrels and

only six countries by early 2015.%%’

As a result of these developments, the already strained economy contracted by another 8.6 percent
in two years from 2012.°®® With falling oil prices aggravating the economic situation, President
Rouhani was forced in early 2015 to significantly reduce budget projections. The initial budget
presented in December 2014 for the fiscal year 2015/16 was still based on an average oil price of
USS 72 per barrel, down from about USS 100 per barrel in the 2014 budget. However, in November
2015, oil has been trading at prices below USS 50 and prices are not expected to rise in the near
future. As a consequence, Rouhani also plans to reduce the country’s reliance on oil as a source of
income, from an average of 45 percent of all revenues to about 31.5 percent.”®

There are many factors responsible for the contracting Iranian economy over the last years, including
a strong reliance on oil and gas, price controls, subsidies, and billions of dollars of non-performing
loans held by the banking system.?’° The large share of overdue loans in commercial banks’
portfolios, resulting in a ratio almost four times higher than the international standard, can be
explained with the previous administration’s policy to support failing enterprises and the strong
depreciation of the currency in 2013.%”! The terrorism- and nuclear-related sanctions have
undeniably contributed to this situation and visibly impacted the livelihoods of Iranians for many
years. Consumers are faced with a weakening currency, soaring prices, deteriorating health care and
high unemployment rates (see Figure 2).%”?

Many Iranians see the lifting of the sanctions as an essential first step to improve the economy.?”?
According to consumer surveys conducted in 2013,
* OQver 85 percent of Iranians say that sanctions have hurt their personal livelihoods, including
50 percent who say that sanctions have hurt them personally a great deal.”’”*
* Half of Iranians have not had enough money to pay for adequate food or shelter within the
past year; 34 percent say that their standard of living is deteriorating.?””
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* Nonetheless, 68 percent of Iranians still believe that Iran should develop nuclear power; 56
percent say for non-military purposes, while 34 percent say for military purposes.?’®

* 46 percent of Iranians blame the US for the sanctions, while 13 percent believe that their
own government is primarily responsible.?”’

In addition to limited political and religious freedom, the difficult economic situation has led to an
ongoing ‘brain drain’, with highly educated young people leaving the country. From 2009 to 2013,
more than 300,000 Iranians emigrated. 25 percent of Iranians with a post-graduate education live in
developed OECD countries today. According to World Bank estimates, this development has cost the
Iranian economy USS 50 billion annuaIIy.278

However, overall the Iranian currency has stabilised and inflation has decreased considerably since
Rouhani became president in 2013 and a first sanction relief was negotiated. Inflation slowed to 15.6
percent in June 2015, after reaching rates as high as 30.5 percent and 34.7 percent in the financial
years 2012/13 and 2013/14 respectively (see Figure 2). In 2014, the Iranian economy also grew 3
percent, after two years of contraction.?”®

Figure2 Development of Iran’s consumer prices and inflation rate
e |RAN CONSUMER PRICE INDE.. +++ss IRAN INFLATION RATE
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Source: Trade Economics, “Iran Consumer Price Index”, online: http://www.tradingeconomics.com/iran/consumer-price-index-cpi,
accessed in October 2015.

If sanctions related to the nuclear programme are lifted, Iranian overseas assets with a value of
approximately USS$ 100 to 150 billion, mainly from oil sales proceeds, would become available. These
revenues have been frozen as a consequence of the nuclear sanctions.

In addition, it is estimated that Iran will gain around USS 20 billion a year in oil revenues once
sanctions are lifted.”® Sanctions relief was already agreed in 2013, resulting in Iran gaining around
USS 7 billion in return for curbing uranium enrichment and giving UN inspectors better access to its
facilities. World powers at the time also committed to facilitate Iran's access to USS 4.2 billion in
restricted funds.?®!

It is obviously difficult to appraise how the Iranian economy would have developed without
sanctions, considering the complex set of factors influencing it. The US Secretary of the Treasury
Jacob Lew remarked in April 2015 that Iran’s economy “is today 15 to 20 percent smaller than it
would have been had it remained on its pre-2012 growth trajectory. It will take years for Iran to build

back up the level of economic activity it would be at now had sanctions never been put in place” *®
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4.3 Economic and safety arguments for renewable energy sources in Iran

Iran is heavily dependent on oil and gas also for its own energy needs. Fossil fuels account for almost
98 percent of Iran’s total primary energy consumption. Of the 70 gigawatts (GW) of power
generation capacity installed in the country, around 11 GW are low carbon sources, mostly
hydropower (10 GW), while 1GW is nuclear and 0.1 GW is solar or wind.”® The current reliance on
high-carbon energy sources means that Iran is among the top 10 emitters of CO, worldwide.?*

Despite the economic problems that the country is facing due to sanctions, subsidy reforms and
mismanagement, the overall energy demand in Iran has not diminished.”® Throughout years of
controversy around Iran’s nuclear programme, Iranian officials denied intents to use the enrichment
of uranium to develop nuclear weapons. It was rather insisted that nuclear power was of crucial
importance to the country to guarantee energy security and enable further economic growth.?®

However, leaving aside the concerns around nuclear weapon proliferation, this does not seem a
viable and sustainable option. Regardless of the location in the world, nuclear energy in general is
connected to a range of barriers and risks, summarised by the Intergovernmental Panel on Climate
Change (IPCC) as follows:

e operational risks;

* uranium mining risks;

* financial and regulatory risks;

» unresolved waste management issues.’®’

In the case of Iran, the issue of a suspected nuclear weapons programme triggered a range of
international sanctions (see Chapter 3), with far-reaching economic consequences. As outlined in the
previous chapter, the direct expenses, as well as the sanctions related to the nuclear programme,
have already cost the country tens of billions of dollars. And this does not even include a host of
future economic and environmental costs associated with pursuing a nuclear energy path.

Overall, the production of electricity under the current Iranian set-up is not competitive in
comparison with other energy sources (see section 4.1). Countering the argument of the enormous
costs incurred for putting the 1,000 MW Bushehr plant into operation and the resulting high
production costs, the Iranian Atomic Energy Organisation has pointed out the project would be
economically viable with two to four more power plants added in Bushehr.?®® However, it is
improbable that such an investment would lead to competitive production prices, especially when
considering the other risks connected to nuclear energy.

As with any non-renewable energy, nuclear energy production relies on a depleting source. Uranium
mining is not only connected to massive environmental degradation; resource depletion is also

. . . . 2
expected to lead to spiraling nuclear fuel costs in the coming decades.”®

In addition to the setting-up of the necessary up- and downstream facilities, the radioactive waste
produced by nuclear power is immense. The costs of the development of a nuclear waste disposal
programme are huge, if not incalculable. The required timelines are beyond human imagination and
so far no solutions consistent with the safety and security requirements have been found anywhere
in the world, despite decades of research.”®®

Disasters can never be excluded, whether caused by an attack, natural forces or human error. An

attack on a nuclear power plant, whether intentional or accidental, would be disastrous and is of
concern in a politically unstable region like the Middle East.
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The impact of natural forces like earthquakes is also not controllable. The fact that Iran is one of the
seismically most active countries in the world cannot be ignored.”* The example of the catastrophic
consequences of the Tsunami and earthquake on the Japanese nuclear power plant Fukushima in
2011 illustrates the consequences. Leaving aside any of the other economic impacts caused by the
damaged reactors in Fukushima, the first four years of decontamination efforts have already cost an
estimated USS 13 billion. And this does not include the costs of actual decommissioning of the
reactor and disposal of the nuclear waste.”®? In a 2014 study, Japanese scientists estimated the
overall costs of the Fukushima accident to increase to at least ¥11.08 trillion (US$ 97 billion).**

It is interesting to compare the situation in Iran with a country like Germany, which is seen to be at
the forefront of developing renewable energy sources. Triggered by the Fukushima disaster,
Germany took eight reactors off the national grid within a short period of time and legally required
the phase-out of all nuclear power plants by 2022.2°* The move to renewable energy resources made
Germany the world’s leader in installed solar photovoltaic (PV) capacity and PV coverage of peak
demand.’®® The country boasts the largest installed wind power capacity.?®

Comparing the geographic location in Germany and Iran, the latter undoubtedly holds greater
potential for renewable energy. Sunshine hours in Iran are far more than in Germany; most regions
in Iran enjoy around 3,000 hours of sunshine per year,””’ compared to only around 1,600 hours in
Germany.’®® The Lut Desert in eastern Iran has the hottest land surface temperature on record, while
the mountainous west and northeast parts of the country hold unique wind corridors.?*® In addition,
geothermal and biomass energy production carry considerable potential for energy generation in
Iran.>®

Iran’s government has recognised this potential and increased investment in renewable energies in
recent years, with the aim of alleviating pollution in urban areas but also reducing the country’s
heavy dependency on oil and gas.*®* In 2012, Iran had the highest production of renewable energies
in the region, with 12,553 GWh, accounting for more than half of the total renewable generation in
the Middle East.>*® This was largely sourced from hydropower, accounting for approximately 10,000
GWh at the time.*® The country aims to set up a solar energy production programme with a capacity
of 10,000MW by 2020. By 2018, 5,000MW of electricity using renewable energy sources are planned
to be added, on top of the currently generated 10,000MW of hydropower.*** Iranian officials
estimate the country’s wind potential alone at more than 30,000MW, and the solar power potential
at 10,000MW.*%

Calculations comparing the economics of nuclear versus renewable energy sources in Iran come to
the conclusion that even when assuming high-end estimates on costs of capital, the costs of
renewable electricity in Iran would be competitive. This also offers opportunities for other countries
to develop strategic partnerships, technology-sharing initiatives and joint ventures supporting such a

move.306

Renewable energy technologies, including wind, solar and biomass technologies are not included in
the EU sanctions against Iran. Such sales are banned for US companies, though, unless a specific
license is granted.*” However, despite being a non-sanctioned business, renewable energy
companies are faced with collateral issues like canceled bank transactions and problems in importing
spare parts.’® Once sanctions are relieved, renewable energies could get a major boost. It is also
noteworthy that, contrary to nuclear power, renewable energy projects have strong potential to
attract foreign investors.>*
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Chapter 5 Conclusions

There are ample indications that Iran has supported over the years a range of paramilitary groups,
armed militias, as well as repressive governments in the Middle East in order to establish influence in
the region. However, it is much more difficult to quantify the levels of support, which originates
largely from secret budgets and shadowy networks of companies with no public accounts.

Due to a lack of verifiable data, the flow of funds, trainings, weapons and other support provided by
Iran to foreign militias and governments remains largely subject to speculation. Summarising ranges
of estimated support to different paramilitary groups over different periods of time, the available
information suggests that Iran on average supported:

* The Iranian regime's closest proxy, Hezbollah Lebanon, has been provided with approximately
USS 100 million to USS 200 million per year since its early years in the 1980s, not accounting for
special payments or arms deliveries. Considering apparent budget cuts, this amount may have
dropped to approximately USS 50 million to USS 100 million per year between 2010 and 2012.
Another round of cuts was reported for 2014/15. This has been attributed to the difficult
economic situation in Iran due to a range of factors including international sanctions and
decreasing oil prices. The massive support provided to the Assad regime in Syria is certainly
another factor. Iran is also indirectly responsible for Hezbollah's fighters present — by the end of
2015 —in several other conflicts, namely in Syria, Iraqg and, to a lesser degree, in Yemen, where
they have been providing varying levels of training, weapons, strategic support and experienced
fighters on the ground.

* A range of Shia militias in Iraq were provided, in the mid to late 2000s, with an estimated USS 10
million to USS 35 million annually. This increased to an estimated USS 100 million to USS 200
million yearly from around 2009 onwards. In addition to cash and weapons, foreign fighters
funded by Iran, as well as Iranian elite units, have increasingly been sent to Iraq since 2014 to
fight against the so-called Islamic State in Iraq and Syria (ISIS).

e Hamas was provided with approximately USS 100 million to USS 250 million between 2007 and
2011. Iran also provided training, advice and equipment. For the period from 2012 to 2014, it has
to be assumed that financial backing was reduced significantly or even completely cut off due to
Hamas' lack of support for the Assad regime in the current Syrian war. Since the end of 2014,
however, funding has apparently resumed, although it is likely to be at lower levels than in 2010-
2012.

* The Islamic Jihad was provided with approximately US$ 100 million to USS 150 million annually
since 2007. As of the beginning of 2015, it has to be assumed that this support has been cut due
to the group's lack of support for the Houthi rebels in Yemen.

* The Houthi rebels have been provided with approximately USS 10 million to USS 25 million since
2010, partly as cash but mostly in the form of training, strategic advice and military equipment.

* The Assad regime and Syrian militias fighting on its side since the outbreak of the Syrian
revolution in March 2011 have been provided with approximately USS 15 billion to USS$ 25 billion
over a period of five years, equating approximately to USS 3 billion to USS$ 5 billion annually. The
support has taken the form of credit facilities, fuel supplies, training, strategic advice and military
equipment as well as support on the ground by Iranian special forces and Iranian-backed foreign
fighters. Some sources provide even higher estimates of around USS 20 billion annually.
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Predominantly drawing on estimates and anecdotal evidence quoted in various sources, the findings
suggest that Iran’s expenditure on various paramilitary groups and allied governments in the Middle
East within the considered periods of time totalled between a low estimate of USS$ 20 and a high
estimate of USS 80 billion.

The available information suggests that Iranian support for these militant groups comes partly from
public budgets, but a large part of it allegedly comes from funds managed outside of the official
government structures. Enormous funds have been found to be at the disposal of the Iranian
Supreme Leader Khamenei and the Revolutionary Guard Corps. The clandestine business networks
under their supervision generate billions of dollars of annual revenues and are not accountable to
the public and cannot therefore be traced.

Similarly obscure as the funding of the foreign engagement of Iran is the country’s investment in its
nuclear programme. Not even the Iranian parliament seems to be fully informed on the financial
dimension. The costs of the only nuclear reactor operational in the country alone are estimated at
approximately USS 11 billion. This figure increases tremendously when one also takes into
consideration the indirect costs of the nuclear programme, which are estimated at USS 100 billion to
a high estimate of up to US$ 500 billion.

Even if this figure may be exaggerated, the programme certainly comes at very high costs. Leaving
aside possible intentions to develop nuclear weapons, Iran's nuclear programme makes little
economic sense when looking at the electricity production costs. Iranian officials argued that these
would become more economically viable if more reactors are added;*'° this may also become
possible after the July 2015 nuclear deal and subsequent lifting of nuclear-related sanctions in 2016.

However, a determined strategy to quit high-carbon and nuclear energy generation and to
implement alternative, renewable energy programmes seems to be a much more sensible choice, in
light of both economic and environmental arguments. In addition, the potential for attracting foreign
investments when pursuing a renewable energy path are more promising.

The expected lifting of sanctions in 2016 would make billions of frozen assets available to the Iranian
regime, as well as offering large growth potential for the economy due to regained access to the
international markets.

There have been fears that, next to domestic investment needs, part of the released funds could end
up fueling conflicts in the Middle East even further due to increased military spending and financial
backing of allied militias and governments like the Assad regime in Syria.

The increase in Iran's 2015/16 current defence budget may be a first sign of this. In recent months,
Ayatollah Ali Khamenei and the Iranian Minister of Defence, Hossein Dehgan, both made it clear that
they had no intention to cut their support to Hezbollah, Hamas, the Islamic Jihad, the Houthi militias
in Yemen, the Syrian and Iragi governments and their militias, despite a nuclear deal.*"!

While the risk of additional terrorist financing is widely acknowledged many analysts and politicians

see Tehran's foreign ambitions to be less influenced by economic calculations than by political and
strategic considerations.*"
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